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1. FOREWORD

ECONOMIC SURVEY

During the fourth quarter of 2003 and the first
quarter of 2004 the Central Bank of Malta left the
central intervention rate unchanged at 3%.  The
Bank’s policy stance reflected its assessment of
economic and financial developments in Malta
and abroad and was consonant with its monetary
policy strategy, which is based on pegging the
Maltese lira to a basket of major currencies.

The Bank’s decision to maintain the central
intervention rate unchanged was influenced by a
number of considerations.  The Bank’s net foreign
assets, which had been on a general upward trend
throughout the first three quarters of the year,
declined during the final quarter, reflecting a
weakening performance in Malta’s export-oriented
sectors.  At the same time, the domestic economic
environment continued to be characterised by a
low rate of inflation, subdued activity and rising
unemployment.

The decline in the Bank’s net foreign assets was
stemmed during the first quarter of 2004.  A pick-
up in inflation at the beginning of the year
reflected the impact of the increase in indirect
taxes, so that underlying price pressures were
unlikely to build up.  The information available
from money and credit aggregates, as well as from
the labour market, pointed to subdued economic
activity.  In these circumstances, the Bank left its
monetary policy stance unchanged.

Domestic money market rates moved lower in
October, in line with the cut in the central
intervention rate at the end of September, and
remained stable going into 2004.  With short-term
interest rates abroad rising during the period, the

premium on Maltese lira short-term rates narrowed
to 60 basis points.  Domestic Government bond
yields were broadly unchanged during the final
quarter of 2003 and into 2004.

Broad money (M3) contracted by 0.2% in the
December quarter, after having slowed down
considerably in the previous quarter, as investors
showed an increasing preference for holding
bonds rather than monetary assets.  Growth in the
net foreign assets of the banking system, as well
as a sharp increase in domestic credit, largely
reflected exceptional transactions that had a
neutral impact on broad money.

According to data released by the NSO in April,
the economy contracted during the final quarter
of 2003, with GDP falling by 1.3% in real terms
year-on-year.   The fall in output reflected a
substantial deterioration in the external balance
on goods and services, as imports increased and
exports declined.  In contrast, domestic demand
picked up, with private and Government
consumption expenditure rising and investment
spending increasing further.  To the extent that
consumer spending accelerated in anticipation of
the announced rise in VAT in January 2004, the
pick-up in demand is likely to be temporary.

The Bank’s latest business perceptions survey
indicates a further decline in business confidence,
with most respondents expecting the performance
of the Maltese economy to worsen rather than
improve over the coming months.1  The survey
responses suggest that activity in the export
sector increased slightly, whereas locally-oriented
firms reported below-normal activity levels.  The
results also point to brighter prospects for export-
oriented sectors of the economy in 2004, whereas
the outlook for firms serving the domestic market

1 The survey was carried out between January and February 2004.
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remained somewhat negative.  However, a
growing number of participating firms said that
investment would increase over the coming
twelve months.

Labour market indicators were mixed.  Data
compiled by the ETC showed that the
unemployment rate continued to rise from 5.5% in
September to 5.7% in November, as the gainfully
occupied population declined further. The number
of registered unemployed had increased again by
February 2004.  Meanwhile, the results of the
latest Labour Force Survey, carried out in
December, show that unemployment dropped to
7.9% in December from 8.2% three months earlier.
However, both the activity rate and the
employment rate declined from their previous
year’s level.

The downward trend in inflation in evidence
since the second half of 2002 was halted during
the fourth quarter of 2003.  The twelve-month
moving average rate of inflation rose from 1.1% in
September to 1.3% in December, largely reflecting
higher prices of food and of clothing & footwear.
The increase in the standard VAT rate at the
beginning of 2004 also had an impact on inflation,
which continued rising to 1.7% in February 2004.
Similarly, the year-on-year inflation rate rose from

0.5% at the end of September to 2.4% three
months later and reached 2.6% in February.

In line with the usual seasonal pattern, the current
account of the balance of payments swung back
into deficit during the fourth quarter of 2003.  The
deficit was marginally wider than in the
corresponding quarter of 2002, as a narrower
deficit on the income account was outweighed by
larger imbalances on merchandise trade and
current transfers, as well as lower net receipts on
services.  After excluding movements in the
international reserves, net inflows on the capital
and financial account - which had been partly
reversed during the previous quarter - resumed at
a faster pace than that recorded in the
corresponding quarter of the previous year.

On the fiscal front, the balance on the
Consolidated Fund swung into surplus during
the final quarter of 2003, largely because of a
substantial increase in revenue, as expenditure
remained relatively stable.  Nevertheless, over the
year as a whole, the Fund deficit increased.
Moreover, the general Government deficit, which
gives a more comprehensive view of fiscal
operations, widened sharply, although this largely
resulted from a one-off adjustment related to the
restructuring of the shipyards.
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2.  THE INTERNATIONAL
 ENVIRONMENT

The world economy
From the middle of 2003 the global economy
registered a notable recovery, starting 2004 with
considerable momentum.  The United States
continued to grow at a solid pace, while the
outlook for the British economy became
increasingly bullish. The recovery in Japan
became more broadly based, with fourth quarter
growth outstripping that of all other major
industrialised countries except the US.  In the
euro area, however, weakness persisted as the
euro’s strength hurt exports (see Table 2.1).

Economic and monetary developments in the
major economies
The United States economy grew by 4.3% during
the final quarter of 2003, driven by robust
expansion in investment and consumption
expenditure. This represented a pick-up from the
3.6% growth rate of the third quarter. At the same

time, consumer price inflation slowed down
further, to 1.9% (see Table 2.2), despite a
weakening dollar and higher commodity prices.
Nevertheless, the US economy still faced fiscal
and current account deficits and weak job
creation.

Throughout the fourth quarter of 2003 and the
first few months of 2004, the Federal Reserve
maintained an unchanged monetary policy stance,
leaving the federal funds rate at 1%.  As a result,
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money market interest rates in the US remained
relatively stable throughout the period (see Chart
2.1).  According to statements released by the
Federal Open Market Committee, which is
responsible for taking monetary policy decisions,
the combination of an accommodative monetary
policy stance and growth in productivity was
supporting economic activity.  Yet despite strong
growth, weak job creation appeared to be keeping
it from raising interest rates from forty-year lows,
in spite of market concerns that these could drive
up prices in the capital and real estate markets.

In contrast with the US, the euro area economy
expanded at an anaemic 0.6%, year on year,
during the final quarter of 2003. This represented a
slight pick-up from the previous quarter, as
domestic demand strengthened following a rise in
government expenditure. There was concern,
however, that the weakness of the German
economy - which in 2003 recorded its first year of
recession in a decade - would spill over and affect
the entire region. Furthermore, unemployment in
the area remained high at 8.8% while, in response
to higher commodity prices, inflation edged up to
2.1%.

In spite of subdued economic activity and the
euro’s strength, the ECB did not ease monetary
policy throughout the fourth quarter of 2003 and
into early 2004, citing signs of an incipient
recovery.  Consequently, the minimum bid rate
remained unchanged at 2%.

The British economy grew by 2.8% during the
fourth quarter of 2003, with private consumption
remaining the main driver of growth. Labour
market conditions in the UK remained benign, with
modest upside risks to inflation.  Consumer price
inflation remained stable at 1.4% during the
quarter, but buoyant activity in the housing
market put additional upward pressure on
property prices in the first months of 2004.

During the fourth quarter of 2003, the Bank of
England responded to inflationary pressures by
tightening monetary policy.  It raised the repo rate
by 25 basis points to 3.75% and by a further 25
points to 4% in February 2004.  Recent data
suggested that the effect of the two rate hikes on
household borrowing was minimal, so that further
increases might be considered necessary even if
inflation generally remained low. Meanwhile, UK
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money market rates tended to rise, as the markets
anticipated a further tightening of the monetary
policy stance (see Chart 2.1).

In the fourth quarter of 2003 the Japanese
economy grew by 3.4%, one of its strongest
growth rates in years, largely reflecting buoyant
private domestic demand.   Expectations for the
Japanese economy remained optimistic, mainly
due to the support being provided by foreign
demand and investment. Yet Japan continued to
experience mild deflation.

The Bank of Japan continued with its virtually
zero interest rate policy, confirming expectations
that the current stance would be left unchanged
for some time. Meanwhile it kept up its policy of
quantitative easing, which aims at increasing
liquidity in the financial system.  Hence, it raised
the target range for the outstanding balance of
current accounts held with it by private financial
institutions, implying faster growth in the
monetary base.

Foreign exchange markets
During the last quarter of 2003 the US dollar
experienced a broad-based depreciation amid
concerns over the financing of the US current
account and budget deficits.  The US dollar
remained broadly stable against the euro during
the first two months of 2004, but appreciated
against the European currency towards the end of
the first quarter.

In October the foreign exchange markets were
heavily influenced by the G-7 declaration, which
called for more flexible exchange rates. The US
dollar stabilised before strengthening in early
November following the publication of positive
US labour market data.  Yet the rise in the US
dollar proved short-lived as investors turned their
attention once again to the euro, which was
underpinned by improved economic data for the

euro area as a whole. Towards the end of the
quarter, the US dollar lost further ground against
the euro amid market concerns about the US
fiscal and current account deficits and fears of
new terrorist attacks (see Chart 2.2).

Following erratic movements during the first half
of October, the pound sterling appreciated against
the US dollar on expectations of a rise in UK
interest rates. The pound sterling registered a
broad-based appreciation through the rest of the
quarter as a result of favourable interest rate
differentials and buoyant UK economic conditions.

During the December quarter, movements in the
US dollar/yen rate were influenced by the Bank of
Japan’s intervention in the foreign exchange
market. Following an initial appreciation, the yen
stabilised against the US currency as Japanese
GDP growth figures for the third quarter were
revised downwards. Towards the end of the
quarter, the yen appreciated significantly against
the US currency in spite of the Bank of Japan’s
active intervention in foreign exchange markets to
prevent such an appreciation.

Over the quarter, the US dollar fell by 8%, 6.6%
and 3.6% against the euro, sterling and the yen,
respectively (see Table 2.3).
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Commodities
During the fourth quarter, the price of Brent oil
moved erratically within the range of $27 and $32
per barrel, rising by 7.9% on balance over the
quarter (see Chart 2.3).1 OPEC’s unexpected
production cut at the end of September triggered
an immediate increase in oil prices that rose above
$31 a barrel for the first time since the Iraq war.
During late October and early November, prices
fell considerably on positive expectations about
future oil stocks. But in subsequent weeks prices
rose again on fears of insufficient inventories in
both the US and the euro area and expectations of
another OPEC production cut in December. At the
end of November, prices fell sharply following
speculative action by investors, but the economic
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OPEC unexpectedly kept production levels
unchanged.  Towards the end of the quarter,
however, oil prices eased again to close the year
at just over $30 per barrel.

Strong demand from the US and Asia supported
oil prices during the first few weeks of 2004. At the
end of January, however, prices slipped following
a surprise increase in US oil stocks, before rising
again in March on account of OPEC’s plans to
cut production again.  Responding to the terrorist
bombings in Spain and turmoil in the Middle East,
oil prices rose to substantial highs towards the
end of March amid fears that future attacks could
disrupt energy supplies.  At the end of the first
quarter of 2004, oil prices stood at $32.38.

