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1. FOREWORD

ECONOMIC SURVEY

On December 20, 2002, the Central Bank cut the
central intervention rate and the discount rate by
25 basis points to 3.75%.   It then left official rates
unchanged throughout the first quarter of 2003.
These decisions, which were taken by the
Governor in the Monetary Policy Advisory
Council, reflected the Bank’s analysis of economic
and financial developments in Malta and abroad.
They were moreover consonant with the Bank’s
monetary policy strategy, which is based on
pegging the exchange rate of the Maltese lira to a
basket of major currencies.

During the December quarter, increasing concern
about sluggish economic growth prompted major
central banks to reduce official interest rates, and
money market rates in Malta eased in line with
rates abroad.  Although the interest rate premium
on the Maltese lira remained stable, the Central
Bank’s net foreign assets continued to expand  – a
fact that supported the Bank’s decision to reduce
interest rates.  The reduction in official rates was
followed by a lowering of bank deposit and
lending rates.

During the first three months of 2003, the Central
Bank left official interest rates unchanged.  The
prospects of war in Iraq, and its eventual
outbreak, had a negative impact on the outlook for
the global economy and heightened the risks to
economic growth and the balance of payments
performance in Malta.  Although the Central
Bank’s external reserves continued to rise into the
March quarter, they did so at a slower pace.  The
volatility in international financial markets and the
prevalent climate of uncertainty were key factors
supporting the decision to maintain an
unchanged monetary policy stance.

According to data released by the National

Statistics Office, the recovery in economic activity
seen during the first three quarters of the year lost
momentum during the final quarter.  Thus, during
the quarter, real GDP expanded by 0.2% year-on-
year, down from 2.1% in the September quarter.
As in the third quarter, growth was mainly driven
by net exports of goods and services, as the
upward trend in the turnover of the electronics
industry gathered pace and tourism earnings
rebounded.  At the same time, however, domestic
demand slowed down, with Government
consumption expenditure and gross fixed capital
formation both declining when compared with the
same period of 2001, while private consumption
expanded at a slower pace.  Furthermore,
inventory adjustments – which include a residual
element – dampened economic growth
significantly.

In contrast, replies to the Bank’s latest business
perceptions survey, which was carried out
between January and February 2003, indicate that
whereas export activity, gauged in nominal terms,
slowed down during the last quarter of 2002, the
upward trend in domestic demand persisted.  The
survey confirms that export sales by
manufacturing firms in the paper and printing and
machinery and equipment sub-sectors rose,
offsetting drops in exports by the clothing and
footwear, chemicals and miscellaneous
manufacturing industries.  Survey participants
also reported that local sales by manufacturing
firms and some providers of services increased.
Although business sentiment continued to
improve, relatively low levels of capital utilisation
combined with uncertainty about future demand
were expected to dampen investment over the
next twelve months.

Although there were some signs of a recovery in
job creation during the December quarter, the
increase in the labour supply outstripped that in
the gainfully occupied population.  Consequently,
the registered unemployment rate edged up to
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5.4% in November from 5.2% in September.

The Retail Price Index fell slightly during the last
three months of 2002, largely because food prices
declined.  As a result, the twelve-month moving
average rate of inflation dropped from 2.9% in
September to 2.2% in December, while the year-
on-year measure, which is a more timely indicator
of price pressures, dropped to 0.3% by the end of
the year.

As the data on GDP indicate, fiscal policy
dampened domestic demand during the final
quarter of 2002.  The available information implies
that the fiscal balance for the quarter shifted to a
surplus from a deficit in the same quarter of the
previous year.  This surplus is expected to have
resulted from an increase in Government revenue
that was to have exceeded a simultaneous rise in
expenditure.1

In line with the usual seasonal pattern, the
current account of the balance of payments
swung back into deficit during the fourth quarter
of 2002.  However, this shortfall was slightly
smaller than that registered in the corresponding
period a year earlier as a narrower merchandise
trade gap and a wider surplus on services
outweighed a larger deficit on the income
account.  Net inflows on the capital and financial
account, excluding movements in the official
reserves, persisted into the fourth quarter
although at a slower pace than in the
corresponding quarter of 2001.  As a result, the
official reserves rose further, albeit less rapidly,
during the quarter reviewed.

Broad money expanded at a slower pace during
the December quarter.  The slowdown reflected
the continued weakness in credit growth
combined with a drop in the net foreign assets of
the banking system, which contracted in spite of
the increase in the Central Bank’s external

reserves.   Monetary growth continued to
decelerate into January, despite a recovery in the
banking system’s net foreign assets, as credit
growth remained subdued.

The Central Bank’s forecasts for 2003, which were
published in its latest Annual Report, had
indicated that the economy would expand by
between 3.1% and 3.7% during 2003.  This growth
was expected to result from a resumption of
investment spending and, to a lesser extent, of
export growth.  Those forecasts were based on a
cautiously optimistic view of the likely economic
developments in the major industrial countries
during the year.  They also hinged on the
assumption that domestic political developments
would not result in any changes in economic
policy.  Since the forecasts were made, however,
projections for economic growth in the major
industrial economies were adjusted downwards.
Consequently, the Central Bank is reviewing its
outlook for 2003 to take into account a weaker
export performance and slower growth in private
consumption expenditure.  Otherwise, the Bank’s
inflation forecast remains unchanged, with the
twelve-month moving average rate expected to
drop to between 1.4% and 1.8% by the end of the
year.  The registered unemployment rate is
expected to remain roughly stable between 5.2%
and 5.6%.

In sum, developments in the Maltese economy
during the current year depend crucially on two
factors: the pace of recovery in Malta’s major
trading partners and the behaviour of Maltese
consumers.  If the recovery abroad does not
materialise, the prospects for growth will be
limited.  Furthermore, if households choose to
increase their savings, and the savings ratio
stabilises or even increases, domestic demand will
be weaker.  Thus, in both cases, the risks to
growth connected with the forecast are on the
downside.

1   However, information made available after the cut-off date indicates that during the fourth quarter the fiscal balance
remained in deficit.
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2.  THE INTERNATIONAL
 ENVIRONMENT

The World Economy

During the fourth quarter of 2002 the global
economic recovery remained slow and uneven.  In
the United States, GDP growth lost momentum as
net exports fell and a possible war with Iraq hurt
consumer and investor confidence.  Meanwhile,
in the euro area economic growth remained weak,
while the Japanese economy expanded at a slower
pace when compared with the previous quarter.
This general economic weakness carried over into
the first quarter of 2003, with major central banks
cutting official interest rates in response.  Against
this backdrop, the IMF is projecting a gradual
global recovery during the course of 2003.

Economic and Monetary Developments in the
Major Economies

During the December quarter the pace of growth
in the United States slowed down sharply as net
exports decreased significantly from the previous
year’s level, while consumers reduced their

spending in response to higher unemployment
and a possible war with Iraq.  Thus, GDP grew at
an annual rate of 1.4% during the quarter, as
against 3.2% in the September quarter, as Table
2.1 shows. Output moderated despite an increase
in government spending and a continued build-up
of inventories by businesses.  Against this
background, the United States economy is
expected to grow at an annual rate of 2.6% during
2003, compared with 2.4% in 2002.

The Federal Reserve lowered interest rates in
November in response to increased risks to
economic growth in the United States, with the
outlook for inflation remaining contained.  This
brought the federal funds rate down to 1.25%,
from 1.75%. Concurrently, money market rates
continued their gradual decline, as Chart 2.1
shows, although they remained marginally above
the Fed’s benchmark rate throughout the last
quarter of 2002 and the first two months of 2003.

In the euro area, meanwhile, output grew by 0.2%
compared with the previous quarter but expanded
at an annual rate of 1.3% over the corresponding
quarter a year earlier. Growth was driven by
household consumption expenditure and
Government spending, which rose by 1% and
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2.6%, respectively, but was dampened by a drop
in investment, which contracted by 1.8%.  Net
exports also contributed to GDP growth.
Economic activity picked up across the three major
euro area economies, namely Germany, France
and Italy, during the final quarter.

Against the background of a bleak international
environment, and faced with the prospect of weak
private consumption, the European Commission
forecast quarter-on-quarter GDP growth in the
first quarter of 2003 ranging between -0.1% and
0.3%. This is broadly in line with the annual
growth rate of 1.1% shown in Table 2.1.

After taking into account the receding inflationary
pressures in the euro area and the increased
downside risks to economic growth, in December
the ECB cut its refinancing rate to 2.75% from
3.25%. In March, the ECB lowered the refinancing
rate by an additional 25 basis points to 2.5%, as
the world’s second largest economy showed
further signs of weakness.  During the final
quarter of 2002 and into the first quarter of 2003,
euro area money market rates hovered around the
ECB’s benchmark rate.

Meanwhile, after having expanded by 2% in the
third quarter, in the United Kingdom GDP grew at
an annual rate of 2.1% during the December
quarter, led by robust growth in consumer and
government expenditure and a rise in inventories.

Net exports and investment dropped.  At the
same time, although construction output grew
rapidly, there were signs of a weaker performance
in the services sector, while manufacturing output
declined for the seventh time in eight quarters.
Overall, the IMF is expecting the British economy
to expand at an annual rate of 2.2% during 2003,
up from 1.6% in 2002.

The Bank of England kept its repo rate unchanged
at 4% between October and December, as inflation
was still seen broadly around the Government’s
target of 2.5%. In February, however, the Bank cut
the repo rate by 25 basis points, as inflationary
pressures were seen to be easing further ahead,
while both domestic and global demand were
weaker than expected.  Meanwhile, UK money
market rates stood at or below the Bank’s repo rate
throughout the quarter and into the beginning of
2003.

The Japanese economy lost some of its
momentum during the December quarter, growing
at an annual rate of 2.0% after having expanded by
1.3% in the previous quarter.  An upturn in
exports and an increase in household
consumption drove economic growth during the
quarter.  After having raised GDP earlier in the
year, however, both housing and capital
investment contracted during the last three
months of 2002.  At the same time, unemployment
rose to 5.5% in January, as more firms filed for
bankruptcy.  Against the background of lower
investment and an ailing banking sector, the
Japanese economy is expected to register minimal
growth during 2003.

Concerned with persisting deflation, which can
be seen in Table 2.2, and uncertainty over non-
performing loans within the banking sector, the
Bank of Japan eased monetary policy in October,
when it increased its purchases of long-term
government bonds and, hence, provided further
liquidity to the banking system. However, despite
coming under pressure to take bold action, the
Bank of Japan kept monetary policy unchanged
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during January and February 2003. Meanwhile, as
can be seen from Chart 2.1, Japanese money
market rates remained stable at just above zero
throughout the period from October to February.

Foreign Exchange Markets

During the December quarter, the US dollar lost
considerable ground on the foreign exchange
markets, depreciating by 6.6% and 2.5% against
the euro and sterling, as Table 2.3 shows. The
dollar’s weakness was mainly due to deepening
scepticism about developments in a fragile stock
market, a series of mixed economic data and the
looming war with Iraq.

During October, the dollar moved higher against
the euro and sterling helped by stronger US
economic data, worries over the state of the
European banking sector, and the reluctance of
the ECB to lower interest rates in support of
growth.  Concurrently, mounting concerns over
the health of the Japanese financial sector pulled
the yen lower against the dollar.

During early November, however, the dollar
depreciated against the euro and sterling since
many investors interpreted the Fed’s decision to
lower interest rates as a sign that the problems of
the US economy were deeper than had been
anticipated. The dollar lost further ground after
the ECB and the Bank of England kept monetary
policy unchanged, thus preserving a larger
interest rate premium over the US.  Meanwhile, a
disappointing Japanese economy and the inability
of the Japanese central bank to halt deflation
pulled the yen lower against the US currency.

The dollar’s depreciation against the major
currencies continued throughout December.  The
weakness of American equity markets, coupled
with the resignation of two senior US government
officials put the dollar under pressure early in the
month. Subsequently, concerns over the ability of
the US to attract sufficient net inflows to sustain
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a large current account deficit, along with higher
unemployment and rising tensions over Iraq and
North Korea dragged the dollar to further lows.

During the period from January to mid-March, the
dollar depreciated further against the euro and
sterling, as Chart 2.2 shows.  Prolonged
uncertainties in financial markets, higher oil prices
and the risk that businesses would postpone
investment overshadowed a possible economic
recovery in the United States and adversely
affected the US currency.

