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The Hon Mr Clyde Caruana B.Com. (Hons) Economics, M.A. Economics 
Minister for Finance and Employment 
30, Maison Demandols, 
South Street, 
Valletta. VLT 2000 
 

 

Dear Minister, 

 

 

OVERALL ASSESSMENT OF THE MACROECONOMIC AND FISCAL 

FORECASTS PRESENTED IN THE DRAFT BUDGETARY PLAN 2023   

 

 

As a follow-up to the letter of endorsement in relation to the macroeconomic forecasts, 

dated 17 October 2022, the Malta Fiscal Advisory Council is hereby presenting the full 

assessment report of the Draft Budgetary Plan 2023, in terms of the Fiscal 

Responsibility Act. The MFAC’s Report has a cut-off date of 22 November 2022. 

Compliance with the fiscal rules is not assessed in view of their temporary suspension, 

as per European Council agreement reached on 23 March 2020. 

 

The current year has been marked by the geopolitical tensions between Ukraine and 

Russia, which challenged the prospects of a global economic recovery following the 

fallout from the COVID-19 pandemic. The fiscal support measures in relation to the 

COVID-19 pandemic, as well as the supportive budgetary measures to control 

inflationary pressures imported from abroad, have been instrumental in ensuring 

economic stability and promoting economic growth and job creation. However, this 

came at the cost of recording consecutive fiscal deficits (following a situation where 

between 2016 and 2019, the Maltese government recorded fiscal surpluses), which 

surpasses the 3.0% deficit-to-GDP ratio benchmark. The MFAC favourably notes that 

in 2022 and 2023, the DBP targets a reduction in the fiscal deficit ratio, to 5.8% of GDP 

and 5.5% of GDP, respectively. This target aligns with the intention to bring public 

mailto:info@mfac.org.mt


 

finances on a sustainable track and within the 3.0% ceiling specified in the Stability 

and Growth Pact by 2025. Furthermore, the MFAC also positively notes that the public 

debt-to-GDP ratio is expected to remain under the 60.0% threshold level for the 

forecast horizon period covered in the MFAC’s assessment. 

 

Overall, the Council considers the macroeconomic and fiscal forecasts for 2022 and 

2023 to be within its endorsable range. They embed the assumptions used and the 

information available at the time the Draft Budgetary Plan was produced. The Council 

also confirms the existence of ‘exceptional circumstances’ which under national and 

European law allow for greater flexibility in the conduct of fiscal policy. 

 

The Council highlights the critical role of key assumptions, particularly those relating 

to the geopolitical tensions between Russia and Ukraine, the supply-chain disruptions 

ensuing from the COVID-19 pandemic and the targeted support measures to maintain 

stability in the prices of basic commodities, particularly energy prices, in shaping the 

macro-fiscal scenario over the period 2022 to 2023. Any material departure from such 

assumptions could deviate the outturn, possibly significantly, from that presented in 

the Draft Budgetary Plan. 

 

Indeed, to ensure consistency, the Council’s assessment was carried out using the 

assumptions specified in the Draft Budgetary Plan and the information available when 

the official macroeconomic and fiscal forecasts were produced. The MFAC opines that 

real and nominal GDP growth could turn out higher than indicated in the Draft 

Budgetary Plan both in 2022 and 2023. This assessment is supported by the analysis 

and risk outlook for each GDP expenditure component. 

 

The Council’s assessment of the individual revenue and expenditure components of 

the fiscal budget takes the macroeconomic forecasts as given. The MFAC assesses 

the risk outlook for the fiscal balance to be positive both for 2022 and 2023, that is, a 

lower fiscal deficit could materialise than projected by the MFE. There is scope for the 

fiscal balance-to-GDP ratio and the public debt-to-GDP ratio to be more favourable. 

This assessment is supported by the analysis and risk outlook for the various revenue 

and expenditure components. The forecasts produced by other reputable institutions 

corroborate the plausibility of the GDP and fiscal ratios estimates. 

 



 

The MFAC understands that since the budgeting process in Malta is built on the 

Consolidated Fund framework, the ESA forecasts at a component level are partially 

driven by approximations and by assuming fixed ratios. In this respect, the Ministry 

may consider the merit of shifting the emphasis to a budgeting framework which is 

more driven by the ESA framework. This would help improve the robustness of the 

specific forecasts at a component level. Likewise, more detailed information about the 

envisaged stock flow-adjustments and their economic interpretation would be useful. 