The bullish trend in commodity prices in evidence
since the end of 2001 continued in the fourth
quarter of 2003, supported mainly by stronger
global demand (see Chart 2.4). Over the quarter the
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Chart  2.4       
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Source:  Reuters.
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2   The Reuters Commodity Index is a weighted index of the prices of seventeen commodities including food, beverages,
vegetable oils, agricultural raw materials and metals, excluding gold.

Reuters Commodity Index rose by 6.1%.2 Similarly,
the price of gold rose by 7.7%, reaching $414.8 per
ounce.  The main factors supporting the price of
gold remained the weakness of the US dollar,
investors’ speculative behaviour and improved
global economic conditions.
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3.  MONETARY AND FINANCIAL
DEVELOPMENTS

The Central Bank of Malta kept its monetary
policy stance unchanged during the final quarter
of 2003.  Meanwhile, money market interest rates
moved lower in October - in line with the cut in the
official rate at the end of September - and then
remained stable throughout the four months to
February. In the capital market, yields on
Government bonds remained broadly unchanged,
but equity prices gained further ground.

Broad money (M3) contracted slightly during
the fourth quarter, after having slowed down
considerably in the previous quarter. This mainly
reflected a shift by investors from monetary

assets into bonds. A further expansion of the
net foreign assets of the banking system,
together with an extraordinary increase in
domestic credit, both largely reflected
exceptional transactions that also boosted the
other counterparts of M3, thus having a broadly
neutral impact on broad money. In the first two
months of 2004, however, broad money
recovered strongly, driven by further growth in
both domestic credit and the net foreign assets
of the banking system.

The monetary base1

The monetary base (M0), which consists of
currency in issue and bank deposits with the
Central Bank (excluding term deposits),
expanded by Lm16.3 million, or 2.7%, in the
fourth quarter (see Table 3.1).  Currency in issue
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continued to increase steadily, adding Lm9.6
million, or 2%, while bank deposits held with the
Bank rose by Lm6.7 million, or 5.1%.  Bank
deposits with the Central Bank continued to
fluctuate considerably, pulling the annual
growth rate of M0 down to 1.7%, from 9% three
months earlier.

The main counterpart to the rise in M0 was a
contraction in the Bank’s other liabilities, which
reflected a drop in outstanding term deposits with
the Bank.  While this exerted an expansionary
effect on the monetary base, an increase in
Government deposits dampened growth in M0. A
rise in the Bank’s foreign liabilities reflected a sale
and repurchase agreement entered into in
December, which simultaneously boosted the
Bank’s foreign assets and thus exerted a neutral
impact on M0.

Monetary aggregates2

After having expanded modestly in the previous
quarter (see Table 3.2), broad money contracted
by Lm4.8 million, or 0.2%, during the December
quarter. The drop in M3 was to a large extent due
to investors moving into corporate and
Government bonds amid buoyant issuance
activity in the primary bond market. As a result
the annual growth rate of M3 extended the
downward trend that began towards the end of
2002, falling to 2.5% in December (see Chart 3.1).
While the weakness in monetary growth over this
period mainly reflected portfolio shifts, it was also
consistent with the rather weak pace of economic
growth and subdued inflation. In the beginning of
2004, however, monetary growth picked up,
fuelled by an increase in liquid assets, and pushed
the annual growth rate of M3 up to 4.3% in
February.
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2   In October 2003, the Central Bank of Malta revised its definitions of the main monetary aggregates and their counterparts
to bring them in line with the standards laid down in ECB Regulation 2001/13.  Data shown in this chapter for the period
before October 2003 are estimates based on these standards. For further information see “Changes in the Compilation
of Money and Banking Statistics in Malta”, Central Bank of Malta Quarterly Review 36:3 (September 2003): 53-60.
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The strong growth in narrow money (M1)
observed in previous quarters continued in the
December quarter, when this aggregate expanded
by a further Lm21.2 million, or 1.4%. Deposits
withdrawable on demand added Lm17.2 million,
while currency in circulation grew by Lm4 million.
During 2003, demand for M1 instruments
increased as low interest rates on alternative
assets reduced the opportunity cost of holding
these liquid instruments that mainly serve as a
means of payment.  Accordingly, the annual
growth rate of M1 remained relatively high, ending
December at 9.1%, and rising sharply to 11.9% in
February.

Intermediate money (M2), which consists of M1
and short-term deposits other than those
withdrawable on demand, contracted by Lm4.8
million, or 0.2%, during the fourth quarter of 2003
(see Table 3.2).  Time deposits with an agreed
maturity of up to two years fell by Lm25 million,
with most of the drop occurring in November as
investors subscribed to new Government bond
issues.  Similar portfolio shifts had also led to a
contraction in these deposits over the first three
quarters of the year, resulting in a steady decline
in the annual rate of growth of M2, which fell to
2.5% at the end of 2003 from over 12% a year
earlier.

Following the quarter-point cut in the central
intervention rate in September, banks continued to
reduce interest rates offered on deposits (see
Chart 3.2). Thus, the weighted average interest
rate on Maltese lira deposits fell from 2.77% at the
end of September to 2.46% three months later.
Government bond yields were broadly stable
during the same period (see Chart 3.6), so that the
spread between Government bond rates and
deposit rates widened.  This probably contributed
to the shift from monetary assets into debt
securities observed during the fourth quarter.

Counterparts of monetary expansion
Domestic credit rose by an exceptional Lm174
million, or 7%, (see Table 3.3) during the fourth
quarter of 2003, pushing the annual rate of credit
growth up sharply (see Chart 3.3).  This reflected
an extraordinary rise in claims on other residents,
as a foreign-owned bank broadened its equity
base through an injection of foreign capital and
subsequently re-invested the funds in a
subsidiary company.   The annual rate of credit
growth was relatively stable in the first two
months of 2004, and ended February at 11.2%.

Net claims on central Government contracted by
Lm2.3 million, or 0.4%, during the December
quarter.  However, they still accounted for around
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a fifth of domestic credit at the end of 2003.  The
liquidation of two shipyards towards the end of
the year led to the Government assuming all their
assets and liabilities.  This resulted in a
simultaneous drop in bank claims on public non-
financial companies and an increase in net claims
on Government. But the latter was offset by a

substantial drop in bank holdings of Treasury
bills and an increase in Government deposits with
the Bank as the Government’s cash position
improved at the end of the year.

Claims on other residents jumped by Lm176.3
million, or 9.2%, during the quarter, mainly
reflecting a surge in bank holdings of shares and
other equity due to the investment by the foreign-
owned bank referred to above.  On the other hand,
claims on other residents in the form of loans and
advances expanded by only Lm5.3 million, or 0.3%
(see Table 3.4).

Loans and advances to public non-financial
companies contracted by Lm42.1 million, or
20.2%, largely as a result of the shift in debt to the
Government mentioned earlier.  Loans and
advances to the non-bank private sector
increased by Lm47.4 million, or 2.9%, as buoyant
activity in the housing market contributed to
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further growth in loans to the personal sector.
During 2003 such lending led to a gradual
recovery in the annual growth rate of loans and
advances to the non-bank private sector, which
edged up to 7.4% in December, from 5% in
September.  The decline in nominal lending rates
(see Chart 3.2) combined with a slight pick-up in
inflation pushed real lending rates lower during
the fourth quarter, reducing borrowing costs.

The net foreign assets of the banking system
continued to move higher, rising by Lm30 million,
or 2.2%, during the fourth quarter (see Table 3.3).
While the Central Bank’s holdings declined, those
of the rest of the banking system expanded
strongly as the inclusion of a new foreign-owned
bank boosted the sector’s holdings. The
Investment Registration Scheme, which was in
effect between September and November, may

also have contributed to the rise in the net foreign
assets of the banking system during the quarter.3

After having declined from over 20% at the end of
2002 to 4.9% in September, the annual growth rate
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3 The Investment Registration Scheme, which was reactivated between 1 September 2003 and 15 November 2003,
allowed Maltese residents who had undeclared investments abroad to regularise their position by declaring them and
paying a one-time fee.  Repatriation was optional.
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of the net foreign assets of the banking system
recovered slightly in the December quarter,
ending the year at 8.8% (see Chart 3.4).  But it
moved lower again in January and February 2004.
This slower pace of growth over recent quarters
may have reflected the deficit on the current
account of the balance of payments and net
portfolio investment outflows by the non-
monetary sector.  The latter could have been
influenced by the recovery in equity markets
abroad and the narrowing of the interest rate
differential between domestic and foreign assets.

The net foreign assets of the Central Bank - which
account for around two-thirds of the net foreign
asset holdings of the banking system - contracted
by Lm24.1 million, or 2.6%, in the final quarter of
2003.  This drop was mainly due to net sales of
foreign exchange to the rest of the banking
system.  But apart from this factor, the net foreign
assets of the rest of the banking system were
boosted considerably by the inclusion of the new
bank mentioned previously during the quarter.

The other counterparts to M3 climbed by
Lm208.8 million, or 20.7%, during the December
quarter.  This was mainly due to the setting up of
the new bank and the increase in bank capital
associated with the investment made by the same
bank referred to earlier.

The money market
After easing its monetary policy stance further
towards the end of September, the Bank kept the
central intervention rate unchanged at 3% during
the December quarter.  Thus, interest rates on
domestic money market instruments fell in
October as a result of the September easing, but
over the following four-month period to end-
February they remained stable (see Chart 3.5).

During the fourth quarter, the Bank continued to
absorb excess liquidity from the rest of the
banking system through weekly auctions of 14-

day term deposits.  Term deposits outstanding
averaged Lm133.7 million during the quarter
reviewed, slightly less than in the previous
quarter, when they averaged Lm139.8 million.
Banks received interest of 2.95% on these
deposits, which was the floor of the interest rate
band within which auctions were conducted.
Reverse repos, which were last used in December
2001 to inject funds into the banking system, were
not availed of during the quarter under review.

Turnover in the interbank market rose sharply to
Lm49.6 million, from Lm18.8 million in the third
quarter, with most deals occurring in December.
The maturity period of interbank loans was longer
than in previous quarters, ranging from 3 days to
one month, although loans with a maturity of two
weeks or less remained the most popular.  The
interest rate on one-week interbank loans declined
by 26 basis points to 2.95% in October, but
remained broadly unchanged over the following
four months.

The Treasury issued Lm83.3 million worth of
Treasury bills during the final quarter of 2003,
which is around half the amount auctioned in the
previous quarter.  The three-month bill continued
to be the most popular, accounting for over 90%
of the total amount issued, with the rest
consisting of six-month bills.  Banks purchased

Chart 3.5 
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over four-fifths of these issues, with other
investors subscribing to the rest.  The yield on
the three-month bill fell from 3.15% in September
to 2.94% in October, remaining unchanged
thereafter until the end of February.

The value of Treasury bills traded in the
secondary market during the fourth quarter
amounted to Lm39.8 million, up from Lm32 million
in the previous three months.  Just over half of the
total involved the Bank which, as market maker,
transacted mainly with the rest of the banking
system.  The banks also traded amongst
themselves and, to a lesser extent, with other
financial institutions.  Yields in the secondary
market moved lower during the period under
review, in line with those in the primary market.