Oil

During the final quarter of 2002, oil prices surged
again after the increase registered in the third
quarter, supported by the heightened political
tensions in Venezuela, weather related factors in
the US, renewed conflict in the Middle East and
the rising likelihood of war in Iraq. As Chart 2.3
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shows, the upward trend in Brent oil prices
continued during the early part of 2003 as a result
of a fall in US fuel supplies and the Iraq crisis.
Consequently, Brent crude stood at $29.87 per
barrel in mid-March, up by 3.39% from its end-
September level.
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3.  OUTPUT, PRICES AND
EMPLOYMENT

The recovery in economic activity in evidence
during the first three quarters of 2002 seems to
have stalled during the final quarter.  According
to the latest data released by the National
Statistics Office (NSO), real GDP expanded by
0.2% year-on-year during the December quarter,
down from 2.1% in the September quarter.  A
further acceleration in the growth of net exports
was, in fact, nearly outweighed by a reported
decline in inventories.  Domestic demand also
slowed down, as gross fixed capital formation
and Government consumption expenditure
contracted while private consumption grew only
marginally.

This notwithstanding, labour market activity
showed some signs of picking up, even though
unemployment rose to 5.4% in November from
5.2% in September.  The gainfully occupied
population, in fact, expanded at a more rapid pace
than in the same period of 2001, while the number
of the registered unemployed fell gradually
between November 2002 and February 2003, the
last month for which data are available.  This may
reflect increased activity in the manufacturing and
tourism industries.  At the same time, the headline
inflation rate declined further as the previous
year’s spike in food prices was reversed.  In
addition, the Bank’s latest business perceptions
survey indicated that business sentiment during
the first quarter of 2003 had improved, with
respondents expecting sales to rise during the
period.
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Gross Domestic Product1

As can be seen from Table 3.1, GDP at factor cost,
which being the sum of profits and employment
income is a nominal measure of GDP, accelerated
during the final quarter of 2002.  This growth was
mainly driven by manufacturing industry, where
factor incomes rose by 8.7% from the levels
recorded in the December quarter of 2001 - when
earnings had been severely hit by the contraction
in global demand that followed the bursting of the
US stock market bubble and the events of
September 11.  During the fourth quarter of 2002,
there was also a sharp rise in the contribution to
growth of the agriculture and fisheries sector,

which reported substantial profits from fish
farming activities.

At the same time, domestic demand decelerated,
with growth in real private consumption slowing
down to 0.4% and Government consumption
expenditure actually dropping by 4.5% in real
terms.  Though imports of consumer goods
expanded at a faster pace than in the third quarter,
manufacturing industry’s domestic sales remained
flat, while expenditure on services, such as
foreign travel, contracted.

Nevertheless, the household saving ratio for the
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1   This analysis is based on provisional data released by the National Statistics Office on April 10.  The fact that the
deflators in these data are set to be uniform across the four quarters of the year makes the interpretation of develop-
ments in real quarterly GDP difficult, as intra-year variations in prices are thereby ignored.
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whole of 2002 is estimated to have fallen to
practically zero.  The steady decrease in the
household saving ratio witnessed in recent years
may, to some extent, be traced to a strong wealth
effect stemming from a property price boom
combined with favourable credit conditions,
phenomena that have led to similar developments
in other countries.  The extent of the decline could
to some degree be overstated due to the difficulty
of compiling accurate domestic consumption data
in a country where spending by tourists accounts
for a large part of overall consumption
expenditure.  The data for the fourth quarter of
2002, in fact, show large negative inventory
changes,2 which apart from the actual contraction
in stock levels comprises the residual between
income-side and expenditure-side measures of
GDP.

The reported decline in inventories contributed to
a decline in imports of goods and services during
the December quarter.   Gross fixed capital
formation is also reported to have fallen, for the
second consecutive quarter, as increased outlays
on construction were offset by a decline in
investment in machinery.  On the other hand, as
can be seen from Table 3.2, exports of goods and
services rose by 4.3%.  The expansion in exports
of goods was driven by a rebound in sales of
electronic components, which rose by nearly 13%
in nominal terms, although a reported rise in prices
during the quarter implies that the increase in
volume terms was smaller.   There was also a
substantial rise in exports of farmed fish, mainly to
the Asian market.  Tourism earnings also
recovered strongly, rising for the first time since
the first quarter of 2001.

Retail Prices

As can be seen from Chart 3.1, the downward
trend in the twelve-month moving average rate of
inflation in evidence through the previous two

quarters persisted during the quarter under
review, when it dropped by 0.7 percentage points
to 2.19%.  Similarly, the year-on-year change in the
RPI, a more timely indicator of inflation trends, fell
from 1.29% at end-September to a ten-year low of
0.32% at the end of December.

Food prices were again the main factor behind the
downward trend in inflation.  In fact, the food sub-
index declined by 1.2% during the quarter under
review, as the spike in prices recorded in 2001
continued to be reversed.  To a large extent, this
reflected a drop in the prices of fresh fruit and
vegetables brought about by increased volumes
of local production.  Since the second quarter of
2002, in fact, the volume of agricultural produce
traded through local markets rose steadily,
pushing the total for the year up by 7.8% from the
previous year’s level.

Another factor that helped to bring down the rate
of inflation during the final quarter of 2002 was a
below-normal rise in the clothing and footwear
sub-index.  The latter, which accounts for more
than a tenth of the RPI, is highly seasonal, tending
to rise sharply in the fourth quarter.  In recent
years, the spike usually exceeded 9%.  In contrast,
during the December quarter of 2002 the index rose
by just 2.8%.  As a result, clothing and footwear
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2   As can be seen from Table 3.2, this drop wiped off 4.5 percentage points from overall real GDP growth.
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prices at the end of December were down by 6.0%
from the previous year’s level.

The transport and communications sub-index also
fell during the quarter, reflecting a reduction in
domestic fuel prices. This was made possible by
the fact that the rise in the international price of
oil was more than offset by the effect of the
Maltese lira’s appreciation against the US dollar.

In spite of the marked decline in the headline rate
of inflation and in the year-on-year rate, the
Central Bank’s measure of underlying inflation,
which focuses on those RPI sub-indices that tend
to show persistent changes, exhibited a slight
increase during the quarter under review.  In fact,
the prices of services, especially in the education,
entertainment and recreation sectors, rose at a
faster pace than in the same quarter a year earlier.
In addition, the cost of imported goods may have
risen, partly on account of the fall in the exchange
rate of the Maltese lira vis-à-vis the euro, and
partly because of higher inflation rates in Malta’s
main trading partners.

The Labour Market

Data compiled by the Employment and Training
Corporation (ETC) indicate that the
unemployment rate edged up to 5.4% in
November 2002,3 from 5.2% in September, as the
number of the gainfully occupied grew at a slower
pace than the labour supply.

��
�� !!� +����� !! ��
�� !! 

*��� 6�"������������� ���%������������� � �:�������������

D���
�$����	������

� -�4������������� -�4������������� ��4�������������

3�����	$��	���������
 ���������������� !� ������������� �-�!�������������

�����	$  �-������������� "�!������������� "� �������������

*�������$����	������
 !��������������� ���������������� ����������������

��
���������������$���� !� ������������� �!� ������������� �!� �������������

,
�	���
���	��
����	�
����	� "�4�������������  ��������������� ��-�������������

(�
��	�����������	��
�
� "���������������  �%�������������  �:�������������

.��
����	���	��
���	��	���	��
�

�����	 "�4������������� "��������������� "�%�������������

=���
�$������	����
��
�� !�-�������������  ���������������  �%�������������

5��
����� )�-












 ���












 (��














��6��
���

�.�,5���.
25��$
��
0�++�'��4
$�0���.$
�.
�8�
2��
��
� �
 !�
��"#����
�
$����

$��%

����������
���

����
��������������

134

136

138

140

142

144

146

D J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J J A S O N

th
ou

sa
nd

s 
of

 p
er

so
ns

4.0

4.5

5.0

5.5

6.0

6.5

Employed (left axis) Labour force (left axis) Unemployment rate (right axis)

Chart 3.2 
LABOUR MARKET TRENDS

Source:  National Statistics Office

percent

2000 2001 2002

3   Employment data for December were not available at the time of writing.



Central Bank of Malta, Quarterly Review, March 2003 15

As can be seen from Table 3.4, the private sector
accounted for the entire increase in the full-time
gainfully occupied population during the period.
In the services sector, the tourism industry and
the related transport and communications sub-
sector shed labour, but the contraction was
marginal when compared to that observed the
previous year in the wake of the September 11
crisis. These job losses, moreover, were more than
offset by job creation in the community and

business sub-sector and in the wholesale and
retail trades.

Despite the rises in the labour supply and the
gainfully occupied population during October
and November, both indicators were down from
their levels a year earlier.  Most of the year-on-
year decline in employment was generated by the
early retirement schemes in the shipbuilding and
ship repair sectors, but weak private sector
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demand for labour also contributed.  In fact, as
can be seen from Table 3.4, the number of full-time
employees in tourism, manufacturing and banking
declined during the twelve months to November
2002.  However, the downward trend in
employment appears to have bottomed out and is
even being reversed in some major sub-sectors,
such as electronics.

Unemployment data for February 2003 in fact
indicate that the number of people registering for
work at the end of that month stood at 7,707,
down from 7,866 at the end of November 2002 and
below the year-ago level.  This decrease was
entirely accounted for by workers in the younger
age bracket who remained on the register for a
short period only.  This could indicate that school
leavers were being absorbed by the market
relatively quickly.

Meanwhile, the results of the latest Labour Force
Survey (LFS)4 show that during the first three
quarters of 2002 there was a sharp increase in
part-time employment, an area that is not covered
by the ETC statistics.  As a result, both
employment and activity rates improved.  The
December quarter LFS had not yet been published
at the time of writing, but the Central Bank
estimates that the number of workers in part-time
employment rose further between September and
December 2002.

Manufacturing

The pick up in manufacturing activity observed
during the third quarter of 2002 continued into the
fourth quarter of the year, albeit at a less vigorous
pace.  While the rebound in sales by the radio, t.v.
and telecom and the printing and publishing sub-
sectors accelerated further, setbacks were
registered in a number of other sectors, such as
clothing, textiles and leather, electrical machinery

and tobacco. Overall employment in
manufacturing also declined, and firms increased
their net investment by a smaller margin than in
the previous quarter.

As can be seen from Table 3.5, growth in exports
of manufactures was largely underpinned by a
sharp rise in sales of electronic components,
though these still have not regained the levels
recorded in 2000.  Firms in the food and
beverages, printing and publishing and medical
and precision equipment sub-sectors reported
further increases in exports during the quarter, in
line with the positive results recorded in previous
quarters.

At the same time, manufacturing industry’s
domestic sales remained virtually unchanged
when compared with the same period in 2001.

Firms across manufacturing industry continued to
shed labour during the December quarter.  As a
result, employment in manufacturing was down by
5.1% from the previous year’s level.5  Half of this
decline resulted from the closure of a number of
establishments in the clothing, textile and leather
industry.  On the other hand, the electronics
sector recruited new workers throughout 2002, so
that employment in the sector at the end of
December was back to its mid-2001 level.  The
paper and printing sub-sector also continued to
add to its workforce during the quarter.  In fact, the
increase in employment in these two sub-sectors,
which pay the highest wages, contributed
significantly to the increase in the wage bill of the
entire manufacturing sector.

Growing uncertainty about foreign demand,
together with low levels of capacity utilisation,
may explain why net investment in manufacturing
remained relatively flat during the second half of
2002.  In fact, despite the increase in activity,

4   Carried out in September 2002.
5   These employment data differ from those commented upon in the section on the labour market in that they include

part-timers and out-workers and are derived from a survey carried out by the NSO.  By contrast, ETC data are a
headcount of the full-time employees in the whole manufacturing sector.
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firms in the electronics and the medical and
precision equipment sub-sectors actually reduced
their rate of capital formation further.  On the
other hand, establishments in the chemicals and
furniture sub-sectors increased their investment
levels significantly, indicating that these firms
may be restructuring their operations in
response to the removal of levies on competing
imports.

Tourism6

The downward trend in tourism activity observed
since the second quarter of 2001 seems to have
been reversed during the fourth quarter of 2002.