 

The fiscal space in Malta, which was available pre-pandemic because of the stream of 

fiscal surpluses and the low level of public debt, proved very valuable by making 

possible the implementation of aggressive fiscal support measures. In this respect, the 

MFAC considers that the rebuilding of fiscal space should again be prioritised to have 

adequate buffers to counteract any future adverse shocks and to enhance the overall 

resilience of Malta’s economy. It is important that the government pursues the plan to 

consolidate further towards a fiscal balance, in view of the planned reform of the EU 

economic governance framework. 

 

Finally, the Council would like to express its sincere gratitude to the staff at the Ministry 

for Finance and Employment for the ongoing fruitful collaboration and assistance.  

 

Yours sincerely, 

 

John Cassar White 

Chairman 
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Executive Summary 
 

 

 

This Report, whose cut-off date is 22 November 2022, assesses the macroeconomic 

and fiscal forecasts for 2022 and 2023 contained in the Draft Budgetary Plan, which 

the Ministry for Finance and Employment submitted to the European Commission on 

17 October 2022. 

 

Both the macroeconomic and the fiscal forecasts lie within the endorsable range of the 

Fiscal Council. However, the Council highlights the critical role of key assumptions, 

particularly those relating to the geopolitical tensions between Russia and Ukraine, the 

supply-chain disruptions ensuing from the COVID-19 pandemic and the targeted 

support measures to maintain stability in the prices of basic commodities in shaping 

the macro-fiscal scenario over the period 2022 to 2023. Any material departure from 

such assumptions could deviate the outturn, possibly significantly, from that presented 

in the Draft Budgetary Plan. 

 

The official outlook points to a 6.0% growth rate in real GDP in 2022 and a 3.5% growth 

in 2023. Against this background, the fiscal deficit is expected to remain elevated but 

lower than that registered in 2021. Indeed, the fiscal deficit is expected at 5.8% of GDP 

and 5.5% of GDP in 2022 and 2023, respectively. The public debt ratio is expected to 

increase slightly in the next two years but to remain under the 60.0% threshold 

indicated in the SGP, 57.0% and 59.1% in 2022 and 2023, respectively. 

 

Based on the information set available by the cut-off date, the Fiscal Council highlights 

a number of possible upside risks, as well as downside risks, to the macroeconomic 

and fiscal forecasts presented in the DBP. Based on the information available by the 

cut-off date, the MFAC’s risk outlook suggests positive risks for real GDP growth in 

2022 and 2023. Concomitantly, the MFAC’s risk outlook for the fiscal deficit is positive 

for 2022 and 2023, that is, the MFAC expects a lower fiscal deficit than projected by 

the MFE. The effect of a possible lower fiscal deficit and higher nominal GDP growth 

in 2022 and 2023 leads to a positive risk outlook vis-à-vis the public debt ratio. 

 

The Fiscal Council notes that the activation of the general escape clause in the Stability 

and Growth Pact and in the Fiscal Responsibility Act permits the Government to take 

all the initiatives deemed necessary to mitigate the adverse effects created by the 
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pandemic and ensuing supply-chain disruption and the subsequent Russia-Ukraine 

war. Counter-cyclical fiscal policy is expected to stimulate economic recovery. At the 

same time, the Council would again like to emphasize the importance that when 

economic conditions allow, the fiscal stance should again be aimed at achieving 

prudent medium-term fiscal positions. 
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Chapter 1 

Introduction 
 

 

Each year, countries that form part of the Euro Area (EA) must submit a Draft 

Budgetary Plan (DBP) to the European Commission (COM).1 The European 

Commission assesses the plans to ensure that economic and fiscal policies among 

Member States sharing the euro as their currency is coordinated and that they all 

respect the EU’s economic governance rules based on the requirements of the Stability 

and Growth Pact (SGP). Malta’s DBP for 2023 presents the updated official 

macroeconomic and fiscal forecasts prepared by the Ministry for Finance and 

Employment (MFE) for 2022 and 2023. The fiscal forecasts presented in the DBP also 

include projections for 2024 and 2025. In line with the requirements of Article 16 of the 

Fiscal Responsibility Act (FRA) (Cap. 534 of the Laws of Malta), the assessment and 

endorsement presented in this report by the Malta Fiscal Advisory Council (MFAC) 

covers 2022 and 2023 and should not also be construed to include an endorsement of 

the outer years. The forecasts presented in the DBP update the vintages published in 

April 2022 as part of the Update of the Stability Programme (USP). 