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, rose from 2.24% in September to 2.35% in
February (see Chart 3.5).  Since the yield on
domestic three-month Treasury bills declined
during this period, the differential between the
two yields narrowed by 31 basis points to 0.6%.
The levelling out in foreign interest rates over
recent months followed considerable declines
since the end of 2002, and reflected, among other
things, a general improvement in the global
economic outlook.

The capital market
Net corporate and Government bond issues
amounted to Lm36.2 million in the December
quarter, compared with Lm48.6 million in the
previous quarter. Bond issuance continued to be
supported by low interest rates and robust
demand by investors for fixed income securities.
While the Government was once again the main
issuer in the primary market, issuance by the
corporate sector remained buoyant.

Towards the end of October two private firms

raised a total of Lm9.7 million in the corporate
bond market, Lm3.5 million of which were used to
redeem maturing bonds.  Gasan Finance plc sold
Lm5 million worth of bonds carrying a coupon rate
of 6.4% and maturing between 2008 and 2011.
Dolmen Properties plc issued Lm4.7 million worth
of bonds, redeemable from 2010 to 2013 and
offering a coupon rate of 6%.  Both issues were
heavily oversubscribed.

In November the Government issued Lm30 million
worth of bonds, maturing in 2016 and carrying a
coupon rate of 4.8%.  As in the case of other
recent issues the bonds were oversubscribed,
reflecting continued investor demand for
relatively safe assets.  Households took up just
over half of the bonds, while most of the
remainder were allotted to banks and other
financial institutions such as insurance companies
and collective investment schemes.

The value of Government bonds traded on the
secondary market rose by about a third to Lm20.4
million during the final quarter of 2003, with the
Bank accounting for nearly a quarter of total
turnover.  As in the previous quarter, activity was
mainly concentrated in a relatively small number of
bonds at the longer end of the market.  Bond
yields, particularly on longer maturities, levelled
out during the December quarter and into
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February, after having declined steadily since the
end of 2001 (see Chart 3.6). The benchmark rate
for the 10-year Government bond stood at 4.66%
at the end of February.

Turnover in the secondary market for corporate
bonds increased slightly to Lm2.4 million, from
Lm2.3 million in the previous quarter.  Volume was
spread rather evenly among the listed securities,
which included the recently issued bonds referred
to earlier.  In general, corporate bond yields were
stable during the five months to February 2004,
mirroring developments in the Government bond
market.

The volume of shares traded on the equity market
climbed to Lm5.4 million in the December quarter,
from Lm3.8 million in the previous quarter,
although trading was once again concentrated in

a few equities.  Share prices - as measured by the
MSE share index - gained 2.6% during this period,
extending the upward trend that began towards
the end of 2002 (see Chart 3.7).  Equity prices
continued to rise in January and February.

Chart 3.7
MALTA STOCK EXCHANGE SHARE INDEX
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4.  OUTPUT, PRICES
AND EMPLOYMENT

Revised GDP data for the first three quarters of
2003 and provisional data for the last three months
of the year show a substantial contraction of the
Maltese economy1.  In the fourth quarter, this
contraction was mainly brought about by a
further deterioration in the external balance, with
real imports rising in response to an increase in
private consumption, and exports declining.
Nevertheless, gross fixed capital formation
continued to increase, while there was a
significant rise in Government current expenditure.

The rise in private consumption - the highest
since the third quarter of 2002 - may have been
prompted by the Government’s decision to raise
value added tax (VAT) at the beginning of 2004.  In
fact, imports of consumer goods rose at a faster
pace than income during the quarter, while sales
of domestically-produced manufactured goods
also grew.  Movements in inventories, which partly
reflect a statistical error, remained significant and
had a negative impact on GDP growth during the
quarter.

The weakness in external demand and ongoing
restructuring in the manufacturing industry
contributed to a further rise in the number of
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registered job seekers, so that by November the
unemployment rate had edged up to 5.7% - from
5.4% in the corresponding month of 2002.
Meanwhile, the downward trend in the twelve-
month moving average rate of inflation in
evidence since the second half of 2002 was halted
during the quarter, reflecting higher prices of food
and of clothing & footwear.

Gross Domestic Product2

Provisional data compiled by the NSO indicate
that the Maltese economy contracted by 1.3% in
real terms in the fourth quarter of 2003, following a
0.3% decrease in the previous quarter.  While
domestic demand accelerated, the deficit on
goods and services expanded sharply during the
quarter, fuelled by higher imports of consumer
goods and a decline in exports. At the same time,
an increase in the negative value of the physical
change in stocks, work-in-progress and the
residual error was reported compared with the
corresponding period of 2002.3

GDP at factor cost - the sum of profits and
employment income earned across the entire
economy - contracted slightly compared with the
same quarter a year ago (see Table 4.1).  This
reflected a sharp turnaround in profitability, as
overall profits fell by 5.1% from the previous
year’s level, wiping away the gains registered in
the preceding quarter. By contrast, growth in
employment income picked up, moving towards
the levels registered in the first and second
quarters of 2003 (see Chart 4.1). This increase was
mostly registered in the insurance, banking & real
estate and public administration sectors, whereas
the wage bill of manufacturing and transport &
communication was cut back.

The decline in factor income was mainly
concentrated in the Government enterprises

sector, and was due to a large drop in the profits of
one particular firm.  At the same time, income from
transport & communication and property income
continued to decline, the latter on the back of
lower interest rates, while lower fish exports
coupled with adverse weather conditions dented
earnings in the agriculture & fisheries sector.
Although the profitability of manufacturing
establishments rose compared with the same
quarter of 2002, the increase was significantly
smaller than that registered in the third quarter,
and was offset by the drop in the sector’s wage
bill.  By contrast, the performance of the private
services and the wholesale & retail sectors
improved sharply, while profits in insurance,
banking & real estate remained on an upward
path.

Private consumption expenditure recovered
significantly in the last quarter of 2003, after
having declined in the previous two quarters.  As
stated above, this increase appeared to be
motivated by the announcement in November of
a three percentage point increase in the standard
VAT rate at the start of 2004.  This may have led
households to anticipate purchases, as evidenced
by a 7% rise in imports of consumer goods during

2 This is the last commentary on the GDP compiled according to the System of National Accounts (SNA) 1953.  As from
the next release, covering the first quarter of 2004, the NSO will present data compiled in accordance with the
European System of National and Regional Accounts (ESA) 1995.

3 This component includes the statistical discrepancy between income and expenditure side GDP.
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the fourth quarter.  The domestic sales of the
manufacturing sector also increased slightly,
halting the negative trend observed in previous
quarters.  After having decelerated sharply in the
middle part of the year, Government consumption
expenditure returned to the rate of growth
registered in the first quarter of 2003 (see Table
4.2).  However, it should be noted that the sharp
increase recorded during the quarter under review
partly reflected the substantial (and extraordinary)
contraction reported in the fourth quarter of 2002.

Gross fixed capital formation also accelerated in
the last quarter of 2003.  Investment in machinery

continued to expand, while expenditure on
construction works rebounded following the
decline registered in the preceding quarter.

The external deficit on goods and services
widened further during the quarter under review,
reducing real GDP growth by 4.6 percentage
points.  Re-exports of goods and tourism activity
both declined substantially while imports of
consumer goods and industrial supplies rose.
The terms of trade, however, improved
significantly as the price of exports fell at a slower
pace than that of imports.4  The NSO also
reported that the rundown of stocks continued for
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the third consecutive year, with inventory
changes reported at -4.2% of real GDP for the
whole of 2003, virtually the same rate of depletion
as in the previous year.

Retail prices
The downward trend in the twelve-month moving
average rate of inflation in evidence since the
second half of 2002 was halted in the fourth

quarter of 2003  (see Chart 4.2).  This rate, which is
the official inflation rate in Malta, rose by 20
percentage points during the quarter, to reach 1.3%
in December 2003.  Similarly, the year-on-year
change in the Retail Prices Index (RPI), a more
timely indicator of inflation trends, rose from 0.5%
at the end of September to 2.4% at the end of
December.

The main factors behind the increase in inflation
during the fourth quarter were higher prices of
food and of clothing & footwear, which
contributed to around 86% of the rise.  The year-
on-year change in the food sub-index, which has a
23.8% weight in the RPI basket, rose by 3.6
percentage points during the quarter (see Table
4.3).  To a large extent, this reflected an increase in
the prices of fresh fruit and vegetables brought
about by lower local production volumes, as
torrential rain in September led to widespread
flooding.  As a result, the volume of domestic
agricultural produce traded through the wholesale
market was down by 18.1% from the previous
year’s level.  In addition, the Maltese lira’s

+�!�
���� ���
�
���� +�!�
����

 ��� "���












 ���












 ���














:�&������
A

�)�!!� ���












 ���












 ���














97�
,	��
A
'��
/��� "���












 "���












 ���














3���	�� ���












 ���












 ���














B�
��>
�7�!
�	!	
6>
���
A
'��7� ���












 ���












 
�

3$,�7�
�-�	��
A
,����
��	�
�
!��
 "���












 "���












 "���














8�������

A
!�����	!�
	�� ���












 ���












 ���














C������7
!���
A
,��7
, ���












 ���












 ���














E�!���
	��
A
!�7
��� ���












 "���












 "���














(
,��
�����
A
���&	!�� ���












 ���












 ���














3��
����� $��












 $�	












 
��














��/��
���

�0�-3�� 0
63��(
 �
4 �� ���8
(�4�� 0(
�0
�:�
6#�

%�
�&��&��
�	�	��
����

�������		#�$�

-2

-1

0

1

2

3

4

5

A J A O D F A J A O D F A J A O D F A J A O D F A J A O D

%

Year-on-year 12-month moving average

 Chart 4.2 
 RETAIL PRICE INFLATION

20012000

Source: NSO.

2002 2003



Central Bank of Malta Quarterly Review 2004:124

depreciation against the euro and higher inflation
overseas may have pushed up the prices of
imported foodstuffs.

The year-on-year change in the clothing &
footwear sub-index turned positive after having
been negative since September 2002.  This
development may have been due to differences in
the measurement frequency between the new RPI
introduced in 2003 and the one used previously.
Another possible reason for the sharp rise in this
highly seasonal sub-index was that in the fourth
quarter of 2002 it had registered an exceptionally
large year-on-year drop.

The remaining components of the RPI showed
larger annual percentage increases than in the
previous quarter.  This led the Bank’s measure of
underlying inflation - which focuses on those
sub-indices that tend to show persistent changes
and which had been on the low side during the
first half of 2003 - to rise during the last three
months of 2003.

Following the rise in the standard VAT rate to
18% and the increase in the price of cigarettes
announced in the Budget for 2004 in November,
inflation continued on its upward trend.  In
February 2004 - the most recent month for which
data are available - the twelve-month moving
average inflation rate edged up to 1.7%, while the
year-on-year rate rose to 2.6%.

The labour market5

Labour market data compiled by the ETC show
that between September and November 2003 the
labour supply contracted by 132 while the
gainfully occupied population fell by 467.  As a
result, the number of the unemployed rose by 335,
pushing the unemployment rate up to 5.7% (see
Chart 4.3).