In fact, as can be seen from Table 3.6, tourist
arrivals during October and November were 5.6%
higher than in the same period a year earlier.  It
should be borne in mind, however, that tourist
activity during the final quarter of 2001 had been
severely affected by the September 11 terrorist
attacks on the US, thus providing a very low base
for comparison.  In fact, though arrivals in
October and November 2002 were higher than in
the same two months of 2001, they remained
below the levels seen in the same months of the
previous three years.    At the same time, the
average length of stay fell to 8.8 days, from 9 days
in 2001. Cruise liner activity also continued to
expand, with cruise passenger arrivals increasing
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6   At the time of writing, official data for December had still not been released.
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by 15.2%, even though the number of cruise
ships visiting the Grand Harbour was no higher
than in the previous year. Meanwhile, gross
earnings from tourism increased by Lm5.9 million,
or 15.2%, when compared to the same two months
in 2001.

Arrivals from Malta’s main source market, the
United Kingdom, rebounded strongly during
October and November, rising by 8.3% from their
level in the corresponding period of 2001.    This
sharp increase in arrivals from a market that had
yielded consistently negative results throughout
the previous four quarters could indicate that the
intensive marketing campaign carried out in
recent months was successful.  As can be seen
from Table 3.6, inbound tourism from other
important markets, such as France, Italy and
Austria also rose sharply in October and
November.  On the other hand, arrivals from
Germany increased only marginally.

The 3.3% rise in the number of bed-nights sold
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during October and November was smaller than
that of arrivals, implying a drop in the average
length of stay.  This in turn may reflect a change
in the composition of inbound tourism.  In fact, a
breakdown of tourist arrivals by accommodation
category reveals that the number of tourists
staying in four- and five-star hotels increased,
while establishments in lower accommodation
categories reported a decline in occupancy.
Tourists staying in the higher accommodation
categories tend to stay for shorter periods.

A recent survey conducted by the Malta Hotels
and Restaurants Association (MHRA) indicates
that while hotel occupancy rates increased during
the first two months of 2003, the situation was
expected to deteriorate in March on account of
the war in Iraq.  It is possible, however, that Malta
will be less affected than competing destinations,
such as Cyprus and Turkey, which are much
closer to the war zone, and that it might also
attract a larger share of cruise traffic diverted from
the Eastern Mediterranean.
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Box 1 : BUSINESS PERCEPTIONS SURVEY1

Introduction

The results of the latest business perceptions
survey carried out for the Central Bank indicate
that, in the case of the firms surveyed, export
activity slowed down during the last quarter of
2002, but the recovery in domestic demand
continued.  At the same time, though there was a
further improvement in overall business sentiment,
the majority of respondents indicated that they
did not consider the current period to be
appropriate to undertake new initiatives within
their company.  In fact, despite the turnaround in
both local and foreign demand registered during
recent quarters, most firms continued to operate
significantly below their potential, with average
capacity utilisation rates estimated at around 84%
and 67% in the export and locally-oriented
sectors, respectively.  Participants reported that
these levels of capital under-utilisation, together
with uncertainty about future demand, were the
most important factors limiting investment over
the next twelve months.  The majority of firms
participating in the survey also considered it more
likely that both inflation and the unemployment
rate would rise, rather than fall, over the next six
months.

Business Sentiment

As can be seen from Chart 1, the upward trend
observed in overall business sentiment since the
third quarter of 2002 continued, with the net
balance of respondents expecting an improvement
reaching the highest level registered in more than
three years. The share of (employment-weighted)
respondents expecting economic conditions to
worsen, in fact, fell by two-thirds between the last
two surveys, reflecting renewed optimism in the
food and beverages, tourism, finance and
insurance sectors.  However, this drop in

pessimism did not result in an increase in the
number of those expecting an improvement in the
economic situation over the next six months.  The
latter also declined on an overall basis, despite a
recovery in sentiment amongst clothing and
footwear manufacturing establishments and
respondents from the distributive trades sector.
As a result, the proportion of those projecting
that the economic situation would remain
unchanged rose from just over one-half of
(employment weighted) replies in the previous
survey to nearly three-quarters.  To a large extent,
this reflected the replies of operators in the
machinery and equipment sub-sector (which
includes electronics), who expressed a more
cautious outlook than that shown in the
preceding survey. Operators in the construction
sector also became less upbeat during the first
quarter of 2003.

Activity Levels – Fourth Quarter 2002

Export-oriented sectors

The survey suggests that export sales by
manufacturing firms remained stable during the

1   The survey was undertaken between January and February 2003. It covers a sample of 144 firms, employing 16,488
workers, with an aggregate annual turnover of Lm499.2 million, of which slightly more than half was exported.  The
survey has a more comprehensive coverage of manufacturing industry, relative to other areas of the economy, and
places greater weight on medium-sized firms.
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final quarter of 2002, instead of rising as had been
expected.   Thus, capacity utilisation in the export-
oriented manufacturing sector decreased slightly,
while a slight majority of establishments reported
below-normal order books.  At the same time, as
can be seen from Chart 2, the decline in the
proportion of operators in the tourist industry
registering below-normal occupancy was partly
reversed.

In the previous survey, export-oriented
manufacturing firms had forecast a slowdown in
the rate of expansion of their sales for the fourth
quarter, though not by the extent that was actually
registered.  Instead of the projected 1.2% rise in
turnover, respondents reported an increase of just
0.2%.  This worse-than-expected performance was
mainly reported by manufacturing firms in the
clothing and footwear, chemicals and the
miscellaneous manufacturing sub-sectors.
Conversely, in line with the official data on
manufacturing discussed in Chapter 3 of this
Review, the survey indicates that the foreign
turnover of the paper and printing and the
machinery and equipment sub-sectors continued
to expand rapidly.  As a result, these
establishments increased their demand for labour
at a faster-than-expected rate, bringing about an
increase in labour costs, which dampened growth
in profitability significantly.  Profit margins were
also affected negatively, especially in the
machinery and equipment sub-sector, by the
continued drop in the average price of sales.
Respondents indicated that they lowered
inventory levels further during the fourth quarter,
instead of increasing them as had been projected
in the preceding survey.

Though the deterioration in activity expected by
operators in the tourism sector materialised, the
drop reported in fourth quarter sales, 1.4%, was
much lower than the 3% contraction that had been
projected in the previous survey.  However, as
they had indicated, the surveyed firms still opted
to decrease their labour complement.
Consequently, profitability declined at a slower-

than-expected rate.  Operators also reported that
for the first time in recent quarters, they had not
lowered their selling prices.

Locally-oriented sectors

The turnover of locally-oriented establishments
improved further during the quarter under review,
with overall sales rising by a reported 1.2%,
instead of the projected 0.3%.  The faster-than-
expected growth in turnover was mainly
registered in manufacturing.  In fact, as can be
seen from Chart 3a, activity levels in this sector
recovered sharply, as the number of firms
reporting below-normal order books dropped
during the quarter, reflecting a rebound in the
turnover of the food and beverages, furniture and
other miscellaneous manufacturing sub-sectors.
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Despite this increase in sales, locally-oriented
manufacturing firms continued to shed labour,
with employment reported to have dropped by
0.5% over the previous quarter, twice the margin
that had been projected by respondents in the
preceding survey.  This continued restructuring,
together with the rebound in sales, had positive
effects on profitability levels, which rose slightly
instead of contracting as had been envisaged.

The turnover of the services sector also grew
more rapidly than expected during the fourth
quarter.  Professional services firms reported a
significant increase in sales, while a slight pick up
was also registered by the finance and insurance
sub-sector.  As a result, the number of services
firms reporting above-normal order books
surpassed that of those operating below capacity,
as can be seen from Chart 3b.  On the other hand,
activity in the distributive trades slowed down,
whereas in the construction sector it dropped
below normal.  In both cases, sales grew only
marginally, contributing towards a decline in
profitability and respondents also indicated that
they shed employees.

Short-term Outlook

Replies to the survey imply that export activity
should recover during the first quarter of 2003,
with overall growth in sales expected to return to
the rates registered in the second and third

quarters of 2002.  Manufacturing firms are, in fact,
projecting a 2.2% increase in their foreign
turnover, with exporters in the food and
beverages and machinery and equipment sub-
sectors, in particular, forecasting a significant rise
in sales.  Respondents from the tourism industry
expect their sales to remain virtually unchanged
during the first quarter of 2003, in contrast with
the drop that was reported during the three
months to December 2002.  Nevertheless, both
export-oriented sectors are envisaging a drop in
their demand for labour.  Profit margins are, in fact,
expected to narrow further during the first quarter
of 2003, especially in the machinery and
equipment sub-sector, as the average price of
sales is projected to decline while labour costs are
set to rise.

Locally-oriented firms expect sales to continue to
grow during the first quarter of 2003, at around the
same rate as in the previous quarter.
Manufacturing establishments, especially those
operating in the food and beverages sub-sector,
expressed a positive short-term outlook, while
financial services firms projected an acceleration in
turnover.  On the other hand, firms in the
wholesale and retail trades and construction
industry are expecting sales to remain virtually
unchanged.  Profitability is also set to decline
across most of the locally-oriented sectors, with
the exception of financial services, on account of
an expected contraction in selling prices,
particularly in the food and beverages and the
chemicals manufacturing sub-sectors.  As a
result, survey participants indicated that they
would continue to reduce their labour complement
during the first quarter of 2003.

Every six months, survey participants are asked to
give an indication of their investment plans and
also to submit their expectations of the likely trend
of inflation and unemployment for the
forthcoming six months.  A majority of
respondents stated that they did not consider the
current period to be appropriate to initiate
developments in their company.  The number of
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(employment-weighted) firms that intend to
increase their investment in machinery and
equipment during the next twelve months also
declined to 33.4% of the sample, down from 43.7%
in the preceding survey.  Respondents indicated

that the main factors limiting investment remained
the relatively low level of capacity utilisation and
uncertainty about future demand. At the same
time, most survey participants expected inflation
and unemployment to increase.
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Box 2: GDP GROWTH IN 2002

The Central Bank’s Annual Report for 2002
included GDP estimates for that year based on
information available until February 2003. In April
2003, however, the National Statistics Office
(NSO) published its own provisional estimates for
2002 and revised data for 2001.  These estimates,
expressed in Lm millions at constant 1995 prices
and in percentage changes over the previous
year, are presented in the Table below.

As can be seen from the Table, the NSO’s
estimate puts real GDP growth in 2002 at 1.0%, in
contrast with the Central Bank’s estimate of 3.1%.
A comparison of the expenditure components of
GDP as estimated by the NSO and the Central
Bank, however, shows that the difference
between the two estimates is mainly attributable
to inventory changes. While both institutions
show negative growth in inventories, the NSO’s
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estimate is substantially higher, at around 4.1% of
the previous year’s GDP, compared with the
Central Bank’s estimate of 2%.  Indeed, if
inventory changes were to be excluded from the
computation of GDP in 2001 and 2002, real GDP
growth in 2002 would stand at 2% according to
the NSO data and at 2.2% according to the Central
Bank’s estimates.

Other differences between the Central Bank’s and
the NSO’s estimates relate to the export and
import components of GDP.  The Bank’s estimates
of real exports and real imports of goods and
services put these around 5.5% higher than the
NSO’s estimates.  This variation is almost entirely
attributable to differences in estimates of the
relevant price deflators, with the NSO putting
import and export price inflation considerably
higher than the Central Bank.  Nevertheless, such
differences had a negligible impact on the GDP
figure, as the two institutions’ estimates of net
exports, expressed as a percentage of the previous
year’s GDP, are broadly similar at around 2.5%.

Meanwhile, the Central Bank’s estimates put
Government consumption 1.3% higher than the
NSO’s figures, but this was mainly because the
Bank’s figures are based on Government finance

data for the first three quarters of the year, while
the NSO’s are updated with developments during
the final quarter.

In sum, it was the inventory changes item that
was the main factor responsible for the significant
difference in the GDP growth figures reported by
the two institutions, which was initially estimated
at 2.5% for the first nine months of 2002. Thus,
according to the official figures, an inventory
rundown equivalent to 3% of GDP in 2001 was
followed by a more marked rundown, equivalent
to 4% of GDP, in 2002.  However, inventory
changes as reported in the National Accounts
statistics are a residual item which also includes
errors and omissions, and which are therefore
difficult to forecast.