 

EU regulations specify that when the government produces macroeconomic forecasts, 

these must be endorsed by an independent institution. The FRA prescribes that this 

role is performed by the MFAC. To this effect, on 17 October 2022, the Chairman of 

the MFAC addressed a letter to the MFE confirming that, on the basis of detailed 

analysis and bilateral discussions, and after taking due consideration of the uncertainty 

inherent in macroeconomic forecasts as a result of the geopolitical tensions between 

Russia and Ukraine and the supply-chain disruptions ensuing from the COVID-19 

pandemic, the macroeconomic forecasts for 2022 and 2023 were considered to lie 

within the Council’s endorsable range.2 This Report contains the analysis carried out 

to support the endorsement of the macroeconomic projections. It also contains the 

assessment pertaining to the endorsement of the fiscal forecasts for 2022 and 2023 

outlined in the DBP.3 

 

 
1 The DBP for 2023 submitted by each country can be found here.  
2 A copy of the letter is available here. 
3 The FRA does not prescribe that the endorsement of the fiscal forecasts should take place before 

the publication of the DBP. Hence, the detailed fiscal forecasts and measures underpinning the 
DBP were forwarded to the Council after the document was published, in line with the approach 
adopted in previous years. 

https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/annual-draft-budgetary-plans-dbps-euro-area-countries/draft-budgetary-plans-2023_en
https://mfac.org.mt/wp-content/uploads/2022/10/Draft-Budgetary-Plan-MFACs-Letter-of-Endorsement.pdf
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In March 2020, the general escape clause of the SGP was activated. This clause 

introduced flexibility in the European fiscal framework and allowed deviations from the 

SGP’s preventive or corrective arms to rapidly respond and implement emergency 

measures to mitigate the economic and social impact of the pandemic. These 

initiatives ultimately translated into higher fiscal deficits and larger public debts across 

the EU without, however, being in breach of the fiscal rules. The assessment of 

compliance with the fiscal rules by the MFAC was also suspended, and this situation 

will remain in place until the general escape clause is revoked and the situation is no 

longer considered exceptional. The MFAC confirms that the situation of ‘exceptional 

circumstances’ defined in the SGP and replicated in the FRA, still persists.4,5 

 

This Report has a cut-off date of 22 November 2022 and is structured as follows. 

Chapter 2 reviews the methodologies and assumptions used in preparing the 

macroeconomic and fiscal forecasts. Chapter 3 evaluates the expected trajectory for 

the main macroeconomic variables for 2022 and 2023, and where relevant, identify 

possible upside or downside risks. Chapter 4 compares the latest macroeconomic 

forecasts with those published in the USP 2021 – 2024, and those produced by other 

reputable institutions. Chapter 5 focuses on the fiscal projections for 2022 and 2023, 

examining the plausibility of the anticipated trajectories for the main revenue and 

expenditure components in the budget. It also assesses the envisaged fiscal balance 

and public debt dynamics and identifies the direction of risk vis-à-vis the official fiscal 

targets. Chapter 6 compares the fiscal scenario presented in the DBP to that outlined 

in the USP, and to the latest fiscal forecasts published by other reputable institutions. 

Chapter 7 presents the Report’s conclusions. 

 

 

  

 
4 FRA Article 2(1) defines exceptional circumstances as “a period during which an unusual event 

outside the control of the State has a major impact on the financial position of the general 
government, or a period of severe economic downturn within the meaning of the Stability and 
Growth Pact”. 
5 In 2021, the MFAC signed a Memorandum of Understanding (MOU) with the MFE to clarify the 

procedures and documents necessary when the situation of ‘exceptional circumstances’ is invoked 
or terminated. The MOU is available here. 

https://mfac.org.mt/wp-content/uploads/2021/08/MOU.pdf
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Chapter 2 

Forecast methodologies and assumptions 
 

 

2.1  Preparation of the macroeconomic forecasts 

 

The methodology used by MFE to produce macroeconomic estimates remained 

unchanged from earlier forecast rounds. Indeed, the MFE relies mainly on STEMM 

(Short-Term Quarterly Economic Forecasting Model) to produce its macroeconomic 

projections.6 The MFE routinely updates the model equations to ensure that they reflect 

up-to-date macroeconomic relationships of the Maltese economy.  

 

The model solution and forecasts are based on several exogenous assumptions about 

the external economy produced by Consensus Economics, the European Commission, 

and the European Central Bank (ECB). The model allows for expert judgment based 

on ad hoc information and routine discussions with key stakeholders, namely 

government departments, authorities, and the private sector. Given Malta’s small size 

and high degree of openness, expert judgement is important. Expert judgement 

bridges the gaps not addressed by an aggregate demand model, including supply-side 

factors which may significantly influence the Maltese economy. Indeed, the value 

added, employment, investment plans, and trade prospects at a sectoral level, which 

are influenced by highly specific factors, are significantly shaped by this understanding.  