The contraction in the gainfully occupied
population between September and November
was due to job losses in the public sector and in
direct production, which more than offset a small
increase in employment in market services (see
Table 4.4).  The number of the temporarily
employed remained virtually unchanged over the
period.

The decline in public sector employment was due
to lower employment in public-controlled
companies while, once again, the contraction in
employment in private direct production was due
to job losses in manufacturing.  On the other
hand, the increase in employment in private
services was mainly due to increases in the
wholesale & retail, insurance & real estate, and
community & business sub-sectors. Together,
these offset job losses in hotels & catering
establishments and in the transport, storage &
communications sub-sector.

On a year-on-year basis, the labour supply was
down by 764 while the number of the gainfully
occupied declined by 1,175. As a result, the
number of the unemployed rose by 411 and the

5 Statistics on the gainfully occupied population for December 2003 were not available at the time of writing.
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unemployment rate added 0.3 percentage points
compared to a year earlier (see Table 4.4).  The
contraction in the gainfully occupied population
over the year to November 2003 was primarily due

to job losses in manufacturing and in public-
controlled companies, in each of which
employment was down by over 1,400.  Conversely,
employment in private market services rose.  This
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- apart from the privatisation of Malta
International Airport towards the end of 2002,
which boosted employment in the community &
business sub-sector - was also attributable to job
creation in the wholesale & retail trades.
Meanwhile, the number of self-employed persons
increased by 148 from the previous year’s level.

ETC data for February 2004 show that the number
of people registering for work at the end of that
month stood at 8,830, up by 553 from the
November level and by 1,123 from the February
2003 reading.  Both male and female
unemployment rose during the period, and all age
groups were affected, but the number of the long-
term unemployed fell further.  All skill categories
reported higher unemployment except for
technological & professional workers.

The results of the Labour Force Survey (LFS)
carried out by the NSO in the first week of
December show that unemployment had fallen to
7.9% in December 2003, from 8.2% in September.
Compared with the year-ago level, however, the
unemployment rate in December 2003 was 1.1
percentage points higher.  Both the employment
rate and the activity rate were down from their
previous year’s level.

While the employment rate was lower for both
men and women, the activity rate fell for women
but increased marginally in the case of men.    The
male unemployment rate rose, while female
unemployment remained stable. At the same time
the number of women taking up part-time
employment rose further, offsetting a decline in the
number of women working reduced hours.  An
increase in the number of women working as
senior officials and managers led to a further
narrowing of the gender pay gap.

Manufacturing
During the fourth quarter of 2003, activity in the
manufacturing sector continued to expand, albeit

at slower pace. Turnover stood at Lm262.2 million,
up by 3.4% over the same quarter of the previous
year as foreign demand for electronic components
recovered further from the severe downturn
experienced in 2001. Investment in manufacturing
decreased substantially, while despite the decline
in overall employment in the sector, its quarterly
wage bill remained almost unchanged from the
year-ago level.

More than half the growth in the manufacturing
sector’s export turnover was generated by the
radio, television  & telecoms sub-sector (see Table
4.5), whose export sales rose by Lm4.6 million
during the quarter, following the Lm17.4 million
increase reported in the third quarter.  Exports of
chemicals, other transport equipment, medical &
precision goods, furniture and machinery &
equipment (grouped together under the “other”
category in the Table) also increased.  By
contrast, exports of clothing, textiles & leather
goods continued to decline, albeit at a slower pace
than in the previous quarter.

Domestic sales by manufacturing firms increased
by 1.1%, in contrast to the drops reported in the
previous six months. This improvement was
mainly driven by higher sales of food &
beverages, although other smaller sub-sectors
also contributed.  Nevertheless the rebound was
moderated by a contraction in local sales of
textiles.

Despite the increase in manufacturing activity,
employment in the sector fell further, dropping
by 6.6% on a year-on-year basis to 20,082. Yet
the sector ’s quarterly wage bill remained
unchanged at Lm30.4 million. Firms in the
textiles, clothing and leather sub-sectors, which
are facing intense competition from low-cost
producers elsewhere, were mainly responsible
for the shedding of workers, although
significant layoffs were also reported by the
plastic & rubber industry.



Central Bank of Malta Quarterly Review 2004:1 27

During the quarter under review, net investment
by manufacturing firms was sharply down from
the year-ago level, partly due to a notable drop in
investment by firms in the chemicals sub-sector.
In the remaining sub-sectors, investment
spending either remained stable or declined.

For 2003 as a whole, turnover in the
manufacturing industry grew by 3.7% in
comparison to the marginal increase of 0.1%
reported last year, driven by the recovery in
exports of electronic components. Yet

investment by manufacturing firms was
significantly lower than in 2002.  At the
beginning of the year investment slowed down,
probably on account of the uncertainty
prevailing prior to the EU referendum and the
general elections, before picking up during the
second quarter. But a contraction in the second
half of the year more than outweighed the
marginal increases reported in the first half.  At
the same time, although employment in
manufacturing contracted, over the year wages
and salaries rose by 4%.
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Tourism
During the fourth quarter of 2003, the number of
tourist arrivals fell by 7.2% from the previous
year’s level, but gross earnings from tourism grew
by 2.7% to Lm64.7 million. Meanwhile, cruise liner
activity remained buoyant, with passenger arrivals
rising by 14% to 96,317.  The bulk of the increase
came from the British and American markets.

Over the year as a whole, tourist arrivals declined
only marginally as the recovery observed in the
first half of the year partly mitigated the drops
experienced in the second half.  Annual gross
receipts from tourism grew by 6.2% to Lm260.9
million. An extremely warm summer in northern
Europe coupled with weak global economic
conditions and geo-political uncertainty may have
encouraged domestic tourism, thus explaining the
decline in arrivals in the second half of the year.

By contrast, cruise passenger arrivals rose by
11.6% over the year, although the increase was
significantly smaller than that registered in 2002.

Tourist arrivals from all source markets, with the
exception of Italy and Scandinavia, were down in
the fourth quarter (see Table 4.6).  Arrivals from
Italy, which accounted for about 7% of the total,
were marginally up compared with the fourth
quarter of 2002 as the rise in the number of Italian
visitors in December outweighed the decline of
the previous two months.  The positive trend in
the British market, a key source of growth during
the previous quarters, was reversed during the
quarter under review, when UK arrivals fell by
8.6%.  Meanwhile, arrivals from Germany, Malta’s
second most important market, continued to
decline - although at a significantly slower pace
than in the third quarter.
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The NSO’s monthly survey on tourist departures
suggests that the average length of stay increased
by 5%, year-on-year, to 9.65 bed-nights during the
quarter. Additional information in this regard,
obtained from the latest survey of the Malta
Hotels and Restaurants Association (MHRA),
indicates that in the fourth quarter of 2003 hotel
occupancy rates declined in the 5- and 3-star
categories but increased marginally in 4-star
hotels. The sharpest drop was recorded by 5-star
hotels, as growth in the bed stock more than offset
the increase in the number of room-nights sold by
this hotel category.  At the same time, a number of
4-star hotels closed down, resulting in a reduction
of over 550 rooms in this category. Average
achieved room rates (AARR), which represent the
revenue from accommodation as a proportion of
the number of room-nights sold, declined across
all hotel categories, with the sharpest dilution

6 Under EU tax protocol, cruise ships are allowed to operate tax-free concessions only if their route includes a port of call
outside the EU.

reported by hotels in the 4-star category. The
latter occurred as a result of lower occupancy
rates and the continuing reduction of rack rates by
hoteliers in order to attract more guests. Survey
results also show that a number of 4-star hotels
compete in the same price bracket as hotels in the
3-star category.

Provisional data for the first two months of 2004
show that the number of tourist arrivals declined
by 1.7%, while cruise liner passengers fell sharply.
A fall in the number of visits by cruise ships to
Malta is anticipated as duty-free facilities will no
longer be available once Malta joins the EU.6

However, the completion of the new cruise liner
terminal in 2005 and the promotion of Malta as a
fly-cruise destination, are expected to boost the
number of port calls and cruise passengers in the
future.
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Box 1: BUSINESS PERCEPTIONS SURVEY - FIRST QUARTER 2004

Introduction
The business perceptions survey carried out by
the Bank in January and February 2004 indicates
a further decline in business confidence since the
previous survey. This mainly resulted from
increased pessimism regarding the short-term
prospects for the Maltese economy amongst
export-oriented manufacturers.  Yet, paradoxically,
the survey responses also suggest there has
been a pickup in activity in exporting firms, with
turnover improving in the last quarter of 2003.
This improvement, moreover, was expected to
continue over the following three months,
suggesting that exporters’ increased pessimism
was more related to domestic demand conditions
than to uncertainty about the international
environment.

On the other hand, locally-oriented firms were
uncertain about the prospects for the first quarter
of 2004, with real estate and professional services
firms expecting turnover to contract significantly.
The majority of firms believed that inflation and
unemployment would rise in the first half of the
year.  Nevertheless, most respondents said they
intended to increase their investment in
machinery and equipment over the coming
twelve months.

Business sentiment – first quarter 2004
Business sentiment deteriorated further in the
first quarter of 2004 (see Chart 1), as the
proportion of firms expecting the economic
situation to worsen over the coming six months
remained virtually unchanged since the previous
survey while the number projecting an
improvement continued to decline.  This
deterioration was mainly attributable to export-
oriented manufacturers in the clothing &
footwear, printing & publishing and machinery &

equipment sub-sectors.  At the same time,
locally-oriented establishments remained
pessimistic about the prospects for the Maltese
economy.  The expectations of participating firms
from the services sector (particularly real estate
and professional services) turned negative, while
sentiment amongst operators in the distributive
trades deteriorated further.  By contrast,
construction firms were much more optimistic
than in the previous survey.

Regarding the likely trend of inflation and
unemployment over the next six months, the large
majority of respondents were pessimistic,
expecting both to rise.  Yet the number of firms
reporting that they would be increasing
investment in machinery and equipment during
the year also rose.  Similarly, slightly more firms
than six months ago thought it was the right time
to initiate important developments within their
company.  Demand conditions, both the
prevailing weakness and uncertainty about the
future, remained the main factor limiting
investment plans.  There was also more concern
than previously about possible industrial action
(especially in firms in the food & beverages and
the machinery & equipment sub-sectors) and the
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EXPECTATIONS ABOUT THE ECONOMIC SITUATION OVER THE NEXT 6 MONTHS
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cost of finance (mainly in the tourism and
construction industries).

Activity levels – fourth quarter 2003
The deterioration in sentiment during the quarter
was only partly linked to a slowdown in activity/
orders.  On the export side, the majority of firms
were operating at above their normal level.  By
contrast, during the last quarter of 2003 a higher
proportion of locally-oriented establishments,
particularly in services, reported below-normal
activity/orders.

Export-oriented sectors
The survey suggests that the performance of the
export-oriented sectors improved during the last
quarter of 2003 (see Chart 2).  The number of
manufacturing firms reporting above-normal
order books increased slightly, while respondents
from the tourism sector said that activity
continued to improve.