The Bank estimates that the actual inventory
component of this residual item roughly amounts
to half of the total figure.  It is interesting to note
that the electronics industry, which accounts for
about half of the turnover of the manufacturing
sector, was responsible for about three quarters of
the decline in inventories in 2001.  In 2002, the
same industry once again reported a reduction in
inventories, but this was less than half as large as
that reported in the previous year.
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4. THE BALANCE OF PAYMENTS
AND THE MALTESE LIRA

In line with the usual seasonal pattern, the current
account of the balance of payments recorded the

largest deficit for the year in the fourth quarter of
2002.  The shortfall was slightly smaller than that
registered in the corresponding period a year
earlier as a narrower merchandise trade gap and a
wider surplus on services offset a larger deficit on
the income account.  Net inflows on the capital

3
���� ����� 3
���� �����

0������
�������
6������ 	)�	



 	)�






'������	����
��
��� "" �:���� ":������� "--�:���� "% �4����

'���������	
� -:�"���� ��������

'����   ��4����  %%�%����  �!� ���� "!��%����

+�
��
�������	
�  %�-���� "��%����

+�
��
���� ����"���� % �:���� ��-�4���� %!�-����

,
�	���
� "��%���� "��:���� " �-���� "%�"����

,
���� ���"����   �!���� - �"���� �-������

=���
���
��
��  4� ����  ��!����  ��-����  ��%����

9	
����?	��@ �-�%���� "��-����

3����	�����	������������� !�:���� !�%���� ��!���� !�6����

9	������	���	
��� :-� ���� 6 �6���� ::�!���� �� �:����

3�

�	���
�	���
��?	��@ ��!����  �%����

0������
���
*��������
�������
6������




�)�=



 ���	





3��������

��	������	
� ������� !�"����

*�	�	
�����

��	������	
� :"�:���� :�� ����

��
�
���	������	��  !:� ���� %"������

�����������)�
��� ��%����  � ����

�����������9	������  !%�6���� %��"����

(�
��������	������	� " "�:���� " �6����

�����������)����� "���:���� "4�"����

�����������8���������� %�!���� ��4����

=���
��	������	� �6!�"���� �%:�"����

�����������)����� "4-�!���� �6�������

�����������8���������� �"-�"���� ":%�:����

�������
6������ 
(��



 ���)





+��������
��
��������

�

-=�(



 )(�%





.��
������
���
��������� )���



 
��-





��(
������	���

"�.&
������
���������	���J�����	���

���������
���

����
��������������

 �.&
����	$�������	����	�����
����
���
����

��6��
)��

�7��2.5,
!5,5.0�$

�

=
�����
�
 !!�  !! 

'��������
�



Central Bank of Malta, Quarterly Review, March 200326

and financial account persisted into the fourth
quarter, although at a slower pace than that
registered in the corresponding quarter of 2001.
As a result, the official reserves rose further, albeit
less rapidly, in the quarter reviewed.

Meanwhile, the Maltese lira lost ground against
the euro and appreciated against most of the other
major currencies as the euro strengthened
considerably on international foreign exchange
markets.

The Current Account

As can be seen from Table 4.1, the current
account deficit narrowed marginally to Lm54.2
million during the December quarter.  This was
roughly on a par with the fourth-quarter deficits
recorded prior to 2000, when the shortfall was
exceptionally high.  The improvement reflected
increased exports and a wider surplus on the

services account, which to some extent were
offset by a widening of the deficit on the income
account.

Merchandise trade1

The merchandise trade gap narrowed again
during  the last quarter of 2002. As can be seen
from Table 4.2, a breakdown of the merchandise
trade account compiled from Customs data show
a year-on-year rise in exports of Lm36.3 million
that outpaced an increase in imports of Lm14.7
million. The trade gap continued to decline in
January 2003.

Both domestic exports and re-exports increased.
Indeed, after having contracted in the first half of
the year, domestic exports expanded in the
second half, growing by 13.8% in the fourth
quarter alone. This expansion was mainly
attributable to higher exports of farmed fish, which
for the first time had a significant impact on

1   The data on merchandise trade analysed in this section differ from those published by the National Statistics Office to
take into account a subsequent upward revision to the figure for food exports.
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Malta’s export performance.  In addition, exports
of machinery and transport equipment, which
include electronic goods, continued growing after
having dropped in the first half of the year,
suggesting that external demand for these goods
was slowly picking up again.  Meanwhile, re-
exports surged by 42.3%, with fuels and
lubricants, as well as machinery and transport
equipment, being the main growth areas.

Imports increased by 4.8% compared with the
corresponding quarter of 2001.  An increase in oil
prices, which pushed up the fuel import bill,
accounted for around half the rise. Furthermore,
imports of consumer goods continued to grow,
rising by 7.5%, with durable goods accounting for
most of the increase.  On the other hand, imports
of industrial supplies remained stable.

Services, income and transfers

The surplus on the services account widened by
Lm7.2 million to Lm35.8 million when compared to
the fourth quarter of 2001.  This was fully
attributable to net travel receipts, which rose by
Lm12.5 million, reversing the downward trend of
the previous four quarters and compensating for
the drop registered during the first three quarters
of the year.  Receipts from incoming tourism
recovered after having fallen sharply during the
final quarter of 2001, rising by Lm7 million to
Lm62.3 million, as the number of tourists picked
up.  At this level, travel receipts had regained the
level recorded in the corresponding quarter of
2000.  Meanwhile, spending by residents
travelling abroad dropped by Lm5.5 million on a
year-to-year basis.

Higher interest payments made by international
banking institutions as well as dividends paid to
the parent company abroad by a manufacturing
firm led to a doubling of the deficit on the income
account to Lm35.6 million.  Furthermore, the
current transfers account registered a deficit of
Lm2.8 million as inward private transfers fell.

The Capital and Financial Account

Net inflows on the capital and financial account
(excluding movements in the official reserves)
were down by Lm3.3 million when compared with
the corresponding quarter of 2001.  The drop was
attributable to net outflows of Lm83.1 million on
the direct investment account as opposed to net
inflows of Lm207.2 million registered during the
fourth quarter of 2001.  This shift reflected higher
repayments of inter-company loans made by
Maltese subsidiaries to their foreign parents in
2002.  Moreover, with dividend payments to non-
resident shareholders increasing, retained profits,
which are recorded as capital inflows in the form
of reinvested earnings, dropped.  In addition, net
inflows on the other investment account
decreased as the monetary sector recorded
slower growth in non-residents’ deposits.  In
contrast, net outflows on the portfolio investment
account decreased by Lm290.8 million as the
monetary sector invested less in debt securities
abroad than it had in 2001.

As a result of these developments, the balance of
payments ended the last quarter of the year with
an overall surplus of Lm17.4 million.  Hence, the
official reserves continued to rise, expanding by
Lm40.9 million, with net errors and omissions
amounting to Lm23.6 million.

The Maltese Lira

Reflecting the euro’s appreciation against the
dollar on the international currency markets, the
Maltese lira gained 4.9% against the US dollar and
lost 1.2% against the euro during the quarter
reviewed. In addition, as can be seen from Chart
4.1, the lira also appreciated against the pound
sterling and the Japanese yen. Indeed, the lira
continued to strengthen against sterling and the
yen and to depreciate against the euro into
March 2003.  In contrast, the lira weakened
slightly against the US dollar.

In terms of quarterly averages, the appreciation of
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the lira against the dollar and the yen over the
corresponding quarter of 2001 amounted to 8.5%
and 7.5%, respectively. Correspondingly, the lira’s
depreciation against the euro was of 2.8%, as
Table 4.3 shows.

Movements in the nominal (NEER) and real
(REER) effective exchange rate indices for the
Maltese lira are illustrated in Chart 4.2.  As the
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Chart shows, on balance the two indices barely
moved over the quarter.  Having risen in October
and November, they fell in December. In the case
of the REER index, this reflected upward price
pressures abroad, which exceeded those
experienced in Malta.  Indeed, this wider price
differential was enough to outweigh the marginal
nominal appreciation of the lira against most major
currencies.
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5. GOVERNMENT FINANCE1

The fiscal deficit for 2002 has been provisionally
estimated at Lm78.5 million, down by Lm6.8
million from the previous year’s level and only
marginally above the original projection. On the
basis of these estimates, the ratio of the deficit to
GDP was expected to fall to 4.6% from 5.2% in
2001. As Chart 5.1 shows, fiscal operations during
the December quarter were anticipated to sustain
the improvement in the Government’s budgetary
position registered in the third quarter.  In fact, the
financial estimates for 2002 imply that the fiscal
balance for the quarter should swing to a surplus
of Lm7.1 million from a deficit of Lm 4.3 million in
the same quarter of the previous year.  As the
Chart also shows, this further improvement in the
fiscal position is expected to result from a sharp
increase in Government revenue which will more
than offset a simultaneous rise in expenditure.

Revenue

Government revenue is expected to reach Lm213.5
million during the quarter, equivalent to about a

third of the year’s total and up by 19.1% when
compared to the same quarter of 2001, with higher
receipts from direct taxation accounting for nearly
three-fifths of the overall increase.   In fact, as
Table 5.1 shows, the yield from income tax is
expected to surge by 29.7% to Lm68.5 million
during the quarter.  Social security contributions
are anticipated to grow at a slower pace, however,
as labour market conditions remained weak.

The yield from indirect taxation is also projected
to record strong gains in the final quarter of 2002,
up by 16.4% and accounting for most of the
remaining increase in revenue.  Higher private
consumption expenditure is expected to translate
into higher receipts from VAT, while income from
licences, taxes and fines, boosted by the
reclassification of the Public Lotto Department’s
profits, is also expected to rise considerably.  In
contrast, the yield from customs and excise duties
is anticipated to be lower than in the
corresponding quarter of 2001, though this in part
reflects a timing difference in duty payments by
Enemalta Corporation.

In spite of the above-mentioned reclassification of
lotto profits, non-tax revenue is still expected to
grow by Lm2.1 million, mainly on account of
higher receipts by way of EU pre-accession funds
and the fees charged on the registration of
previously undeclared assets held abroad under
the Investment Registration Scheme.

Expenditure

Total outlays are projected to rise by Lm22.8
million, or 12.4%, in the final quarter of 2002, such
that the expenditure growth rate for the year as a
whole should rise to 9.6% from the 8.5% rate
registered in the first nine months of the year.
Higher capital spending and the growing cost of
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Source: The Treasury, Central Bank of Malta

1   Final fiscal data for the fourth quarter of 2002 were not yet available as at the cut-off date for this publication.
Consequently, Government revenues and expenditures for the period were derived from the revised estimates for the
whole year, published by the Ministry of Finance in November 2002, by subtracting the actual values relating to the first
nine months of the year from the annual data.   However, information available after the cut-off date indicates that
during 2002 the deficit widened to Lm87.7 million, as revenue did not meet the targets presented in November.
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programmes and initiatives will be mainly
responsible for the overall expenditure increase.

Expenditure on personal emoluments is expected
to remain practically unchanged from the
previous year’s level, as the drop in the number of

Government employees should compensate for
the effect of annual wage increments.  At the same
time, operational and maintenance expenses are
expected to fall by Lm2.4 million, possibly
reflecting timing differences in the purchases of
medical supplies and early settlement of utility
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bills.  In contrast, an increase in spending on
Treasury pensions and the National Programme
for the Adoption of the Acquis (NPAA) should
lead to a Lm5.9 million increase in outlays on
programmes and initiatives.

Contributions to Government entities are
anticipated to drop by Lm3.4 million, as this
expenditure item had risen exceptionally in
December 2001 following the reclassification of a
number of subsidies previously recorded as
capital expenditure or accounted for through the
Treasury Clearance Fund (TCF). Since these
outlays were spread out evenly during 2002,
contributions to entities in the fourth quarter of
the year are expected to be lower than in the same
quarter of 2001, and this in spite of the
incorporation in the Consolidated Fund account

of expenses that in previous years were recorded
in the TCF.

Meanwhile, the increase in Government long-term
indebtedness registered in 2001 will continue to
exert upward pressure on interest payments
during the final quarter of 2002.  On the other
hand, the projected surge in capital expenditure,
which is expected to account for almost the entire
spending increase for the quarter, reflects two
main factors: higher spending on the new hospital
and the above-mentioned reclassification of
subsidies.

Government Debt and Financing Operations

The major financing operations carried out during
the December quarter of 2002 involved an
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increase in the Treasury bill issue and the sale of
20% of Government’s shareholding in Malta
International Airport (MIA).  In addition, as Table
5.2 shows, the Government received some Lm13.3
million from sinking funds of converted loans and
increased its borrowing from foreign sources.
This borrowing from abroad followed an
agreement reached with the Council of Europe
Development Bank on the part-financing of the
new hospital. The Government also drew down
Lm33.7 million in deposits that had been built up
through two stock issues towards the end of
September in order to redeem stocks that matured
in October.2 On the other hand, Lm5.6 million were
put aside in contributions to sinking funds during

2  See December 2002 Quarterly Review, p 35.

the quarter.