 

During periods of heightened uncertainty, the need for expert judgment becomes even 

more essential. The international economic environment has remained weak and 

characterised by high uncertainty. The geopolitical conflict between Russia and 

Ukraine, the growing risks of stagflation, especially at a eurozone level, the soaring 

debt levels, the supply-chain disruptions ensuing from the COVID-19 pandemic, global 

warming and climate change, and rising social instability, represent a major headwind 

to global economic growth This further emphasises the importance of such expert 

judgment, as previous empirical relationships may not be able to capture these one-

off developments fully. This is especially important for sensitive economic drivers like 

gross fixed capital formation and sectors more susceptible to these shocks, such as 

wholesale and retail trade and tourism. 

 
6 STEMM is a quarterly demand-driven model used by the Ministry for Finance and Employment to 
produce macroeconomic projections. Technical details about this model can be found here. 

https://mfin.gov.mt/en/epd/Pages/Library.aspx
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2.2 Assumptions underpinning the macroeconomic forecasts 

 

The exogenous assumptions on which the macroeconomic forecasts are based on 

continued to be obtained from authoritative and reputable sources.7 The September 

2022 edition of ‘Consensus forecasts’ was the main source for the assumptions 

relating to the exchange rate of the euro with respect to the US dollar and sterling, 

world prices, oil prices, and real GDP growth of Malta’s main trading partners.8 These 

assumptions are also supplemented by data from the ECB (exchange rates), the COM 

(real GDP growth) and the US Energy Information Administration (oil prices). In turn, 

the interest rate assumptions were derived by converting the monthly rates published 

by the European Central Bank (ECB) into quarterly averages and keeping these values 

unchanged over the forecast horizon.9 In relation to the long-term interest rate, MFE 

assumes the spread between short-term and long-term bond yields to be maintained 

during the forecast horizon. The trajectories of the exogenous variables assumed in 

the DBP are compared to the figures used in the Update of the Stability Programme 

2022-2025 (see Chart 2.1).  

 

With respect to the US dollar, the euro is expected to be weaker in both forecast years 

compared to the values assumed in the USP. Notwithstanding, the euro is still 

expected to depreciate in 2022 but to a larger extent than anticipated in the USP, and 

then appreciate slightly in 2023. On the other hand, the value of the euro with respect 

to the sterling is anticipated to be stronger in both 2022 and 2023 when compared to 

those assumed in the USP. Indeed, the euro is expected to appreciate in relation to 

the sterling in both 2022 and 2023. 

 

The COVID-19 pandemic and the conflict between Ukraine and Russia have created 

price disruption due to global supply shortages and increases in energy prices. As a 

result, the DBP assumes that world prices will increase by 22.5% in 2022 and a further 

4.9% in 2023. Although the trajectory is similar to that assumed in the USP, the 

magnitude of the price increases is now expected to be more elevated. The outlook for 

oil prices in the DBP also follows a similar path to that expected at the time of the USP. 

 
7 The cut-off date for the Consensus forecasts used by MFE was 12 September 2022. 
8 The monthly publication by Consensus Economics surveys professional forecasters for their 
estimates of a range of macroeconomic variables.  
9 Source: 
https://www.ecb.europa.eu/stats/financial_markets_and_interest_rates/long_term_interest_rates/ht
ml/index.en.html 
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The price of Brent crude oil is expected to rise to an average of US $101.7 per barrel 

in 2022 and then decelerate to US $89.8 per barrel in 2023.  

 

Chart 2.1: Main macroeconomic assumptions 

  

  

 

 

 
Note: The DBP presents forecasts for 2022 and 2023 thus, the assumptions covered only these two 
years. The USP shows actual estimates for 2021 while 2022 and 2023 represent forecasts. 
Source: MFE 

 

The profile for world demand is explained using real GDP developments in Malta’s 

main trading partners weighted by trade linkages as a proxy. The DBP shows that real 

world GDP growth is expected to decelerate from 4.7% in 2021 to 2.3% in 2022 while 

no growth is anticipated in 2023. The assumptions presented in the DBP are lower 

than those estimated in the USP, which reflects the worsening global economic 

conditions, primarily as a result of the ongoing Russia-Ukraine war.  
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The long-term and short-term interest rates are expected to be more elevated in the 

DBP than expected in the USP. In the DBP, the assumption for the short-term interest 

rate is that it will increase to 0.5% in 2022 and rise to 2.0% in 2023. At the same time, 

the long-term interest rate is expected to increase to 3.0% in 2022 and to 4.5% in 2023. 

 

Along with the exogenous variable assumptions, the MFE also adopts an assumption 

regarding the contribution of the inventory component to real GDP growth. In 2022 this 

component is assumed to contribute negatively by 0.1 pp, in line with the data available 

for the first half of the year. On the other hand, in 2023, the value of inventories is 

assumed to exert no material impact on real GDP growth. Additionally, with respect to 

tourist inflows, in the DBP, the MFE continues to adopt a conservative approach. 