Export-oriented manufacturers said that turnover
growth rose slightly to 1% in the fourth quarter.
As a result, capacity utilisation rose to 87% - the
highest level since the third quarter of 2001.
Sales in the machinery & equipment sub-sector
grew at a faster pace, while the drop in turnover
in the clothing & footwear sub-sector moderated.
Manufacturers of food & beverages also
reported a slight acceleration in export sales.  On
the other hand, the export performance of the
chemicals, paper & printing and other
manufacturing sub-sectors worsened.  Despite
growth in sales, profitability declined during the
quarter, as the downward trend in selling prices
persisted.  At the same time, average labour costs
rose, although the overall wage bill remained
virtually unchanged as the majority of
establishments continued to shed workers.

Respondents from the tourism industry reported
lower sales during the fourth quarter of 2003.  As

a result, tourism firms reduced their labour
complement.  But overall labour costs still rose,
while selling prices dropped, squeezing operating
margins, so that the sector’s profitability
declined accordingly.

Locally-oriented sectors
All locally-oriented sectors reported that activity/
orders were below normal during the last quarter
of 2003 (see Charts 3a & 3b).

Manufacturing establishments catering for the
domestic market reported a slight pick-up in
turnover, leading to an increase in capacity
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ACTIVITY IN THE EXPORT SECTOR
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utilisation to 77%.  Yet profits still declined over
the quarter.  Selling prices continued to fall while
the overall payroll of the sector expanded,
despite the fact that firms trimmed their labour
force.  A rise in average salaries, particularly in
the food & beverages sub-sector, offset the
decline in the number of employees.  Employment
contracted in most of the other locally-oriented
sectors, with the exception of finance and
insurance.  Profitability also fell across the board,
although real estate firms managed to record a
slight increase on the back of higher selling
prices.  Turnover weakened considerably during
the quarter, with operators in real estate and
professional services reporting a negative
turnabout in activity levels.

Outlook - first quarter 2004
Despite increased pessimism about the prospects
for the Maltese economy, export-oriented
manufacturers expected an improvement in their
own performance in the first quarter of 2004.
Turnover growth was projected to accelerate
slightly, with firms in the paper & printing and
chemicals sub-sectors predicting a recovery in
export sales.  Consequently, profits were set to
recover part of the contraction registered in the
last quarter of 2003, although firms were

projecting a further drop in selling prices.
Employment was expected to rise, fuelled by
increased demand for labour by food &
beverages manufacturers.  Tourism firms made
similar projections, anticipating a recovery in
sales and profits and a higher intake of workers.
According to respondents, selling prices were
also set to rise.

By contrast, operators in the domestically-
oriented sectors were still quite downbeat about
the prospects.  Manufacturing firms,
particularly those in the food & beverages,
furniture and chemicals sub-sectors, expected
their sales to drop in the first quarter of 2004.
Consequently, they were planning to reduce
their labour complement.  Participants from the
distributive trades, services and construction
also projected a decline in sales during the
quarter.  Real estate and professional services
firms, in particular, were quite pessimistic.
Profits were expected to contract across all
locally-oriented sectors, with the exception of
real estate where prices were projected to rise
further.  Employment was expected to decline,
although finance and insurance firms said they
would again be adding to their labour
complement during the quarter.

Overall, replies to the latest survey indicate that
while prospects for the export-oriented sectors
may be brightening, locally-oriented operators
expected a decline in activity.  Labour market
conditions were expected to remain weak, as the
rise in the demand for labour by exporters would
not be sufficient to offset anticipated
redundancies in the locally-oriented sectors.
While wage inflation was projected to persist,
selling prices were expected to recover slightly,
resulting in an improvement in profitability in
some sectors.  At the same time, most
respondents indicated that investment would
increase over the coming twelve months.
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Methodological Notes
1.  The results presented in this Box are derived from a survey carried out among 144 companies
between January and February 2004.  This periodic exercise has been conducted since 1995.  As
much as possible, the sample is kept unchanged between quarters.

2.  The surveyed firms employed 16,861 workers (nearly a quarter of all private sector workers),
and had an aggregate annual turnover of Lm527.8 million (equivalent to a third of Malta’s GDP),
of which nearly half was exported.

3.  The sample was composed of 56 manufacturing firms, 17 tourism-related enterprises, 32
operators in the distributive trades, 14 construction and real estate concerns, and 25 services
companies.  Thus, the survey has a more comprehensive coverage of the manufacturing sector
relative to other areas of the economy.

4.  Replies are weighted according to three different factors: the respondents’ relative share of
employment, local sales and export sales.

5.  The weight given to any particular firm in terms of turnover is capped at Lm20 million to
ensure that the overall results do not simply reflect the replies of the largest business concerns.

6.  The survey is somewhat biased towards medium-sized and large firms, with approximately half
of all respondents employing more than 50 workers.  Thus it may not be indicative of trends
affecting small firms.

7.  Participants are asked about their perceptions of the prospects for the Maltese economy over
the next six months and the current state of their activity levels/order books.  They are also
asked to indicate the approximate percentage change in employment, profitability, sales, imports,
finished stocks, average cost of labour and selling prices during the previous quarter, and to
make forecasts for the current one.

8.  Every six months, firms are asked about their short-term expectations for inflation and
unemployment, and whether they consider the current period to be appropriate to initiate new
developments.  They are also asked to identify their present level of capacity utilisation/
occupancy and whether they intend to invest during the following twelve months.  In addition,
participants indicate the two most important factors limiting investment and to what extent they
think a change in the cost of finance would affect them.
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Box 2: DIFFERENCES IN THE ESTIMATES

OF GDP GROWTH FOR 2003

The Central Bank of Malta’s Annual Report for
2003 included estimates for GDP growth and its
expenditure components for that year on the
basis of information available until February 2004.
In early April, the National Statistics Office (NSO)
published provisional GDP data for 2003 and
revised the data for 2002 and for the first three
quarters of 2003, which had originally been
published in late November of last year.  Table 1
presents the growth rates for GDP and its
components at constant 1995 prices, as published
by the NSO and the Bank, together with the
respective nominal growth rates of GDP.

Table 1 shows a minimal difference between the
Bank’s and the NSO’s estimates of nominal GDP
growth for 2003, at 1.7% and 1.6%, respectively.

However, whereas growth in real terms (that is on
the basis of nominal GDP converted at constant
1995 prices) is estimated by the Bank to have
increased by 0.7%, the NSO figures show that
this contracted by 1.7% during 2003. The Bank’s
estimates for 2003 were mainly based on official
data on GDP growth and its components issued
by the NSO in November 2003 and covering the
first nine months of that year.

There were essentially two factors that led to this
difference between the estimates of real GDP
growth.  First, in the case of private consumption
the Bank had forecast higher growth than the
NSO, on the basis of the initial data released by
the NSO in November, which had shown private
consumption growing by 1% over the nine-month
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period.  When the NSO released revised GDP data
for 2003 in April 2004, however, the figure for
private consumption was adjusted downwards,
such that the growth rate of this component over
the nine-month period was estimated at a
negative 0.2%.

The second factor contributing to the divergence
between the Bank and the NSO estimates of GDP
growth relates to the external balance.  In nominal
terms, the estimates for exports of goods and
services differ by just 0.1%, while the difference
with respect to imports is almost negligible.
However, the estimates of these components in
real terms differ substantially.  The NSO put the
rate of growth of imports at 6.4%, while the Bank’s
estimate stood at 3.7%.  In the case of exports the
difference is less marked (see Table 1).  The
divergence is almost entirely attributable to
different estimates of the import and export
implicit price deflators, which are applied to the
nominal external trade figures to derive the related
data in real terms.  Furthermore, since the NSO
applies the same price deflator, computed for the
year as a whole, to each of the four quarters of
that year, this effectively resulted in a revision of
the real data for each of the first three quarters of
2003 that had been published in November 2003.

As shown in Table 2, while both institutions

estimated a decline in international prices over
the year, in the case of the export price deflator,
the Bank’s estimate for 2003 stood at -0.8% while
that of the NSO is a more significant -1.3%.
Although, all else being equal, this difference
should have resulted in a sharper drop in the
Bank’s estimate of exports than that given by the
NSO, the latter made a significant upward revision
to nominal exports in the previous year.  This was
sufficiently large to generate a sharper drop in
exports during 2003 than that estimated by the
Bank, as can be seen in Table 1.  Meanwhile, the
divergence in the import price deflator was even
sharper as the NSO’s estimate showed a drop in
import prices of 3.8%, while the Bank estimated a
negative 0.7%.  As in the case of exports, this
annual estimate of the implicit price deflator for
imports was simultaneously applied to each of
the quarters of the year. This annual deflator
contrasted sharply with the one previously
estimated for the first nine months of 2003, which
had stood at a negative 0.3%.  As a result, the
growth in imports during the first three quarters
of 2003 was significantly revised upwards by the
NSO from 4.3% to 7.7%.

There are also differences in the growth
estimates of real gross fixed capital formation.
These are almost entirely attributable to
variances in the value of the implicit investment
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deflator used by the two institutions. This
deflator is heavily influenced by the import price
deflator, which is used to deflate imports of
capital equipment, which account for almost two-
thirds of investment expenditure.  Thus, while the
Bank estimated this to have increased by 2%, the
NSO data show that this dropped by 1.4%.  The
latter shows a substantial change from the
deflator used in the calculation for the first nine
months of the year, which was estimated to have
increased by 1.9%.

In Malta, the deflators applied to merchandise
trade data are the Imports Unit Value Index and
the Exports Unit Value Index.  Virtually all the
remaining components of GDP are deflated by a
specific price index.  While unit value indices may
be currently the best available price deflators as a
measure of price movements from one period to
another, they exhibit a number of deficiencies and
should be applied with caution if there is an
insufficient level of detail of item specifications or
varieties.  Although customs documents are used
in many countries as a source of information for
both values and quantities in a transaction, these

often lack the necessary detail to compile an
adequate price index.  This approach generally
leads to a less precise computation of implicit
import price deflators as against export price
deflators, because over the short term the type of
goods exported varies less than in the case of
imports, where a wide and constantly changing
range of products is involved. This problem is
particularly acute in small countries.  In addition,
in Malta the shortcomings of unit value indices
are likely to impinge to an even greater degree on
imports rather than on exports.  This is because
merchandise imports account for about 80% of
total imports of goods and services, while the
share of merchandise exports represents only
two-thirds of the total.

In summary, the differences that have emerged
between the estimates of real GDP growth for
2003 derived by the NSO and the Central Bank of
Malta appear to be mainly attributable to the
import price deflator.  This had a direct impact on
imports of goods and services in real terms and
also significantly affected the gross fixed capital
formation component in real terms.



Central Bank of Malta Quarterly Review 2004:1 37

5. THE BALANCE OF PAYMENTS
AND THE MALTESE LIRA

The current account of the balance of payments
swung into deficit in the last quarter of 2003, in line
with the normal seasonal pattern, but the deficit
widened only marginally compared to the
corresponding period of 2002. After excluding
movements in the international reserves, inflows
on the capital and financial account, which had
been partly reversed during the previous quarter,

resumed at a faster pace than that recorded in the
corresponding quarter of 2002. On the other hand,
the upward trend in the official reserves was
halted during the fourth quarter of 2003, with
reserves dropping marginally.