The Gross Government debt at the end of
December was up by Lm34.3 million, or 3.3%, from
its level at the end of September.  The
composition of the debt shifted towards debt
instruments with a shorter maturity, with the share
of Treasury bills rising to 20.3% of the total, while
that of Malta Government stocks (MGS) fell to
75.5% from 78% at the end of September.  Credit
institutions held some 70% of the Treasury bills
and nearly half the MGSs outstanding at the end
of December.  On the other hand, households
held more than a third of MGSs in issue at the end
of the year.



Central Bank of Malta, Quarterly Review, March 2003 33

6.  MONETARY AND FINANCIAL
 DEVELOPMENTS

Broad money, which had registered relatively solid
gains in the previous three quarters of the year,
expanded less rapidly during the December
quarter.  The slowdown reflected the continued
weakness in credit growth, combined with a drop
in the net foreign assets of the banking system.
Monetary growth continued to decelerate into
January, despite a recovery in the net foreign
assets of the banking system, as credit growth
remained subdued.

Having last cut rates early in the year, the Central
Bank eased its monetary policy stance further,
reducing official interest rates by a quarter of a
percentage point to 3.75% in December.  Short-
term interest rates declined towards the end of the
quarter, with Treasury bill yields anticipating the
reduction in official rates, whereas retail bank

deposit and lending rates followed official interest
rates down.  In contrast, Government bond yields
fell in October, but otherwise remained steady into
February.  Equity prices registered the first
quarterly increase in over two years.

The Monetary Base

The monetary base, M0, which consists of
currency in issue and banks’ deposits with the
Central Bank, excluding term deposits, expanded
by Lm56.1 million, or 10.1%, during the quarter.
As Table 6.1 shows, most of this reflected an
increase in banks’ deposits with the Central Bank,
which, in turn, was mainly due to a drop in items
in suspense that had risen at the end of the
previous quarter. Currency in issue, the other
component of M0, gained only Lm4.8 million,
compared with Lm6.6 million in the previous
quarter, despite a strong seasonal increase in
December.

A marked increase in the Central Bank’s foreign
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assets, combined with a sizeable contraction in
Government deposits, drove growth in the
monetary base.  These developments offset the
contractionary effects on M0 of an increase in
other liabilities, which originated mainly from a
rise in the Bank’s profits and, to a lesser extent,
from an increase in outstanding term deposits
with the Bank.

Monetary Aggregates

Monetary growth slowed down during the
December quarter, with broad money, M3,
increasing by only 0.8% compared with growth
rates of between 2% and 3.7% in the previous
four quarters, as Table 6.2 shows.  Underlying this
development was weak growth in both narrow
money and quasi-money, with the latter
accounting for most of the slowdown.
Accordingly, the annual growth rate of M3, which
had steadily risen over the previous two years,

dipped to 10.4% at the end of the fourth quarter,
as Chart 6.1 indicates, and edged down further in
January 2003.

Narrow money, M1, which had added Lm25 million
in the previous quarter, rose by just Lm0.2 million
in the quarter under review, as an increase in
demand deposits was offset by a contraction in
currency in circulation.  Both corporate and
personal demand deposits declined, with the latter
possibly reflecting withdrawals to acquire bonds,
following several corporate bond issues during
the quarter.1  Meanwhile, currency in circulation
fell in October and November and, counter to the
usual seasonal pattern, rose only slightly in
December.

After growing by 3.6% in the previous quarter,
quasi-money expanded by just 1%, during the
fourth quarter, mainly as a result of slower growth
in time deposits.  This slowdown may reflect a
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1   Information on the breakdown of deposits by type of owner and maturity relates to deposits with deposit money banks
only.  The analysis excludes the effects arising from the reclassification of Volksbank Malta Ltd as a deposit money
bank and from the merger of HSBC Overseas Bank (Malta) Ltd with its parent.



Central Bank of Malta, Quarterly Review, March 2003 35

shift from deposit holdings into alternative assets,
including corporate bonds and collective
investment schemes. Quasi-money, however,
posted a modest increase in January 2003, with
both savings and time deposits moving higher.

Time deposits, which expanded strongly in the
previous four quarters, driven by growth in
personal balances, advanced by just Lm10.5
million, or 0.6%, in the quarter under review, as
personal time deposits grew less rapidly.
Meanwhile, a drop in foreign currency deposits
partly reversed the previous quarter’s rise and
accounted for a modest decline in corporate time
balances.  On the other hand, public sector
enterprises increased their time deposits
substantially, with most of this rise occurring in
October.

Savings deposits expanded further in the fourth
quarter, although at 1.7% the growth rate was
lower than that registered in the previous quarter,
as Table 6.2 shows.  These deposits benefited
from the addition of annual interest in December,
implying that underlying growth was slower.
Whereas personal savings balances expanded
strongly, the corporate sector increased its
holdings only slightly, and deposits belonging to
public sector enterprises declined.

The weighted average interest rate on Maltese lira
deposits, depicted in Chart 6.2, hardly changed in
the final quarter of 2002.  However, it shed 16
basis points in January 2003, following the cut in
official interest rates.  Thus, at the end of January,
demand deposits offered a rate of 0.93%, while
savings and time deposits offered rates of 1.64%
and 4.35%, respectively.

Counterparts to Monetary Expansion

After contracting slightly in the previous quarter,
domestic credit expanded by Lm20.9 million, or
0.9%, during the quarter under review. Net claims
on Government, which had declined substantially
in the previous quarter, rose moderately, while
claims on the private and parastatal sectors
continued to expand.  The rebound in net claims
on Government helped raise the annual growth
rate of domestic credit to 3.3% but, as Chart 6.3
indicates, the growth rate remained low, reflecting
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a steady deceleration in claims on the private and
parastatal sectors that extended into the
beginning of 2003.

The sluggish growth in domestic credit observed
in recent quarters largely reflected developments
in bank loans and coincided with an acceleration
in corporate bond issues by the private sector.
This suggests that larger corporate borrowers are
increasingly turning to the capital market, rather
than relying exclusively on bank finance.  Bank
lending remained weak despite the gradual
decline in nominal lending rates, shown in Chart

6.2, and the current high levels of liquidity in the
banking system, as banks continued to pursue
stricter lending policies.

Claims on the private and parastatal sectors
added 0.5% during the quarter reviewed as claims
on the private sector picked up.  In turn, loans
and advances, which account for around 95% of
outstanding claims on the private and parastatal
sectors, went up by Lm7.6 million, or 0.4%, as can
be seen in Table 6.4.  Underlying this increase was
a surge in lending to the tourism industry,
combined with further borrowing by the personal
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sector, most of which was related to housing.  On
the other hand, credit to manufacturing declined
significantly, partly reflecting loan repayments by
a company that had issued bonds, while
outstanding loans to the ‘all other’ category fell
by 5.9%, as a public sector institution switched its
borrowing from a local bank to a foreign source.
Furthermore, Table 6.4 shows that lending to
various other categories of borrower remained
weak.

Net claims on Government have tended to be
volatile in recent quarters, as Table 6.3 indicates.
After having contracted sharply during the
previous quarter, they increased by 2.5% during
the quarter reviewed, mainly reflecting a
contraction in Government deposits with the
Central Bank, as maturing bonds were redeemed
in October. This drop countered a reduction in the
Treasury bill portfolio held by the banking
system.

The net foreign assets of the banking system

shed Lm20.8 million, or 1.6%, in the quarter under
review.  This followed over a year and a half of
generally vigorous growth, fuelled by relatively
strong capital flows from abroad.   The drop may
be partly explained by a seasonal deterioration in
the current account balance compared with the
third quarter.   In January 2003, however, the net
foreign assets of the banking system staged a
partial recovery, expanding by Lm14.1 million.

As Table 6.3 shows, the net foreign assets of the
Central Bank added Lm33.3 million, or 4%, during
the quarter reviewed.  Nevertheless, their annual
growth rate dropped to 14.9% in December, as
Chart 6.4 indicates, on account of stronger
growth in the same quarter of 2001.  During the
quarter under review the Bank’s foreign reserves
were boosted mainly by net purchases of foreign
currency from the rest of the banking system, and,
to a lesser extent, by the proceeds of an official
loan from abroad.

In contrast, the net foreign assets of the rest of
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the banking system contracted by Lm54 million,
or over 11%, after having risen sharply during the
previous quarter.  The holdings of the deposit
money banks dropped by Lm68.4 million,
reflecting institutional changes and the net sales
of foreign currency to the Central Bank mentioned
earlier.2  After taking institutional changes into
account, the international banks’ net foreign
assets also decreased, largely because one
institution reported a sharp drop in current profits.

Other items (net) contracted by Lm22.6 million, or
3.3%, during the December quarter.3  Part of this
decline is explained by an increase in the deposit
money banks’ interest due and unreceived, and,
to a lesser extent, by a fall in interest accrued and
unpaid.  Meanwhile, the fall in the international
banks’ profits also contributed to the contraction
in other items (net).

The Money Market

The Central Bank eased its monetary policy
stance further in December, reducing the central
intervention rate by 25 basis points to 3.75%.
Yields on domestic money market instruments

dropped during the quarter reviewed, as Chart 6.5
shows, possibly in anticipation of the reduction in
the central intervention rate.

The banking system continued to be
characterised by excess short-term liquidity,
which was absorbed by the Central Bank through
weekly auctions of 14-day term deposits, thus
ensuring that money market interest rates were
kept in line with the monetary policy stance.  On
aggregate, the Bank absorbed Lm902.5 million in
this way, compared with Lm536.3 million in the
previous quarter, with the interest rate paid on
these deposits falling to 3.7% following the cut in
official rates. For the fourth consecutive quarter,
the Bank did not inject any funds through
reverse repos.

Given the ample amount of funds at hand, banks
hardly participated in the interbank market, with
turnover dropping to Lm22.8 million from Lm26
million in the previous quarter, as only five deals
were struck.  Interbank loans with a fourteen-day
tenor accounted for just under than two-thirds of
turnover, with loans maturing within a week
making up the rest.  The interest rate on one-week
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2   The merger of HSBC Overseas Bank (Malta) Ltd with its parent led to a drop in the net foreign assets of the deposit
money banks and a concurrent rise in those of the international banks.  The inclusion of Volksbank Malta Ltd with the
deposit money banks had an opposite, smaller effect.  These institutional changes had no impact on the net foreign
assets of the banking system overall.

3   Other items (net) consist of the non-monetary liabilities of the banking system, such as debt securities issued and accrued
interest payable, together with capital and reserves, less the banking system’s other assets, including fixed assets and
accrued interest receivable.
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loans ended the quarter 25 basis points below
their end-September level at 3.76%.

The Treasury made more extensive use of short-
term debt to finance its operations, issuing
Lm205.7 million worth of bills, compared with
Lm165.9 million in the previous quarter.4  Banks
purchased about 70% of these issues, while other
investors, most notably Malta Government
Sinking Funds, took up the remainder.  Over four-
fifths of the total issued consisted of bills with a
three-month term to maturity, with six-month bills
accounting for the rest.  As illustrated in Chart 6.5,
strong demand drove the yield on three-month
Treasury bills down in November and December,
possibly in anticipation of the cut in official
interest rates.  The three-month Treasury bill yield
remained stable thereafter, ending February at
3.65%, below the central intervention rate.

Turnover in the secondary Treasury bill market
increased by almost a third compared with the
previous quarter, reaching Lm20.4 million.  Trading
involving the Central Bank in its role as market
maker more than doubled to Lm6.5 million, with
the Bank being a heavy buyer of bills.  Activity
outside the Bank remained broadly unchanged, at
Lm13.9 million, reflecting a general reluctance to
sell bills, given the prevalent levels of liquidity in
the banking system.  As in the primary market,
secondary market rates moved lower towards the
end of the quarter as official rates were cut.

Chart 6.5 also shows the synthetic three-month
yield, which is a weighted average of money
market yields on the three currencies that make up
the Maltese lira basket.  The synthetic rate
extended its downward trend beyond the quarter,
following a further easing of the monetary policy
stance in major industrial countries, dropping to
2.54% by the end of February.  Since the yield on
domestic three-month Treasury bills declined by a
smaller amount, the differential between the two
widened to 111 basis points.

The Capital Market

Debt securities issuance during the December
quarter was limited to the private sector.
Whereas one private firm had raised Lm7 million in
the previous quarter, three firms issued a total of
Lm12.8 million worth of bonds during the quarter
under review, while Lm3 million worth of
preference shares were redeemed.  Bonds were
issued with terms to maturity of between 4 and 10
years, offering coupon rates ranging from 6.25%
on the 4-year bonds to 7% on the 10-year
instruments.