Inbound tourists are expected to reach 75.0% and 85.0% of 2019 levels in 2022 and 

2023, respectively. 

 

2.3 The preparation of the fiscal forecasts    

 

The methodology used to prepare the fiscal forecasts remained similar to the process 

adopted in previous years. Government departments and entities provide their input 

through cash-based estimates of receivable and payable amounts. Such estimates are 

based on past trends, expert judgement and expectations, updates for specific 

government measures and changes in legislation, and outstanding creditor and debtor 

balances, amongst other factors.  

 

This bottom-up approach is supplemented with a top-down approach, using the 

accrual-based European System of National and Regional Accounts (ESA). This 

process involves forecasting budget items using estimated relationships with their 

respective macroeconomic proxy bases. The main purpose of these top-down 

calculations is to maintain prudence and consistency between the fiscal projections 

and the official macroeconomic outlook. This step is also necessary since the fiscal 

forecasts need to be presented in ESA data for official purposes, even though the 

budgeting process in Malta is primarily prepared and driven by the figures included in 

the Consolidated Fund.10 

 

 
10 Developments in the Consolidated Fund are not directly comparable to official statistics based on 
ESA. The former is primarily cash-based, while ESA has a broader coverage and includes accrual 
adjustments. 
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Different estimates based on alternative macroeconomic and fiscal scenarios are also 

thoroughly examined. A final decision is then taken to select the revenue and 

expenditure estimates consistent with the baseline macroeconomic outlook which are 

deemed achievable and appropriate to serve as the official fiscal targets.  

 

The main development in this forecast round is the government’s commitment to 

continue supporting the economy via energy price subsidies. Various scenarios were 

simulated by the MFE, and the estimates of the impact of such measures on 

households are described in the DBP. Prices are assumed to remain elevated in 2023, 

with the government allocating substantial expenditure (2.4% and 3.4% of GDP in 2022 

and 2023, respectively) to maintain stability in energy prices. Measures relating to the 

COVID-19 pandemic are now mostly phased out and are assumed to remain as such 

over the forecast horizon.  

 

2.4 Risk outlook presented by MFE in the Draft Budgetary Plan 

 

Any departure from the assumptions used by MFE could deviate the macroeconomic 

and fiscal outturn from the outlook presented in the official forecasts. Therefore, the 

DBP presents a range of real GDP growth and fiscal balance outcomes that could arise 

based on alternative scenarios that are more positive or negative than the baseline 

(see Chart 2.2 and Chart 2.3).  

 

The scenarios considered by MFE included: (i) different rates for global economic 

growth; (ii) higher interest rates; (iii) different tourism forecasts; (iv) weakening of the 

euro exchange rate; (v) increased competitiveness; (vi) higher labour supply growth; 

and (vii) international stagflation. 

 

In general, all scenarios point to positive real GDP growth in 2022 at all confidence 

levels. On the other hand, the wider range of estimates calculated for 2023 portrays 

real GDP growth rates which are mostly positive but also include negative growth rates 

both at the 70.0% and 90.0% confidence levels. In general, the balance of risk is upside 

for 2022, and marginally downside for 2023. 
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Chart 2.2: Alternative real GDP growth forecasts (%) 

 

Source: MFE 

 

 

Chart 2.3: Alternative projections for the fiscal balance (%) 

 

Source: MFE 

 

On the fiscal side, the range of estimates for the balance (based on the identical 

alternative scenarios for the real GDP growth fan chart) encompasses the possibility 

of a reduction and a widening of the fiscal deficit in both 2022 and 2023. On balance, 

throughout the forecast horizon, risks are on the downside for the attainment of the 

projected budget balance, that is, there is a wider range of possibilities that the fiscal 



 

15 
 

deficit is more negative in both years. The main caveat of this analysis is that these 

calculations show fiscal estimates based exclusively on alternative macroeconomic 

scenarios and do not consider specific fiscal risks which might materialise. 
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Chapter 3 

Assessment of the macroeconomic forecasts 2022 - 2023 
 

 

3.1 Macroeconomic outlook 2022 – 2023 

 

The Maltese economy recovered strongly in 2021, as real GDP increased by 10.3%, 

following a contraction of 8.3% in 2020, surpassing its 2019 pre-pandemic level. The 

expansion in economic activity was mainly driven by domestic demand. Net exports 

also contributed positively, although to a lesser extent. The ‘wholesale and retail trade, 

transportation and storage and accommodation and food services activities’ sector and 

the ‘professional, scientific and technical activities’ sector took the largest hit during the 

pandemic. Indeed in 2020, these sectors combined contributed negatively by around 

8.0 pp to total GVA growth (see Chart 3.1). In 2021, all sectors started to recover, and 

all contributed positively to GVA growth. The main contributors to GVA growth in 2021 

were wholesale and retail trade, public administration, information and communication, 

and the professional services sectors. Data on the first half of 2022 shows that GVA 

growth is still elevated with growth emanating from all sectors, but mostly from the 

wholesale and retail trade sector. 