During the final quarter of 2003, the Maltese lira
remained broadly stable against the euro and the
pound sterling but appreciated considerably
against the US dollar.  However, going into 2004
these trends were partly reversed, as the lira
recovered moderately against the euro and
depreciated against sterling and the US dollar.
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The current account
The current account shifted into deficit in the
final quarter of the year, which corresponds to the
usual seasonal fluctuations.  At Lm42.8 million,
the deficit was marginally wider than that
registered over the corresponding period of 2002.
This minor increase masked significant
movements in the major components of the
current account. Thus, a narrower deficit on the
income account was outweighed by larger
negative imbalances on merchandise trade and
current transfers as well as lower net receipts on
services (see Table 5.1).

Chart 5.1 shows the current account deficit as a
moving sum over four quarters. This deficit
continued to widen over 2003, after having
reached a record low in 2002 that reflected
exceptionally high export receipts linked to the

sale of aircraft by the national airline company.
The Chart also shows that the four-quarter sum,
which had been widening during the first three
quarters of the year, stabilised in the final quarter.

Chart 5.1
CURRENT ACCOUNT BALANCE*
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Merchandise trade1

Customs data indicate that the shortfall on
merchandise trade increased in the fourth quarter
of 2003, rising by Lm2.8 million, or 3.9%, compared
with the same quarter of 2002 (see Table 5.2). This
was almost entirely due to a drop in re-export
receipts, which fell from Lm31.7 million to Lm29.3
million, with the decline spread across a wide
range of goods.

Domestic exports stagnated in the fourth quarter
of 2003, reflecting weak demand in the EU, Malta’s
largest export market.  Growth in exports of
chemicals and machinery & transport equipment,
which includes semi-conductors, was offset by
lower exports of miscellaneous manufactured
articles, which include clothing, and food.  The
drop in food exports was significantly influenced
by a reduction in foreign sales of fish.

Imports, which had expanded during the first three
quarters of the year, also stalled in the final quarter
when they added just Lm0.4 million.  Higher
imports of industrial supplies and consumer
goods outweighed a lower import bill on fuels and
lubricants, which probably reflected the
strengthening of the Maltese lira against the US
dollar. Imports of consumer goods continued to
expand at a faster pace than private consumption,
in line with the trend observed throughout 2003,
implying a shift in consumers’ preferences
towards foreign-made goods as trade
liberalisation proceeds.

Services and income and transfers
Compared to the corresponding quarter of 2002,
the surplus on services narrowed by Lm2.5
million to Lm37 million in the fourth quarter of
2003.  This was attributable to a drop in net

receipts on travel and a larger deficit on transport,
that outweighed a small shift to surplus on other
services.

Net travel receipts decreased by Lm2.9 million, or
6.3%, when compared to the fourth quarter of
2002.  Travel receipts rose by 2.7% despite a fall in
tourist traffic in the fourth quarter of 2003.
However, this increase was offset by a substantial
rise in travel payments, which continued to expand
rapidly over the three-month period.  The
negative balance on transport also widened by
Lm1.9 million, as a drop in receipts related to
freight and other transport services was greater
than the reduction in payments.  In contrast, the
negative balance on ‘other services’ moved into a
small surplus as payments for miscellaneous
business services decreased.

The deficit on current transfers widened by Lm3.4
million to Lm8.8 million, driven by higher outlays.
As a result, the general downward trend in the
balance on this account, that reflects growing net
private transfers to non-residents, persisted.

Conversely, the deficit on the income account
narrowed by Lm12.7 million to Lm15.4 million due
to the combined effect of a rise in interest receipts
and a drop in interest payments made by
international banks registered in Malta.  This
offset an increase in profits accruing to non-
resident shareholders in resident firms.

The capital and financial account
Net inflows on the capital and financial account,
after excluding movements in international
reserves, resumed during the fourth quarter,
increasing by Lm9.8 million compared with the
corresponding quarter of 2002 to Lm62.6 million.

1   Customs data are recorded on a cost, insurance and freight basis.  These data are then adjusted in the compilation of
balance of payments statistics to cater for differences in coverage, valuation and timing.  In addition, insurance and
freight are allocated to the services account.  As a result, the figures for imports and exports shown in Table 5.1 do not
tally with those shown in Table 5.2.
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The increase in net capital and financial inflows
was entirely due to inward direct investment.

The balance on direct investment shifted from net
outflows of Lm93.8 million in the fourth quarter of
2002 - as a result of higher repayments of inter-
company loans made by residents - to net inflows
of Lm123 million.  Direct investment inflows during
the final quarter of 2003 partly reflected the
opening of a subsidiary of an Austrian bank in
Malta as well as a loan taken by a resident non-
bank firm from its foreign parent.

On the other hand, net portfolio outflows
persisted, reaching Lm98.9 million as residents,
particularly banks, invested in foreign debt
securities.  Although net outflows picked up
compared to the same quarter of 2002, they
moderated with respect to the previous two
quarters.  Moreover, net inflows on the other
investment component dropped by Lm135.3
million to Lm38.4 million, as banks’ liabilities to
non-residents increased at a slower pace. The
repatriation of foreign assets by the non-monetary
sector under the Investment Registration Scheme
may have also contributed to the inflows
recorded on the capital and financial account
during the quarter reviewed.2

Net errors and omissions amounting to Lm27.5
million were registered on the debit side of the
balance of payments, implying an underestimation
of the deficit on the current account or an
overstatement of net inflows on the capital and
financial account, or both.   This runs counter to
the pattern seen over the previous five quarters,
when net errors and omissions were positive.

As a result of these developments, the upward
trend in the official reserves recorded in previous
quarters was arrested in the final quarter of 2003,
with the official reserves dropping by Lm7.7
million.

The Maltese lira
During the quarter under review, the Maltese lira
fluctuated narrowly against the euro and the
pound sterling, though it made significant gains
against the US dollar and the Japanese yen,
largely reflecting the strong appreciation of the
euro on international financial markets. The lira
registered a slight decline of 0.8% against the euro
and a marginal increase of 0.1% against sterling
during the quarter (see Table 5.3).  The relative
stability of the euro/Lm rate can be attributed to
the large weight allocated to the euro in the
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Maltese currency basket.  In contrast, the lira
appreciated significantly against the US dollar and
the yen, rising by 7.1% and 3.6%, respectively
(see Chart 5.2).

When compared to the fourth quarter of 2002, on
average the lira weakened by 3.3% against the
euro.  On the same basis it appreciated strongly
against the US dollar and, to a lesser extent,
against the pound sterling and the Japanese yen.

The trends observed during the final quarter of
2003 were partly reversed in the first quarter of
2004.  The lira strengthened against the euro and
depreciated against the pound sterling and the

3   The index covers twenty-five countries and uses double weights, allowing for the importance of competitor countries in
foreign markets.  Consumer price indices are used as a measure of prices.

US dollar as the dollar rallied on international
foreign exchange markets.

The nominal effective exchange rate of the
Maltese lira (NEER) ended December 0.5% higher
compared to its end-September rate. This
strengthening reflected the appreciation of the
Maltese lira, particularly against the US dollar.
The real effective exchange rate (REER) also
edged upwards, gaining 1.7% (see Chart 5.3).3

The pick-up in domestic inflation relative to that
in Malta’s trading partners and competitors
accounts for the greater part of the increase in
the REER.  In January, both the NEER and REER
rose further.
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6. GOVERNMENT FINANCE

In the fourth quarter of 2003 a surplus of Lm30.6
million on the Consolidated Fund was recorded.1

This contrasts with a small deficit in the same
quarter a year earlier and the negative balances
recorded during the first three quarters of 2003.
Nevertheless, the annual deficit on the
Consolidated Fund increased by almost Lm18
million over the previous year and reached
Lm105.3 million. Consequently, the deficit ended
the year at 5.8% of GDP, up from 4.9% in 2002.2

The fiscal retrenchment in the fourth quarter was
largely the result of a substantial increase in
revenue, although expenditure also declined (see
Chart 6.1).  The primary surplus, which excludes
interest payments from expenditure, widened by
Lm30 million, indicating a significant fiscal
tightening during the quarter.  Fiscal data for the
first two months of 2004 suggest a further
consolidation, mainly due to a drop in expenditure,

with the deficit on the Consolidated Fund
narrowing by almost Lm10 million over the same
period of the previous year.

Revenue
Revenue is estimated to have risen by around
13.3% during the fourth quarter to Lm216.4
million, one-third of the year’s total. This increase
was almost entirely driven by direct and indirect
taxes, up by an estimated Lm13.1 million and
Lm10.9 million, respectively.

The 12.9% rise in direct tax revenue is mainly the
result of an anticipated surge in income tax
receipts, which are estimated to have grown by
Lm13.8 million over the same quarter of the
previous year, reflecting the payment of tax arrears
(see Table 6.1). However, social security
contributions are thought to have declined
marginally, reflecting the reduction in the
gainfully occupied population. On the other hand,
indirect tax revenues are estimated to have risen
by around Lm11 million. Around half of this
increase reflects higher revenues from value-
added tax (VAT), in line with rising consumption
expenditure.  Higher customs and excise revenues
are also projected, on account of the increase in
duties on cigarettes that entered into effect in
January 2003.  Revenue from licences, taxes and
fines is also expected to have risen by around
Lm3.6 million.

An additional Lm1.4 million in revenues from non-
tax sources is projected, as fees collected through
the Investment Registration Scheme and higher
receipts from sundry sales and reimbursements

1   Whereas the balance on the Consolidated Fund was available at the cut-off date for this publication, further details on
the fourth quarter of 2003 were not.  Government revenue and expenditure for the period were derived from the
revised estimates for the whole year, published by the Ministry of Finance and Economic Affairs in November 2003
by subtracting the actual values relating to the first nine months of the year.  As a result, there is a small discrepancy
between the balance on the Consolidated Fund for the fourth quarter and the difference between revenue and
expenditure.

2   GDP data referred to in this chapter are based on ESA 1995 methodology.
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2002  2003
Q4 Q4 Amount %

Revenue 191.0 216.4 25.4 13.3
Direct tax 101.3 114.3 13.1 12.9
Income tax 64.6 78.4 13.8 21.3
Social security contributions2 36.7 35.9 -0.7 -1.9
Indirect tax 71.3 82.2 10.9 15.3
Value Added Tax 34.3 38.9 4.7 13.6
Customs and excise duties 15.7 18.4 2.7 17.4
Licences, taxes and fines 21.3 24.9 3.6 16.7
Non-tax revenue 18.5 19.9 1.4 7.6
Central Bank of Malta profits 0 0 0   -
Other3 18.5 19.9 1.4 7.6

Expenditure 193.1 188.2 -4.9 -2.5
Recurrent expenditure2 166.4 166.1 -0.3 -0.2
Personal emoluments 49.3 50.0 0.7 1.3
Operational and maintenance 7.2 9.0 1.8 25.7
Programmes and initiatives 73.1 76.8 3.7 5.0
Contributions to entities 21.9 15.8 -6.1 -27.8
Interest payments 14.6 14.3 -0.3 -1.8
Other 0.2 0.2 -0.1 -33.3
Capital expenditure 26.7 22.1 -4.6 -17.2
Primary balance4 12.5 42.5 30.0 +
CONSOLIDATED FUND BALANCE5 -2.1 30.6 32.7 +

4 Revenue less expenditure excluding interest  payments.
5 Revenue less expenditure.

Note: A '+' sign indicates a percentage change that exceeds +/- 100.