The increasing supply of corporate bonds on the
primary market in recent quarters supports the
view that firms are slowly shifting their source of
funding away from the banking system.  Since
January 2001, the number of corporate bonds
listed on the Malta Stock Exchange almost
doubled to 23.5  Meanwhile, investor demand for
corporate bond issues has remained robust, as
interest rates on bank deposits have fallen and
other alternative assets, such as equities, have
performed poorly.

Turnover in the secondary market for Government
bonds declined to Lm5.2 million in the three
months to December, from Lm23 million in the
previous quarter.  This was possible due to a
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4   The Treasury also bought back Lm5.9 million of the total amount issued during the quarter.
5   Includes bonds listed on the main exchange and on the alternative market as at December 30, 2002.
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limited supply. Trading was spread rather evenly
amongst securities of different maturities.
Government bond yields, which had been in
steady decline throughout 2002, eased further
during the quarter under review, as Chart 6.6
illustrates.  In particular, yields dropped following
the listing of newly issued Government stock in
October, which had been auctioned at a rate
below that available on the secondary market.  By
contrast, the cut in official rates in December did
not affect yields, probably reflecting a lack of
market liquidity.

Trading in the secondary market for corporate
bonds rose only marginally to Lm2.4 million,
despite an increase in the number of listed
securities following the bond issues mentioned
earlier. During the quarter, prices across a broad
range of corporate bonds moved higher, resulting
in a decline in yields. Over the past two years,
however, secondary market turnover in corporate
bonds had been picking up as the number of
listed securities increased.

During the quarter reviewed, the first company in

Chart 6.7  
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over a year was admitted to the Exchange after
having been partly privatised.  Dealing in the
equity market rose by Lm1.5 million to Lm3.8
million, as activity in most of the listed securities
picked up. Following a dip in October, share prices
recovered in the rest of the quarter, with the Malta
Stock Exchange Share Index, illustrated in Chart
6.7, posting a quarterly gain of 2.6%.  Share prices
continued to rise into the first two months of
2003.
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NEWS NOTES

Appointment of Central Bank Directors

On January 8 the Prime Minister appointed Mr
Joseph V. Gatt, ACIB, BA(Hons)  Econ to serve as
director of the Central Bank of Malta in lieu of Prof
Edward Scicluna, PhD, MA, BA(Hons)Econ
DSS(Oxon) for a period of five years with effect
from January 1, 2003.

On March 5 the Prime Minister appointed Mrs
Philomena Meli, BA (Hons) Econ to serve as
director of the Central Bank of Malta in lieu of Mr
Alfred Lupi, FCCA, MIA, CPAA, BSc (Econ) for a
period of five years with effect from January 21,
2003.

Issue of Commemorative Coin

On February 13 the Central Bank of Malta issued
the second commemorative coin in the
Distinguished Maltese Personalities Series. The
silver proof coin is legal tender in Malta for the
value of Lm5.  The coin has a finesse of 0.925,
weighs 28.28gms and has a diameter of 38.61mm.
The coat of arms of Malta and the year of issue
are shown on the obverse side of the coin.  The
reverse side shows a portrait of Nicolo‘ Isouard,
the dates of his birth and death (1775 – 1818) and
the words “Nicolo‘ Isouard – Kompozitur”
(Nicolo‘ Isouard – Composer).

Set-off and Netting on Insolvency Act, 2003

On March 5 Parliament enacted Act IV of 2003,
which provides for the enforceability of set-off
and netting on bankruptcy and insolvency and
amends various other commercial and financial
laws.

Minister of Finance issues Central Bank of
Malta (Penalties for Offences and
Infringements) Regulations

On February 28, through Legal Notice No. 75, the
Minister of Finance issued the Central Bank of

Malta (Penalties for Offences and Infringements)
Regulations, 2003. Through these regulations,
penalties may be imposed upon reporting agents,
payment system participants and credit or
financial institutions, and upon any body
corporate that contravenes or fails to comply with
specific duties laid down in the Central Bank of
Malta Act.

Appointment of Competent Authority

On January 3, through Legal Notices Nos. 1 and 2
of 2003, the Minister of Finance appointed the
Malta Financial Services Authority as the Listing
and Competent Authority for the purposes of the
Financial Markets Act.

Investor Compensation and Deposit Guarantee
Schemes Regulations

On January 3, through Legal Notices No. 6 and
7 of 2003, the Minister of Finance made
regulations to further strengthen consumer
protection in the field of financial services.  The
Investor Compensation Scheme Regulations
provide protection in cases related to licensed
investment services providers that go out of
business and cannot return money invested by
them on behalf of their clients. On the other
hand, the Deposit Guarantee Scheme
Regulations establish a framework whereby
depositors may be entitled to compensation in
the event of a bank failure. Legal Notices No. 5
and 8 of 2003, also dated 3 January 2003,
brought the regulations into force.

Rating Agencies Affirm Ratings

On March 4 Moody’s Investors Service reaffirmed
Malta’s A3/Prime-2 foreign currency and domestic
currency ratings. Moody’s retained a negative
outlook on Malta’s A3 ratings; however, it said
that Malta’s status as a front-runner to join the
European Union at the next enlargement was an
important rating factor.
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On March 10 Standard & Poor’s affirmed Malta’s
foreign currency rating at A/A1.  It also
maintained its stable ratings outlook on Malta.
Standard & Poor’s said the affirmation came as the
positive referendum result in favour of joining the
European Union lent additional political weight to
the Government’s pro-European Union stance.

Government Stock Issue

On February 7 the Government announced the
issue of an amount not exceeding Lm35 million
worth of 5.4% MGS 2010 (Fourth Issue) and an
amount not exceeding Lm20 million worth of 5.9%
MGS 2015 (Second Issue) Fungibility Issue. The
5.4% stock was issued at par whilst the 5.9% stock
was issued at a premium of 2% for amounts not
exceeding Lm50,000.  Applications that exceeded
Lm50,000 were to be made in the form of bids for a
minimum and multiples of Lm250,000.  The stocks,
which were issued on February 21, were heavily
oversubscribed, with some three-quarter of the
total being taken up by non-bank financial
institutions and households.

Issue of Bonds by International Hotels
Investments p.l.c.

On February 3 International Hotels Investments
p.l.c. offered for sale to the public an aggregate of
Lm5.2 million in bonds due in 2013 in any one or a
combination of the following issues: Lm5.2 million
6.3% bonds 2013 or EUR12.5 million  6.2% - 6.8%
bonds 2013. The bonds, which were issued at par,
were underwritten by Bank of Valletta p.l.c and
HSBC Bank Malta p.l.c. As the issue was
oversubscribed, the company exercised its over-
allotment policy and retained Lm6 million out of
the Maltese liri bond and EUR8.1 million out of
the euro bond, for a total value equivalent to
Lm9.4 million.

Financial Services Firms Merge

On January 16 Global Financial Services Group
p.l.c. announced that it had merged its operations
with the local operations of British American
Insurance Co. (Mtius.) Ltd under Globe Holding
Limited.
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2000

March 10 : Malta Stock Exchange Bye-Laws Amended

The Council of the Malta Stock Exchange amends its bye-laws with regard to dealings made by directors
and employees in possession of price sensitive information in the listed securities of their companies. The
changes are made within the context of the review, undertaken by the Malta Stock Exchange, of market
practices and compliance with internationally accepted regulatory standards.

March 29 : Italian Financial Aid to Malta

Italy and Malta sign an agreement providing for the granting of over Lm5 million in Italian financial aid to
Malta. This is to be made available under the Fourth Italo-Maltese Protocol on Financial, Economic and
Technical Assistance, which covers the years 1996 - 2000.

April 12 : Central Bank Abolishes Last Remaining Control on Interest Rates

The Central Bank of Malta amends Notice No 1 on Interest Rates to remove the provision relating to the
maximum rate of interest that banks could charge on loans and advances for the purchase of one residential
unit for the occupier’s own use.  With this amendment, the last remaining control on interest rates is
abolished, so that rates will now be determined solely by market conditions.

April 28 : Bearer Accounts Phased Out

Following instructions by the Central Bank of Malta to the local banks, the Malta Commercial Banks’
Association announces that all bearer accounts are to be closed by June 30.  This measure brings local
banking practices in line with international practices and is intended to combat money laundering.

June 15 : Malta Withdraws from Offshore Group of Banking Supervisors

Malta announces its withdrawal from the Offshore Group of Banking Supervisors (OGBS). Membership of
the OGBS was deemed to be no longer appropriate for Malta in view of the decision, taken in 1996, to
register no new offshore activities on the island and to phase out the existing ones.

July 14 : Malta Stock Exchange Regulations Amended

The Minister of Finance, through Legal Notice No 124, amends the first schedule of the Malta Stock
Exchange Regulations, 2000 allowing a “person” rather than an “individual” to obtain a stockbroking
licence. The Legal Notice also replaces the existing Stock Exchange Committee with a College of
Stockbroking Firms.

August 25 : Prevention of Money Laundering Regulations Amended

The Minister of Finance, through Legal Notice 156, issues the Prevention of Money Laundering
(Amendment) Regulations, 2000. These regulations amend the Prevention of Money Laundering
Regulations, 1994. Amongst other things, the amended regulations introduce the concept of “reputable

FINANCIAL POLICY CALENDAR
This calendar lists policy measures in the monetary, fiscal and exchange rate fields.
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jurisdiction”. This allows for the recognition of other jurisdictions which adhere to international standards
in combating money laundering.

November 21: Measures Introduced in the Budget for 2001

The Minister of Finance, in presenting the Budget Estimates for the year 2001 to Parliament, announces a
number of policy measures. These include:

1)  Cost of Living Increase: A weekly increase in wages of Lm1.50 to compensate for the rise in the cost of
living during the year to September 2000.

2)  Direct Taxation: The Income Tax Act, 1948 is to be enforced with regard to certain fringe benefits
attached to employment. The benefits to be taxed are listed in a separate document presented with the
Budget.

3)  Indirect Taxation: Value Added Tax on health and education are reclassified as exempt without credit
while profits made by travel agents on tickets for travel abroad are to become taxable at the full rate.
Catering establishments in factories, schools and industrial zones are to start charging Value Added
Tax. Excise duty on cigarettes is increased while the duty on alcoholic beverages is henceforth to be
calculated on the basis of the alcohol content of the beverage concerned. Levies on a number of
imported industrial products are to be scaled down further, while income from collective investment
schemes is to be subject to tax.

4) Liberalisation of Exchange Controls: Exchange controls are further liberalised and the relative
administrative procedures are to be speeded up. The measures include:

· An increase in the allowance for travel purposes from Lm5,000 to Lm10,000 per trip.

· An increase in the limit for cash gifts from Lm5,000 to Lm10,000 per year.

· An increase in the amount of foreign currency which can be exported to effect merchandise payments
overseas.

· An increase in the limits on imports and exports of local currency from Lm25 to Lm1,000.

· The amount that residents are permitted to invest in real estate overseas is raised from Lm50,000 per
year to Lm150,000.

· The allowance for foreign portfolio investment by residents is raised from Lm15,000 per year to
Lm30,000.

· Fund investment schemes (SICAVs) which collect funds in Maltese liri from residents are permitted to
invest in foreign assets up to a maximum of five per cent of the funds invested in a scheme.

· The amount of foreign currency which a resident may retain in the form of cash or in a foreign currency
(demand) account with local credit institutions is raised to Lm10,000 from Lm2,500.

· The period during which export-oriented local companies are permitted to maintain export proceeds
with local banks in foreign currency is extended to one year while other bodies corporate and local
retail outlets are henceforth permitted to maintain demand, savings and time deposits in foreign
currency accounts provided such deposits originate from business activities and the balance does not
exceed Lm10,000.
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· Lending and borrowing activities are liberalised completely, subject to the condition that such lending
or borrowing is for maturity periods of over one year.

· The granting of guarantees by residents and vice versa is liberalised completely.

· All restrictions with regard to the amount of assets that emigrants may transfer abroad are removed.

· All restrictions on payments by residents in respect of endowments to bona fide foreign institutions,
dowry payments and payments in connection with the settlement of debts by immigrants in their
previous country of residence are removed.

The Minister also announces that, as from January 1, 2002, the prices of oil products in Malta are to be
linked to price movements in international markets.