 

The geopolitical tensions between Russia and Ukraine, the supply-chain disruptions 

ensuing from the COVID-19 pandemic and the targeted support measures to maintain 

stability in the prices of basic commodities represent a major headwind to global 

economic growth.  Nonetheless, the MFE anticipates that the domestic economy will 

continue to grow, supported by robust corporate and consumer balance sheets. 

 

Chart 3.1: Growth of Gross Value Added by sector and contribution to growth  
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Source: Eurostat and MFAC calculations 

 

Indeed, the MFE forecasts real GDP to grow by 6.0% in 2022, and thereafter ease to 

3.5% in 2023 (see Chart 3.2 and Table 3.1). On the other hand, nominal GDP is 

expected to grow by 11.3% in 2022 and to moderate to 7.3% in 2023, similar to the 

slowdown in the real GDP growth forecast. The difference partly reflects the 

deceleration in the GDP deflator from 5.0% in 2022 to 3.8% in 2023. 

 

Chart 3.2: Growth rates of real GDP components – chain-linked volumes (%) 

 

Source: MFE 
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Table 3.1: Macroeconomic variables 2020 – 2023 (%) 

Note: Figures for 2020 and 2021 are actual, while figures for 2022 and 2023 are forecasts. All 
figures are sourced from MFE. 
*Includes Non-Profit Institutions Serving Households (NPISH) 
Source: MFE and NSO 

 

In 2022, all GDP expenditure components are expected to grow apart from gross fixed 

capital formation, which following an increase of 17.3% recorded a year earlier, is now 

anticipated to record a declining growth of 6.8%. Government consumption 

 2020 2021 2022 2023 

Real GDP components     

Private final consumption expenditure*  -10.2 7.1 8.0 4.0 

General government final consumption                
expenditure 

15.7 6.7 11.7 -2.4 

Gross fixed capital formation -7.7 17.3 -6.8 5.9 

Exports of goods and services -3.8 9.0 5.7 2.5 

Imports of goods and services -0.2 8.0 4.9 2.0 

Real GDP -8.3 10.3 6.0 3.5 

Contribution to real GDP growth      

Domestic demand (pp) -3.6 8.1 4.4 2.5 

Inventories (pp) 0.6 -0.4 -0.1 0.0 

Net exports (pp) -5.3 2.6 1.8 0.9 

Deflators     

Private final consumption expenditure 1.2 1.2 5.1 3.8 

General government final consumption 
expenditure 

2.1 2.6 3.4 2.3 

Gross fixed capital formation 0.9 2.9 8.4 4.2 

Exports of goods and services 0.7 2.0 4.1 3.2 

Imports of goods and services 0.5 2.2 4.3 2.9 

GDP deflator 1.5 1.8 5.0 3.8 

Labour market     

Employment (National Accounts definition) 2.8 2.9 4.0 3.4 

Unemployment rate (%) (LFS definition)  4.4 3.4 3.1 3.1 

Nominal compensation of employees 1.8 8.0 7.0 6.7 

Nominal compensation per employee  -0.7 4.8 2.9 3.1 

Labour productivity (real GDP per person 
employed) 

-10.8 7.2 1.9 0.0 

Other macroeconomic variables     

Inflation rate (%) (based on the HICP)  0.8 0.7 5.7 3.7 

Nominal GDP -6.9 12.3 11.3 7.3 
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expenditure is anticipated to expand fastest, up by 11.7% from the previous year. 

Private final consumption expenditure is expected to increase by 8.0% this year on the 

back of a strong labour market and moderate increases in compensation per 

employee, amid inflationary pressures. Exports are prospected to grow by 5.7% in 

2022. Despite the weakening in the international economic environment, a number of 

key sectors in the Maltese economy managed to attain export market shares relative 

to their foreign counterparts and is expected to remain the case for the second half of 

the year. The developments in domestic and external demand in turn, raise imports by 

4.9% in 2022. 

 

In 2023, investment is expected to grow by 5.9%, following a decline in the previous 

year. On the other hand, the trajectory for both private consumption and exports 

indicates a more subdued growth of 4.0% and 2.5%, respectively. Meanwhile, fiscal 

consolidation efforts are expected to lead to declining growth in government 

consumption of 2.4%. Imports are expected to increase by 2.0% on the back of 

developments in domestic and external demand.  