GOVERNMENT BUDGETARY OPERATIONS1

         Change

Lm millions

2 Government contributions to the social security account in terms of the Social Security Act 1987 are excluded
from both revenue and expenditure.
3 Includes grants but excludes revenue from sale of assets and sinking funds of converted loans.

Table 6.1

Sources:  Central Bank of Malta; The Treasury.

1 Government revenue and expenditure for the period were derived from the revised estimates for the whole year. As
a result , there is a small discrepancy between the balance on the Consolidated Fund for the fourth quarter and the
difference between revenue and expenditure.
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more than offset lower intakes from other non-tax
revenue items.3

Expenditure
Total expenditure is anticipated to have reached
Lm188.2 million in the fourth quarter - Lm4.9
million less than in 2002 - with the annual growth
rate decelerating to 4.7% from 7.2% registered in
the first three quarters of 2003. Lower capital
outlays are the main factor behind this drop,
although recurrent expenditure probably also
decreased slightly.

In the fourth quarter of 2003, capital expenditure is
expected to have dropped by Lm4.6 million. This
is mainly because substantial outlays related to
the construction of the new hospital were
recorded in the last quarter of 2002, whereas in
2003 related payments were mainly effected in the
first half of the year. However, higher subsidies for
public transport contained the drop in capital
expenditure for the quarter.

Recurrent expenditure is expected to have
remained stable at around Lm166.1 million as a
result of offsetting factors. Personal emoluments

are likely to have risen only marginally since a drop
in the number of Government employees offset
wage increases awarded under the civil service
collective agreement. Meanwhile, operational and
maintenance expenditure is expected to have
increased slightly as a result of higher expenditure
on water, electricity and other services, and
medical supplies. Higher outlays on social security
benefits boosted spending on programmes and
initiatives. However, these expenditure increases
were largely offset by lower contributions to
entities, which are projected to have dropped by
Lm6.1 million, and by lower interest payments as a
result of falling interest rates.

Government debt and financing operations
In spite of the surplus recorded on the
Consolidated Fund, gross Government debt rose
by Lm50.7 million (see Table 6.2) as the latter is
influenced by Government operations that are
not captured in the Consolidated Fund.  During
the fourth quarter, a large part of the increase in
Government debt reflected a Lm39.4 million rise in
outstanding loans.  These increased on account
of transactions related to the restructuring of the
shipyards, whereby these enterprises’

3   See fn.3, p.16.
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outstanding debts were taken on by the
Government.  These transactions had no impact
on the Consolidated Fund.  The Government also
issued bonds amounting to Lm30 million, while
Treasury bills in issue declined by Lm18.7
million.

Gross Government debt outstanding at the end
of the fourth quarter totalled Lm1,259.8 million.

Malta Government stocks, which accounted for
the bulk of the debt, stood at Lm913 million and
represented 72.5% of total Government debt.  On
the other hand, Treasury bills amounted to
Lm232.3 million, or 18.4% of outstanding debt.
Domestic and foreign borrowings, which
reached Lm41.8 million and Lm72.6 million,
respectively, together accounted for the
remaining 9.1%.
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Box 3: GENERAL GOVERNMENT DEFICIT AND DEBT

As a member of the EU, Malta is expected to fulfil
a number of economic and financial obligations.1
In the fiscal domain, the Maastricht Treaty
obliges Member States to avoid “excessive
government deficits”.  The Treaty’s provisions
are amplified in the Protocol on the excessive
deficit procedure and in the Stability and Growth
Pact. This body of EU legislation regulates the
steps to be taken when the particular reference
values for the general Government budget deficit
and nominal outstanding debt, set at 3% and
60% of GDP, respectively, are exceeded.  An
exception is provided when these ratios are
declining and approaching the prescribed
reference values.  The Stability and Growth Pact
also obliges Member States to regularly submit

data on Government deficits and debt to the
European Commission.  In order to ensure that
national data are comparable, they have to be
compiled in accordance with the prescribed
standards.2

Malta submitted its fiscal data to the Commission
in March 2004. These data, which are to be
submitted in March and September each year,
capture fiscal operations of the general
Government sector, which includes the
Consolidated Fund and other Government
accounts, as well as the balances of local
councils and extra-budgetary units (EBUs). The
latter are public non-financial companies with less
than 50% of their production costs covered by

Table 1
GENERAL GOVERNMENT DEFICIT AND DEBT

2000 2001 2002 2003

Deficit on Consolidated Fund -94.7 -85.3 -87.7 -105.3

Net borrowing of EBUs -17.1 -14.3 -17.8 -22.1

Other adjustments to the Consolidated Fund 2.4 -11.9 2.3 -48.6

Net borrowing of central Government -109.5 -111.5 -103.2 -176.0

Net lending of local Government 1.0 0.9 0.5 0.5

Net borrowing of general Government -108.5 -110.6 -102.7 -175.6
as % of GDP -6.5 -6.4 -5.7 -9.7

General Government debt 954.5 1,076.7 1,108.3 1,309.3
as % of GDP 57.1 61.8 61.7 72.0

Source: NSO.

Lm millions

1   See “Practical and Policy Issues Related to Economic and Monetary Union”, Central Bank of Malta Quarterly Review
36 (June 2003): 57-66.

2   These standards are laid down in the European System of Accounts (ESA 1995) and in the ESA95 Manual on
Government Deficit and Debt.



Central Bank of Malta Quarterly Review 2004:1 47

market sales.  These data thus provide a more
complete picture of the Government’s
operations.

In 2003 the general Government deficit widened
to Lm175.6 million, or 9.7% of GDP (see Table 1).
The deficit on the Consolidated Fund increased
by Lm17.6 million, or 1% of GDP.  The general
Government deficit was mainly boosted by a one-
off adjustment of Lm53 million, or 2.9% of GDP,
related to the restructuring of the shipyards.  The
Government took over the aggregate liabilities of
the Malta Drydocks and Malta Shipbuilding
Company Limited, net of the value of their fixed
assets and realisable debts. EBUs recorded a
deficit of Lm22.1 million, compared to a shortfall

of Lm17.8 million in 2002. Local Government had
a marginal impact on general Government
finances.

As the Table also shows, the general
Government’s nominal gross debt outstanding,
consolidated between and within the sectors of
general Government, was therefore equivalent to
72% of GDP at the end of 2003, an increase of
around ten percentage points over the previous
year.  The impact of the restructuring of the
shipyards on the Government’s debt position
was contained to Lm42 million, representing the
companies’ outstanding bank loans and
overdrafts, as the rest of their debts were owed
to Government and hence netted off.
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NEWS NOTES

LOCAL NEWS

Appointment of Director
Charles J. Falzon was appointed as Director of
the Central Bank of Malta under the Central
Bank of Malta Act for a period of five years with
effect from 7 February 2004.  An economist and
management consultant, Mr Falzon is currently a
Senior Lecturer in the Faculty of Economics,
Management and Accountancy at the University
of Malta.

Changes in the monetary policy operational
framework
On 15 January the Bank effected changes in its
monetary policy operational framework.  The
overnight deposit rate was set at 150 basis
points below the central intervention rate
(CIR), while the marginal lending rate was set
at  150 basis points above the CIR. The
remuneration rate on reserve deposits held
with the Bank was linked to the CIR at a
discount of 25 basis points, while that on
reserve deposits held by credit institutions
operating in foreign currency was linked at a
discount of 25 basis points to the policy rate
of their base currency.

Issue of commemorative coin to mark Malta’s
accession to the EU
On 27 April the Bank issued a gold coin in
Proof version as legal tender. The coin has a
finesse of 916.7, weighs 3.994g and has a
diameter of 19.3mm. The reverse shows the
flags of Malta and the EU, the date of Malta’s
accession to the EU - 1 May 2004 - and the face
value of Lm25. The obverse side depicts the

coat-of-arms of the Republic of Malta and the
year of issue.

Bond issue in Maltese liri launched by the
European Investment Bank (EIB)
On 27 February the EIB - the EU’s long-term
financing institution - launched a bond issue in
Maltese liri for the amount of Lm10 million
maturing in 2009. The EIB is thereby the first
supranational institution to have launched a
bond denominated in Maltese liri on the Malta
Stock Exchange. The issue was open to both
institutional and retail investors, carried a
coupon of 3.8% per annum, and was
underwritten by the Bank of Valletta. The bonds
were oversubscribed.

Fitch assigns credit ratings to First
International Merchant Bank (FIMBank)
On 6 January, Fitch credit rating agency
assigned FIMBank ratings of Long-term
‘BB’, Individual ‘D’ and Support ‘5’.  The
outlook for the Long-term rating was Stable.

FIMBank acquires a major shareholding in an
overseas export financing company
On 8 April ,  FIMBank plc announced the
acquisition of a 38.5% stake in Global Trade
Finance Private Ltd (GTF) for $4.58 million,
making FIMBank the second-largest
shareholder in GTF.   GTF is an Indian joint
venture company specialising in export
financing for small and medium-sized Indian
exporters. The offer is funded from the bank’s
own resources and is subject to regulatory
approval by the MFSA, the Reserve Bank of
India, and the outcome of a due diligence
exercise on GTF.
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INTERNATIONAL NEWS

ECOFIN meetings1

The ECOFIN council held three meetings during
the first three months of this year, on 20
January, 10 February and 9 March.  The council
agreed that reforms should be stepped up to
achieve the targets set in the Lisbon Agenda in
order to have a positive impact on confidence
and increase growth and employment in the
medium term.2  The council also welcomed the
view of the Economic Policy Committee (EPC) on
the Report of the Employment Task Force,
suggesting policy measures aimed at higher
employment creation in a context of sound and
sustainable public finances. The council broadly
agreed on priorities for policy action to meet the
objectives set out in the Broad Economic Policy
guidelines (BEPGs). These priorities include
promoting growth through investment,
innovation and competitiveness; increasing
flexibility in the labour market; and speeding up
the process of reform to ensure sustainable
public finances. The council concluded that the
2005 budget should provide sufficient resources

to implement the various policies of the EU
effectively, maintaining overall budget
discipline.

European Council meetings
At its meeting in Brussels on 12-13 December
2003 the European Council endorsed the
European Action for Growth which covers
investment on innovation, research and
development and on the trans-European network
infrastructure. At the Spring meeting of the
Council on 25-26 March, heads of state
discussed the economic, social and
environmental situation in the EU with particular
reference to the Lisbon Agenda.

G-7 meeting3

The G-7 meeting held at Boca Raton in Florida on
6-7 February reaffirmed the commitment of the
seven most developed nations to more flexibility
in exchange rates. They confirmed the
strengthening of the global economy as a result
of fiscal and monetary policy stimulus while
noticing the uneven pace of growth of their
economies.

1 ECOFIN is a council of the EU whose members are the ministers responsible for economic and financial affairs of the
Member States.