December 5: Malta Stock Exchange Council Reviews Notice

The Council of the Malta Stock Exchange revises Council Notice No 1, which deals with fees and other
charges. One major change involves the brokerage fees/commissions charged by stockbrokers. These will
no longer be fixed by the Exchange but will become subject to negotiation between investors and
stockbrokers. The revised notice becomes effective as from January 1, 2001.

2001

January 10: Malta Appointed to OECD Task Force on Harmful Tax Practices

Malta, through its Minister of Finance,  is appointed a member of a task force set up by the Organisation
for Economic Co-operation and Development (OECD) to curb harmful tax practices in certain offshore
financial centres. The task force, made up of 13 countries, was set up during an OECD meeting held in
Barbados.  Malta will also be representing Commonwealth countries on this task force.

February 14: Malta Stock Exchange Introduces a Trade-Weighted Average Moving Price (TWAMP)

The Malta Stock Exchange announces that, as from the trading session of February 19, it would
commence the phasing in of a trade-weighted average moving price (TWAMP) based on the aggregate
volume/value of the five trading sessions in which each security was last traded.  As a result, the TWAMP
would be based on at least five transactions.  The Exchange’s trade ranges, share index and market
capitalisation statistics would also be established in relation to the TWAMP.

July 5: Malta Stock Exchange Issues Draft Corporate Governance Code

The Malta Stock Exchange publishes a draft code of principles for good corporate governance which, it is
recommended, should be observed on a voluntary basis by both listed and public companies. The code
and recommendations were drafted by a working group set up by the Malta Stock Exchange towards the
end of last year.

August 31: Central Bank Lowers Official Interest Rates

The Monetary Policy Council of the Central Bank of Malta lowers the Bank’s central intervention rate and
the discount rate by 25 basis points to 4.5%.  All other official interest rates quoted by the Central Bank
are similarly lowered by 25 basis points.
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September 27: Central Bank Lowers Reserve Requirement Ratio

The Monetary Policy Council of the Central Bank of Malta lowers the reserve requirement ratio imposed
on banks by one percentage point to 4% of their deposit liabilities.  The measure, which increases the
banks’ liquidity and thus enables them to extend more credit, is to take effect from October 15.

October 31: Malta Stock Exchange Issues Corporate Governance Code

The Malta Stock Exchange publishes new bye-laws which include the code of principles of good corporate
governance which the Exchange had issued on July 5 in draft form.  Companies listed on the official list of
the Exchange, as well as those on  the alternative companies list, are encouraged to adopt the code.  Listed
companies are henceforth required to include a “Statement of Compliance” in their annual reports
explaining to what extent they are complying with these principles and the measures they have taken to
ensure compliance.   Auditors are also required to report on these statements.

November 21: Measures Introduced in the Budget for  2002

The Minister of Finance, in presenting the Budget Estimates for the year 2002 to Parliament, announces a
number of policy measures.  These include:

· Cost of Living Increase: A weekly increase of Lm1.50 in wages and salaries as from January 1, 2002 to
compensate for the rise in the cost of living during the year to September 2001.

· Direct Taxation: A revision of the tax bands for married couples who file a joint declaration of their
income, resulting in savings of up to Lm145 per annum in income tax. The fringe benefit value of
commercial vans and vehicles used by salesmen are no longer to be subject to tax.

· Indirect Taxation: Excise duties on cigarettes increased. Levies on a number of imported industrial
products to be scaled down further.

· Linkage of the Price of Oil to Price Movements in International Markets: As announced in last
year’s budget, the prices of oil products are to be linked to prices on international markets. Reflecting
current prices, the price of leaded petrol and diesel is raised with immediate effect, while that of
unleaded petrol and kerosene is lowered.  As from April, these prices are to be reviewed every three
months to reflect average prices on international markets in the previous three months.

· Support Scheme for the Agriculture Sector: A support scheme for the agricultural sector is to be
introduced as levies on agricultural imports are lifted.
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· Social Security System Reform: Social security contributions are to be applied only to healthcare and
pensions.  Contributions earmarked for healthcare are to be used exclusively to finance the cost of
healthcare and care of the elderly, while those earmarked for pensions are to be used to finance
contributory pensions and related benefits only. All other benefits are to be provided for directly from
the Consolidated Fund.

· Liberalisation of Exchange Controls: Exchange controls are further liberalised and the relative
procedures are to be speeded up. The measures include:

- An increase in the allowance for travel purposes from Lm10,000 per person per trip to Lm15,000.

- An increase in the amount of foreign currency that can be exported by residents travelling overseas to
effect payment for merchandise.

- Quantitative restrictions on the amount that residents are permitted to invest in real estate overseas
abolished.

- The allowance for foreign portfolio investment by residents raised from Lm30,000 per year to Lm50,000.

- Fund investment schemes (SICAVs) which collect funds in Maltese liri from residents are to be
permitted to invest up to 10 per cent of such funds in foreign assets.

- The amount of foreign currency which a resident may retain in the form of cash or in a demand deposit
account denominated in foreign currency with local credit institutions is raised from Lm10,000 to
Lm15,000.

- The amount of foreign currency that may be placed with local credit institutions by corporate entities
and retailers is raised from Lm10,000 to Lm15,000.

- Locally registered fund management companies are to be permitted to seek a listing for their collective
investment schemes on recognised international capital markets.

- Locally registered financial and non-financial companies are to be permitted to seek a listing for their
bonds and related securities on recognised international money/capital markets as long as the
securities have a maturity period of at least one year.
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- The granting of guarantees by residents in favour of non-residents is  completely liberalised.

- All restrictions on the physical transfer overseas of certificates and other instruments denoting title to
shares or securities are removed.

· Investment Registration Scheme: Maltese residents having undeclared investments abroad as at
September 1, 2001 are to be given the opportunity to regularise their position until December 31, 2002.
Holders of such investments who register them within this period are required to pay a one-time
registration fee calculated as a percentage of the current market value of the registered investment.

November 26 : Central Bank Lowers Official Interest Rates

The Monetary Policy Council of the Central Bank of Malta lowers the Bank’s central intervention rate and
the discount rate by 25 basis points to 4.25%.  All other official interest rates quoted by the Central Bank
are similarly reduced by 25 basis points.

December 14: European Investment Bank – Malta Sign Framework Agreement

The European Investment Bank (EIB) and Malta sign a framework agreement in view of Malta’s
prospective membership of the EU. The agreement, which is similar to bilateral agreements between
sovereign states, is intended to broaden the scope of loans into social areas such as education and health.
It is also aimed at increasing co-operation between Malta and the EIB with a view to promoting investment
in Malta.

December 27: Prevention of Money Laundering Act, 1994 Amended

Parliament enacts the Prevention of Money Laundering (Amendment) Act 2001. The Act provides for the
setting up of a Financial Intelligence Analysis Unit to receive and analyse reports of transactions
suspected to involve money laundering.

December 27: Appointment of Competent Authority

The Minister of Finance, through Legal Notices Nos 324 and 325, appoints the Malta Financial Service
Centre (MFSC) as the Competent Authority for the purposes of the Financial Institutions Act, 1994 and the
Banking Act, 1994, with effect from January 1, 2002.
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2002

January 31 : Central Bank Lowers Official Interest Rates

The Monetary Policy Council of the Central Bank of Malta lowers the Bank’s central intervention rate and
the discount rate by 25 basis points to 4.00%. All other official interest rates quoted by the Central Bank
are similarly reduced by 25 basis points.

March 1 : Establishment of Financial Intelligence Analysis Unit

As a follow-up to the amendments to the Prevention of Money Laundering Act, 1994 enacted in December
2001, a Financial Intelligence Analysis Unit is established.  The Unit is to assist the Government in
furthering its commitment to enhance Malta’s reputation as a financial services centre by fighting criminal
abuse of Malta’s financial services.

August 23: Currency Weights of Maltese Lira Basket Updated

The Monetary Authorities decide to revise the weights of the component currencies of the Maltese lira
basket so that these should reflect current trends and likely future developments in Malta’s external trade
more closely.   The revision leads to a larger weight being allocated to the euro and a smaller weight to the
US dollar and sterling.

As a result of the review, the new weights are as follows:

Euro – 70%
Pound Sterling – 20%
US Dollar – 10%

The new fixed currency portions that serve as the basis for deriving the daily exchange rate of the Maltese
lira are as follows:

Euro – 1.6937
Pound Sterling – 0.3084
US Dollar – 0.2341

September 10: Parliament Approves Amendments to Central Bank of Malta Act

Parliament approves Act XVII of 2002, which provides for the regulation of certain funds and amends
various financial laws and laws regulating financial institutions. Part IV of the Act provides for
amendments to the Central Bank of Malta Act. The amended Act makes price stability the primary objective
of the Central Bank and establishes at law the Bank’s independence, giving it greater operational flexibility.
At the same time, in view of the Bank’s total autonomy in the formulation and implementation of monetary
policy, the amended Act makes the Bank more publicly accountable.  It also brings into force the complete
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liberalisation of interest rates and clearly defines the Bank’s monetary policy function through the
introduction of procedures for decision-making. It also confers on the Central Bank certain powers that
were previously vested in the Minister of Finance, such as those relating to borrowing, lending and
investment transactions.

The part of the Act relating to the Central Bank of Malta had to come into force on October 1, 2002
following the issue of Legal Notice 277 on September 24, 2002.

September 18: Official Fixing of Interbank Rates Launched

The Central Bank of Malta launches the official fixing of interbank rates for the Maltese Lira. These rates
- referred to as MIBOR (Malta Interbank Offered Rate) and MIBID (Malta Interbank Bid Rate) - provide an
interest rate benchmark for both liquidity offered and bid for by credit institutions in the Maltese lira
money market on an unsecured basis. They also provide reference for the pricing of money market and
foreign exchange products. The interbank fixing is to be conducted in the overnight, one week, one month,
two month, three month, six month, nine month and twelve month tenors. MIBOR and MIBID are to be
fixed by the Central Bank every Wednesday and on the day following a change in the Central Bank’s
Central Intervention Rate and computed by the Bank on the basis of a simple average of all the interest
rates communicated to it during the fixing session.

November 25: Measures Introduced in the Budget for 2003

The Minister of Finance, in presenting the Budget Estimates for the year 2003 to Parliament, announces a
number of policy measures.  These include:

· Cost of living increase: A weekly increase in wages of Lm1.75 to compensate for the rise in the cost of
living during the year to September 2002.

· Cost of living index for pensioners: A cost of living index for pensioners is introduced. On the basis
of this index, a weekly increase of Lm1.27 is awarded to compensate for the rise in pensioners’ cost of
living during the year to September 2002.

· Direct taxation: Income tax bands are opened up from three to five, resulting in reduced income tax for
both single taxpayers and married couples. Farmers are to benefit from an improved tax system.

· Indirect taxation: Excise duties on cigarettes to be increased. Electricity consumption and cylinder gas
are to be subject to value added tax (VAT) at 5% and 15% respectively, though Enemalta Corporation
is to absorb the cost. Stamp duty on immovable property intended to be used as the purchaser’s sole
ordinary residence is to be reduced from 5% to 3% while stamp duty on immovable property
transferred between members of the same family is to be calculated on the basis of the cost of the
property.   Taxation on racing cars and vintage cars is reduced, and vehicles that run solely on
electrically driven systems and battery operated mopeds are to be exempt from registration tax.

· Liberalisation of exchange controls: Exchange controls are to be further liberalised.  Forthcoming
measures are to be introduced in three phases: the first with effect from January 2003, the second from
June 2003 and the third on EU accession. The measures to be adopted as from January 1, 2003 include:
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- Full liberalisation of purchase of foreign currency for travel purposes.

- Full liberalisation of imports/exports of cash being legal tender in Malta.

- Full liberalisation of purchase of foreign currency for export by residents travelling to make payments
for merchandise imports.

- Increase in the amount of foreign currency that can be exported as cash gifts or for family subsistence
purposes from Lm10,000 to Lm20,000.

- Increase in the amount of the annual exemption relative to the surrender of foreign currency to
authorised dealers from Lm15,000 to Lm20,000.

- The allowance for foreign portfolio investment by residents is raised from Lm50,000 per annum to
Lm100,000.

- Bodies corporate and local retail outlets receiving foreign currency in cash from business activities
may retain up to Lm20,000 for use in such activities.

- Bodies corporate acting as commission agents for foreign companies may receive foreign currency
payments from local customers as long as they remit them within one month of receipt.

- Local credit institutions allowed to grant credit facilities in Maltese lira for a period of six months to
non-residents carrying on business in Malta.

- Residents allowed to give credit to non-residents for a minimum period of six months.

- Residents allowed to borrow in foreign currency for a minimum period of six months.