 

Chart 3.3: Contributions to real GDP growth (pp) 

  

Source: MFE 

 

Domestic demand is still anticipated to be the main driver of real GDP growth in both 

2022 and 2023, contributing 4.4 percentage points and 2.5 percentage points, 

respectively (see Chart 3.3). The expected contribution to growth from net exports is 

positive in both forecast years at 1.8 percentage points in 2022 and 0.9 percentage 
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points in 2023. The contribution to growth from inventories is assumed to be marginally 

negative in 2022, whereas in 2023, they exert no material impact on growth. 

 

Economic growth is expected to remain rather job-rich, and as a result, employment 

growth is forecast to remain sustained, albeit slower than in pre-pandemic years. The 

unemployment rate is expected to remain relatively low at 3.1% in 2022 and 2023. 

Heightened inflationary pressures are expected in 2022. In 2023, inflation is expected 

to decelerate but remain alleviated over the price stability threshold as defined by the 

European Central Bank. 

 

 

3.2 Private consumption 

 

Real private consumption increased by 7.1% in 2021 after contracting by 10.2% in 

2020. This growth reflected the buoyancy of the labour market, subdued inflation rate 

and strong increases in compensation per employee growth, partly attributed to a base 

effect.  

 

Data on the Classification of Individual Consumption by Purpose (COICOP) show that 

the nominal growth in private consumption was broad-based, save for communication 

which decreased by 0.6% compared to 2020 (see Chart 3.4). The fall in nominal private 

consumption expenditure in 2020, mainly stemmed from negative contributions to 

growth from restaurants and hotels (-14.2 pp), recreation and culture (-3.1 pp) and 

transport (-2.7 pp).  On the other hand, the increase in 2021 was largely propelled by 

restaurants and hotels, which contributed 4.6 percentage points to nominal growth in 

private consumption, followed by miscellaneous goods and services (1.6 percentage 

points) and recreation and culture (1.4 percentage points). Notable contribution rates 

were also recorded in transport (1.0 pp), food and non-alcoholic beverages (0.8 pp), 

health (0.8 pp), and furnishing household equipment and routine household 

maintenance (0.5 pp) categories.  
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Chart 3.4: Contributions to private consumption growth (domestic concept) – 
COICOP (pp, %)11 
 

 
Source: NSO 

 

In 2022, the Ministry for Finance and Employment is projecting the growth in private 

consumption expenditure to increase by 8.0% on the back of a strong labour market, 

increases in population and moderate increases in compensation per employee, amid 

inflationary pressures. At the same time, household balance sheets are expected to 

remain supportive of private consumption growth by the release of pent-up demand, 

since excess savings during the pandemic are expected to be temporarily used to 

make up for the loss in real disposable income due to increased inflationary pressures.  

 

The first half of the year data shows that private consumption grew by 11.3%, meaning 

that the implied growth in the second half of the year is 4.7%. The second half of 2022 

reflects a moderate deceleration affected by rising prices. In 2023, the labour market 

 
11 The nominal domestic private consumption growth by COICOP categories includes consumption 

by non-resident households on the economic territory and excludes consumption by resident 
households in the rest of the world. Whereas, nominal private consumption expenditure used to 
derive the GDP excludes consumption by non-resident households on the economic territory and 
includes consumption by resident households in the rest of the world. As a result, these two 
measures of private consumption indicate different growth rates for both 2020 and 2021. 
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is set to remain relatively strong with a slight pick-up in nominal compensation per 

employee and continued population growth. Nonetheless, due to the high base effect, 

the expected higher interest rates and the expected loss in purchasing power is 

expected to lead to subdued growth in private consumption expenditure in 2023 at 

4.0%. 

 

3.3 Government consumption 

 

Following the deceleration in real government consumption growth in 2021 to 6.7% 

from the double-digit rates recorded between 2018 and 2020, real government 

consumption is expected to grow by 11.7% in 2022 and then contract by 2.4% in 2023. 

The specific factors explaining such an outlook can be traced to the budgeted amounts 

for the items which make up government consumption.12 The caveat is that such data 

is only available in nominal terms. However, given that the growth rate in the deflator 

for government consumption is broadly stable throughout the forecast horizon, rising 

by around 3.0% per annum, the expected developments in real and nominal 

government consumption follow a similar pattern.  

 

The budgeted allocations underpinning the DBP lead to an estimated 10.7% growth in 

nominal government consumption in 2022, slightly higher when compared to the 9.4% 

nominal growth recorded a year earlier (see Chart 3.5).13 This increased growth 

reflects expected increments in all components of government consumption but mostly 

stems from increases in intermediate consumption and compensation of employees. 