2 The Lisbon Agenda was launched at the 2000 EU summit in Lisbon. It aims to increase the rate of sustainable
economic growth and enable Europe to become the most dynamic and competitive knowledge-based economy in the
world by 2010.

3 Meeting of the finance ministers and central bank governors of the most developed economies, including the United
States, Japan, Germany, France, Britain, Italy and Canada.
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STATISTICAL TABLES
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GENERAL NOTES

INSTITUTIONAL BALANCE SHEETS

The balance sheets published in Tables 1.1, 1.2 and 1.3 are based on accounting principles.
Consequently, data in these Tables might differ from data shown in other Tables compiled using
statistical concepts and methodology.

MONEY AND BANKING STATISTICS

Since October 2003, the compilation of monetary statistics has been consistent with internationally
agreed statistical concepts and methodology as published in the IMF’s  Monetary and Financial
Statistics Manual (2000), ECB Regulation 2001/13 concerning the consolidated balance sheet of the
Monetary Financial Institutions (MFI) sector and the European System of Accounts (ESA 1995).

Measures of money
The Bank compiles data on three main monetary aggregates - narrow money (M1), intermediate money
(M2) and broad money (M3).

Narrow money (M1) includes the most liquid components of M3, namely currency in circulation, demand
deposits and savings deposits withdrawable on demand. Demand deposits exclude uncleared effects
drawn on deposit money banks and cheques and other items in the process of collection, but  include
non-government deposits with the Central Bank of Malta.

Intermediate money (M2) comprises M1, residents’ savings deposits redeemable at notice and time
deposits with an agreed maturity of up to and including two years.

Broad money (M3) comprises M2 and the banks’ repurchase agreements with the non-bank sector and
banks’ debt securities issues with an agreed maturity of up to and including two years. It therefore
includes the resident non-bank sector’s holdings of bank notes and coins in circulation, the resident non-
bank and non-government deposits irrespective of denomination, the banks’ repurchase agreements with
the non-bank sector and the banks’ issues of debt securities, all with an agreed maturity of up to and
including two years.

The Monetary Base (M0) is defined as currency issued and the credit institutions’ deposits with the
Central Bank of Malta. Currency issued comprises currency in circulation and holdings of national
currency by the banks in their tills. Credit institutions’ deposits with the Central Bank of Malta exclude
term deposits.

Compilation and valuation principles
Monetary statistics are based on a consolidation (or aggregation where indicated) of the monthly
financial statements provided by the local credit institutions and the Central Bank of Malta. The credit
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institutions must submit data to the Bank no later than twelve calendar days following the end of the
reporting month or quarter. Branches and subsidiaries of credit institutions operating in Malta but
headquartered abroad are also obliged to submit similar financial information.  The reporting institutions
compile monthly financial information in line with international accounting norms as issued by the
International Accounting Standards Committee. In certain instances, credit institutions are required to
submit the returns in accordance with specific statistical requirements of the Bank.

Monetary data show the stock positions, which are outstanding balances on a particular date (end-
month, end-quarter or end-year). Monetary aggregates are consolidated for the MFI sector, thus all
identifiable interbank transactions are eliminated.  Assets and liabilities are generally reported at market
or fair value and on accrual basis. Thus the effects of transactions and other events are recognised when
they occur rather than when cash is received or paid.  Transactions are recorded at the time of change in
ownership of a financial asset. Within this context, change in ownership is accomplished when all rights,
obligations and risks are discharged by one party and assumed by the other.  Instruments are reported in
accordance with their maturity at issue, that is, by original maturity. Original maturity refers to the fixed
period of life of a financial instrument before which it cannot be redeemed.

All financial assets and liabilities are reported on a gross basis. Loans - which include overdrafts, bills
discounted and any other facility whereby funds are lent - are reported at their book value and gross of
all related provisions, both general and specific.  Financial assets and liabilities that have demonstrable
value - as well as non-financial assets - are considered as on-balance sheet items. Other financial
instruments which are conditional on the occurrence of uncertain future events, such as contingent
instruments, are not given on-balance sheet recognition.   Only the gains and losses on the latter
instruments are treated as on-balance sheet.

Transactions in foreign currency are recorded in the reporting currency using the exchange rate at the
date of the transaction. At the balance sheet date, assets and liabilities denominated in foreign currencies
are converted into Maltese liri at the exchange rate in effect at the end of the reporting period.

Release of monetary statistics
Monthly consolidated monetary statistics are posted on the Central Bank of Malta 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 Bank’s monthly ‘Statistical release on
monetary aggregates and their counterparts’ and in the Central Bank of Malta’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 may either be residents or non-residents of Malta, a transactor being an 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’.

The term ‘centre of economic interest’ indicates that there exists some location within the economic



Central Bank of Malta Quarterly Review 2004:1 103

territory on or from which a unit engages, and intends to continue to engage, in economic activities and
transactions on a significant scale, either indefinitely or over a finite but long period of time (a year or
more). Those companies solely undertaking international business activities, including shipping
activities, which have a physical presence and undertake a significant degree of economic activity in
Malta, are considered as resident units.

Transactors not meeting the above-mentioned criteria are considered to be non-resident units, that is,
units that have their ‘centre of economic interest’ in other countries. Diplomatic bodies, embassies,
consulates and other entities of a foreign government located in Malta are, however, considered as
residents of the country they are representing and not of Malta.

Sector classification of the Maltese economy
The main sectors of the Maltese economy, for statistical reporting purposes, are currently subdivided by
their primary activity into:

(a) Monetary financial institutions (MFIs);
(b) Other financial institutions (including insurance companies);
(c) General government;
(d) Non-financial companies;
(e) Households and non-profit institutions.

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

(a) Monetary financial institutions (MFIs) consist of:
i. The central bank, which is the national financial institution that exercises control over key aspects
of the financial system and whose principal function it is to issue currency, to maintain the internal
and external value of the currency and to hold all or part of the international reserves of the country.

ii. The credit institutions, whose business it is to receive deposits and/or close substitutes for
deposits from entities other than MFIs and, for their own account (at least in economic terms), to
grant credits and/or make investments in securities. Credit institutions licensed in Malta comprise
banks licensed by the competent authority under the Banking Act (Cap. 371). In accordance with
the Banking Co-ordination Directives of December 1977 and December 1989 (77/780/EEC and 89/
646/EEC), a credit institution is “an undertaking whose business is to receive deposits or other
repayable funds from the public - including the proceeds arising from the sales of bank bonds to
the public - and to grant credit for its own account”.

This sector is also subdivided into deposit money banks (DMBs) and international banking
institutions (IBIs), the latter as from January 1995.  DMBs are credit institutions that accept deposits
and grant loans to both residents and non-residents.   IBIs are credit institutions that accept
deposits and grant loans predominantly to non-residents.  Other banking institutions (OBIs),
comprising mainly long-term lending institutions, were included with the banking sector category
up to December 2000.
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(b) Other financial institutions consist of:
i.  Other financial intermediaries and financial auxiliaries, except insurance companies and
pension funds - this subsector consists of non-monetary financial companies (excluding insurance
companies and pension funds) principally engaged in financial intermediation by incurring
liabilities in forms other than currency, deposits and/or close substitutes for deposits from
institutional units other than MFIs. Financial auxiliaries consist of companies which are principally
engaged in auxiliary financial activities, that is, activities closely related to financial intermediation,
but which are not financial intermediators themselves.

ii.  Insurance companies and pension funds, which comprise non-monetary financial companies
principally engaged in financial intermediation as the consequence of the pooling of risks. Insurance
companies consist of incorporated mutual and other entities whose principal function is to provide
life, accident, health, fire or other forms of insurance to individual institutional units or group of
units. Pension funds included in this sector are those that are constituted as separate from the units
that created them. They are established for the purposes of providing retirement benefits for
specific groups of employees.

(c) General government:
General government includes all institutional units principally engaged in the production of non-
market goods and services intended for individual and collective consumption and/or in the
redistribution of national income and wealth. For statistical reporting purposes, the sector general
government in Malta comprises the central government sector and the other general government
sector, the latter comprising solely the local government sector.

i.  Central government includes all administrative departments of the state and other central
agencies whose competence extends over the whole economic territory. It thus includes
departments, ministries, and offices of government located in the country and embassies,
consulates, military establishments and other institutions of government located outside the
country. Also included in this sector are the public non-market units. These comprise those
institutional units under public control that are principally engaged in the production of goods
and services not usually sold on a market and/or involved in the redistribution of national income
and wealth. These units/entities do not charge “economically significant” prices and/or did not
cover at least 50% of their production costs in sales over the last years.

ii.  Other general government in Malta comprises solely the local government sector. Local
government includes administrative departments, councils or agencies whose competence covers
only a restricted part of the economic territory of a country.

(d) Non-financial companies:
This sector comprises companies not engaged in any form of financial intermediation but engaged
principally in the production of market goods and non-financial services. Included in this sector are
market-producing co-operatives, partnerships and sole proprietorships recognised as independent
legal entities. This sector includes public non-financial companies, that is, companies that are
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subject to control by government units, and private non-financial companies, that is, companies
controlled by non-government resident or non-resident units.

(e) Households and non-profit institutions:
This sector comprises individuals or groups of individuals as consumers and producers of goods
and non-financial services exclusively intended for their own final consumption. Included in this
sector are non-profit institutions principally engaged in the production of non-market goods and
services intended for particular sections of households.

Financial market indicators
The statutory interest rates used by the Central Bank of Malta and other indicative bench-mark money
market rates are given as end-of-period rates as a percentage per annum.  The repurchase agreement/term
deposit rates are the prevailing rates actually dealt in at the end of the month or the rates offered by the
Central Bank of Malta. The interbank market offered rates shown are the prevailing rates in dealings
between banks in the official interbank market.

The weighted average deposit rates on current, savings and time deposits pertain to the deposit money
banks’ interest rates applicable on resident Maltese lira deposits. The weighted average rate on time
deposits is calculated on time deposits with a one year maturity. These rates 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
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, which are obtained from the official rates
quoted by the Treasury, are primary market weighted average yields. These are weighted averages of the
rates attached to the bills that are taken up by the bidders at the weekly auction. Treasury bills are
classified by original maturity.  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 MSE share index measures movements in the price of all ordinary shares listed in the official list of
the MSE. It is a market capitalisation index which weights the price and number of shares of each listed
firm. The index has a base of 1,000 initiating on 27 December 1995.

International reserves
The international reserves concept is in line with the IMF’s Balance of Payments Manual (BPM5). 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.
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PUBLIC DEBT STATISTICS
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 MSE. 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 of Malta on behalf of government -
these loans already feature in the calculation of government external debt.

STATISTICS ON EXTERNAL TRANSACTIONS
Tables 4.1 and 4.2 show the end-of-period and average exchange rates of the Maltese lira against other
main currencies, respectively. These Maltese lira exchange rates are calculated on the arithmetic mean of
the daily opening and closing Central Bank of Malta midpoint rates. The Bank also releases further
related information on its website.

GOVERNMENT FINANCE AND REAL ECONOMY INDICATORS
Public finance, trade, national accounts and other general economic statistics are obtained from the NSO
and the Ministry of Finance and Economic Affairs.  Further details may be obtained from the website of
the NSO. Statistics on building and construction are obtained from the Malta Environment and Planning
Authority.