- Investment funds for residents denominated in Maltese lira allowed to invest up to 15 per cent of their
shareholders’ funds in foreign assets.

- Companies offering financial services to local clients allowed to maintain clients’ accounts with foreign
banks overseas.

- Reporting obligation for travellers carrying cash exceeding Lm5,000 to be enforced.

· Replacement of the Exchange Control Act: The Exchange Control Act is to be replaced by an External
Transactions Act. This would provide the infrastructure for the total liberalisation of capital controls
and for measures to deal with balance of payments crises.

November 27: Limit on Treasury Bill Issue Raised

The House of Representatives approves a Resolution raising the ceiling on the amount of the Treasury bill
issue from Lm200 million to Lm300 million.

December 20:  Central Bank Lowers Official Interest Rates

The Central Bank of Malta cuts the central intervention rate and the discount rate by 25 basis points to
3.75%. The decision is taken by the Governor, Mr Michael C Bonello, in terms of the Central Bank of Malta
Act, at the end of the Monetary Policy Advisory Council meeting held that morning.
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January 3: Appointment of Competent Authority

The Minister of Finance, through Legal Notices Nos. 1 and 2, appoints the Malta Financial Services
Authority as the Listing and Competent Authority for the purposes of the Financial Markets Act.

January 3: Minister of Finance Issues Investor Compensation and Deposit Guarantee Schemes
Regulations

The Minister of Finance, through Legal Notices Nos. 6 and 7 of 2003, makes regulations to further
strengthen consumer protection in the field of financial services.  The Investor Compensation Scheme
Regulations provide protection in cases related to licensed investment services providers that go out of
business and cannot return money invested by them on behalf of their clients. On the other hand, the
Deposit Guarantee Scheme Regulations establish a framework whereby depositors may be entitled to
compensation in the event of a bank failure.  Legal Notices Nos. 5 and 8 of 2003, also dated 3 January 2003,
bring these regulations into force.

February 28: Minister of Finance Issues Central Bank of Malta (Penalties for Offences and
Infringements) Regulations

The Minister of Finance, through Legal Notice No. 75, issues the Central Bank of Malta (Penalties for
Offences and Infringements) Regulations, 2003. Through these regulations, penalties may be imposed
upon reporting agents, payment system participants and credit or financial institutions, and upon any body
corporate that contravenes or fails to comply with specific duties laid down in the Central Bank of Malta
Act.

March 5: Parliament Enacts Set-off and Netting on Insolvency Act, 2003

Parliament enacts Act IV of 2003, which provides for the enforceability of set-off and netting on
bankruptcy and insolvency and amends various other commercial and financial laws.
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GENERAL METHODOLOGICAL NOTES

General Standards

The methodology underlying the compilation of monetary and banking statistics is generally consistent
with internationally agreed statistical concepts, definitions, and classifications as published in the
International Monetary Fund’s (IMF) “Monetary and Financial Statistics Manual 2000”.

Release of Monetary and Banking Statistics

Monthly monetary and banking statistics are posted on the Central Bank’s website by the end of the
month following the reference month.  Subsequently, detailed monetary data, together with related
analytical information, are released in the  press through the Statistical Release on Monetary Aggregates
and their Counterparts and in the Central Bank’s Quarterly Review and Annual Report.

Determination of ‘Residence’

Monetary data are based on the classification of transactions by the residence of the transactors.  The
transactors in the institutional sectors may either be residents or non-residents of Malta, a transactor
being that economic entity that is capable in its own right of owning assets, incurring liabilities and
engaging in economic activities with other entities.  The internationally agreed residence criterion for the
purposes of statistical compilation is based on the transactor’s ‘centre of economic interest’.  Thus, a
transactor is considered to be a resident of Malta when it is engaged in a significant amount of production
of goods and/or services in Malta or when it owns or rents land or buildings located in the country.  The
enterprise must maintain at least one production establishment over a period of at least one year (in
economic activities and transactions on a significant scale). The economic territory includes free
enterprise zones and bonded warehouses or factories operated by offshore enterprises under customs
control.  Transactors not meeting the above-mentioned criteria are considered to be non-resident units, ie.
units that have their ‘centre of economic interest’ in other countries.  Most offshore companies  which are
registered in Malta are treated as non-resident units since they do not have a centre of economic interest
in Malta.  Furthermore, diplomatic bodies, embassies, consulates and other entities of a foreign
government located in Malta are considered as residents of the country they are representing and not of
Malta.

Sector Classification of the Maltese Economy

The sectors of the Maltese economy, for statistical reporting purposes, are currently broken down by their
primary activity into:

(a) Banking Institutions
(b) General/Central Government
(c) Private Corporate/Business (non-bank) enterprises
(d) Public Corporations and Authorities
(e) Personal (or Households)

In addition to the above, there are those transactors that are considered to be non-residents (also referred
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to as the ‘external sector’ or the ‘rest of the world’).

(a) As from January 2001, the Banking Institutions are divided into three  subsectors :
(i) Central Bank of Malta
(ii) Deposit Money Banks (DMB)
(iii) International Banking Institutions (IBI)

The Central Bank of Malta is a distinct corporate body having specialised functions.  It is assigned
the responsibilities normally assigned to the monetary authority of a country, which include the
issuing of notes and coin, holding the external reserves of the country, ensuring monetary stability,
and the safeguarding of a sound financial system. Deposit Money Banks (DMB) are those banking
institutions that offer deposits payable on demand, transferable by cheque, or otherwise usable for
making payments to non-bank enterprises and households.  International Banking Institutions (IBI)
are those banks that offer international banking facilities mainly to non-residents and accept deposits
primarily from non-residents. Since international banking institutions are permitted to offer demand
deposits to their customers, their assets and liabilities are consolidated with those of the deposit money
banks in order to derive the statistical data for the  Banking Survey (shown in the Quarterly Review’s
Statistical Tables annex). The consolidated data of the IBI sector do not distinguish between those
institutions that are registered under the Banking Act 1994 and those that are registered under the
Malta Financial Services Centre Act, 1988.

(b) The principal function of General/Central Government is to carry out public policy through the
production  of non-market services, primarily for collective consumption, and the transfer of income,
financed mainly by taxes on units in other sectors of the economy.  For statistical reporting purposes
only one level of government exists in Malta, namely the central government, which implies that all
central government operations also constitute the operations of general government. Thus, central
government currently includes the local councils and the public non-profit institutions (such as
government appointed commissions, boards, agencies, foundations etc).  Public corporations and
authorities, often referred to as non-financial public institutions (NFPIs), are not included in this sector
(see section d).

(c) The Private Corporate/Business Sector comprises resident non-bank corporations under private
ownership or control which are principally engaged in the production of market goods and non-bank
services. These entities are collectively owned by shareholders that have the authority to appoint
directors responsible for general management and may be a source  of profit or other financial gain to
their owners.

(d) Public Corporations and Authorities include non-bank corporations/authorities (also referred to as the
parastatal sector or the non-financial public institutions) that are subject to control by government.
‘Control’ is defined as the ability to determine general corporate policy. Such public corporations and
authorities are normally involved in the production of industrial and commercial goods or the provision
of services for individual or collective  consumption on a large scale.
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(e) The Personal Sector (or Household Sector) include both resident individuals and unincorporated
enterprises.  A household may be defined as a group of persons who share accommodation, pool their
income and wealth and who consume certain types of goods and services collectively.  The latter are
those involved in small-scale production that provides employment and income for individuals or their
families.

Measures of Money

The Central Bank of Malta compiles data on three main monetary aggregates, namely Narrow Money
(M1), Quasi-Money and Broad Money (M3).  Narrow Money (M1) includes the most liquid components of
Broad Money namely currency in circulation and demand deposits.  Quasi-money comprises the residents’
savings and time deposits.  Broad money comprises the resident non-bank sector’s holdings of bank
notes and coin in circulation, and the resident non-bank deposits irrespective of denomination and
maturity. Thus,  Broad Money (M3) is broken down as follows:

Notes and Coin in circulation outside the banking system
Deposits (non-bank), including:

Demand (current)
Savings
Time (fixed) deposits

The Monetary Base (M0) is defined as currency in issue and banks’ deposits with the Central Bank,
excluding term deposits.

Compilation Process

Monetary and banking statistics are based on a consolidation of the monthly financial statements
provided by the three subsectors of the local banking system. Figures for the  Central Bank of Malta  are
obtained from the Bank’s monthly balance sheet. The banking institutions have to submit data to the
Central Bank of Malta no later than fifteen days following the end of the reporting month or quarter.
Branches, agencies and offices of banking institutions operating in Malta and which are not incorporated
in Malta are also obliged to submit financial information in the requested schedules.  The institutions
compile monthly financial information in line with the international accounting norms as issued from time
to time by the International Accounting Standards Committee.  The monthly financial data of the
international banking institutions regulated by the Malta Financial Services Centre Act, 1988 are submitted
directly to the Central Bank by the Malta Financial Services Centre.

Basis of Calculation

Generally, monetary data show stock positions, i.e. outstanding balances on a particular date (end-month,
end-quarter or end-year). Monetary data aggregates are consolidated, thus all identifiable interbank
transactions are eliminated. Assets and liabilities which are denominated in foreign currencies are
converted into Maltese Liri (Lm) at the middle exchange rate in effect at the end of the reporting period.
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Valuation

Assets and liabilities are reported at book value.  Thus, investments such as securities and deposits are
shown netted of any premium and accretion of discount. Loans and advances include overdrafts but
exclude bills discounted, and are reported before adjustments for specific and general provisions for bad
and doubtful debts. Interest in suspense is included in the reported loans and advances.  Monetary
figures are shown  on accrual basis.

Official External Reserves

The external reserves concept is in line with the International Monetary Fund’s Balance of Payments
Manual (Fifth Edition):   It is based on a balance sheet framework and calculated on a gross basis.  The
types of external reserves covered in this measure comprise convertible currencies, IMF-related assets and
holdings of gold.  Convertible currencies comprise cash and bank balances denominated in foreign
currency, placements with non-resident banks, the portfolio of non-resident investment securities and
other foreign currency assets.  IMF-related assets comprise holdings of Special Drawing Rights allocated
to Malta or acquired in accordance with IMF requirements and the Reserve Tranche Position with the
IMF.

Financial Market Rates

The statutory interest rates used by the Central Bank of Malta and other indicative benchmark money
market rates are given as end-of-period rates in percentages per annum.  The repurchase agreement/term
deposit rates represent the prevailing rates as at the end of the month quoted from the last repurchase
agreements session and the rates offered by the Central Bank.  The interbank market offered rates are the
prevailing rates in dealings between the banks in the official interbank market.

The weighted average deposits on current, savings and time deposits pertain to the Deposit Money
Banks’ interest rates on resident Maltese lira deposits.  These are calculated by multiplying each amount
by the different rates in each type of deposit and dividing by the total amount of each type of deposit.  The
weighted average lending rate is calculated by multiplying the amount of each loan or advance extended
to residents in local currency by the interest rate applied thereto, and dividing by the total amount.

The interest rates applicable on government Treasury bills are obtained from the official rates quoted by
the Treasury.   These are weighted averages of the rates attached to the bills that are taken up by the
bidders at the weekly auction.  Interest rates on Malta Government Stocks represent weighted average
gross redemption yields on applicable stocks with periods specified referring to remaining term to maturity.
The Malta Stock Exchange Share Index measures movements in the price of all ordinary shares  listed in
the Official List  of the Malta Stock Exchange. It is a market capitalisation index which weights  the price
and the number of shares of each listed firm. The index has a base of 1000 initiating on December 27, 1995.
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Sources of other economic data:

Government Finance

The Treasury

Public Debt

Gross Government debt comprises the total amount of government debt outstanding denominated in
domestic and in foreign currency.  The source  for data on Treasury bills and government external debt is
the Central Bank of Malta, while the source for Malta Government Stocks is the Malta Stock Exchange.
Also shown are data on debt guaranteed by government, which  mainly relates to the non-financial public
sector companies.  Government guaranteed debt excludes guarantees on the MIGA and IBRD positions
and government guarantees on foreign loans taken by the Central Bank on behalf of government:  These
loans already feature in the calculation of government external debt.

External Transactions

Exchange Rates – Central Bank of Malta
Foreign Trade – National Statistics Office

Real Economy

Gross Domestic Product – National Statistics Office
Tourist Arrivals – National Statistics Office
Labour Market – Employment and Training Corporation
Building and Construction – Planning Authority
Inflation – National Statistics Office