The expected lower market output in 2021 compared to 2020 also increases 

government consumption growth.14 In 2023, growth in nominal government 

consumption is forecast to contract slightly by 0.3%. 

 
12 Refer to Chapter 5 in this Report for an assessment of the forecast trajectory for the relevant 

budget components. 
13 The nominal growth rates in government consumption shown in the chart and quoted in the text 

are consistent with the updated fiscal data used by MFE in the preparation of the DBP and which are 
assessed in Chapter 5 of this Report. For 2022 and 2023, there is a slight inconsistency in the DBP 
between what is presented in the macroeconomic forecasts and the fiscal forecasts for this 
component. Since the macroeconomic forecasts are finalized before the detailed fiscal forecasts, 
Table 2.1 of the DBP quotes different nominal growth rates for government consumption (2022: 
15.6%, 2023: -0.2%). These differences mainly relate to a higher forecast for nominal compensation 
of employees considered when computing the macroeconomic forecasts, which amounts to around 
€149.0 million in 2022, which then also creates a higher base effect for 2023. 
14 When estimating the value of government consumption, certain items (market output, output for 

own final use and payments for non-market output) are deducted from the other expenditure 
components. Since the DBP assumes that in 2022 the total for these items will be less than in 
2021, this corresponds to a deduction of a smaller value, thus explaining the upward push to 
government consumption resulting from these sources. This pattern contrasts with that recorded in 
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Chart 3.5 Breakdown of nominal government consumption expenditure (pp, %) 

 

Source: MFE 

 

 

3.4 Gross fixed capital formation 

 

Following a significant expansion of 17.3% in 2021, driven by increases in investment 

in machinery and equipment, real investment is expected to contract by 6.8% in 2022. 

On the other hand, the MFE’s forecast expects real investment to grow by 5.9% in 

2023. Underpinning the forecast for 2022 is the assumption of a higher-than-usual 

deflator for gross fixed capital formation, as this is expected to reach 8.4% (the highest 

deflator growth amongst the expenditure components). During the first half of 2022, 

total investment contracted by 4.6%, as the 5.2% increase in the first quarter was more 

than offset by the decline of 12.3% growth registered in the second quarter. Based on 

the premise that such figures are not revised, to attain the annual forecast, investment 

is expected to decline further in the second half of the year, by 9.0%. 

 

For 2022, the MFE is projecting a contracting growth rate for investment, given the 

uncertainty with respect to the short-term outlook, the deferral of several one-off 

projects, and a large base effect from 2021. On the other hand, the acceleration 

expected in 2023 factors in an improvement in business and investor sentiment, whilst 

numerous projects are assumed to start being realised. The forecasts for gross fixed 
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capital formation embody information on the utilisation of the RRF funds as well as 

projects funded from the Multiannual Financial Framework (MFF).15 

 

Information about investment spending in nominal terms suggests that in 2022, the 

bulk of the expected reduction in investment is projected to stem from the private sector 

(see Chart 3.6). Indeed, the projected growth rate for private investment in 2022 is          

-1.6% compared to the 12.3% expected growth in public investment. On the other 

hand, most of the growth in 2023 is emanating from higher private investment (12.3%), 

as opposed to public investment growth (2.6%). 

 

Chart 3.6: Public and private sector investment in nominal terms 

  

Note: Data for 2020 and 2021 refers to actual data, whilst 2022 and 2023 represents forecasts by 
the MFE. Private investment is calculated by the MFAC as a residual of total investment minus 
public investment. 
Source: MFE and MFAC calculations 

 

Amongst the GDP expenditure components, gross fixed capital formation has exhibited 

the most volatility over the past years. Significant swings were recorded, whereby 

growth has been extraordinary at times, whilst in other years it was negative, even pre-

pandemic. Such inherent volatility makes it more challenging to produce accurate 

forecasts for this component. The MFE’s approach is to factor in only one-off projects 

 
15 The DBP assumes gross fixed capital formation financed from the RRF grants to be 0.3% of 

GDP in 2022 and 0.5% of GDP in 2023. 
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with a high probability of realisation while assuming a relatively high import content.16 

This reduces the risk that discrepancies in this component spill over to the overall GDP 

growth forecast. 

 

 
3.5 Exports of goods and services  

 

In 2021, real exports of goods and services expanded by 9.0%, thus rebounding 

strongly from the contraction of 3.8% experienced in 2020. For 2022, the MFE’s 

forecast is that the volume of exports rises further, but more moderately, growing by 

5.7%, mainly driven by goods. The growth in exports of goods and services is more 

subdued in 2023, as exports are assumed to increase by 2.5%. Underpinning this 

forecast trajectory is an increase in the deflator for exports to 4.1% in 2022 in view of 

rising world prices, which remains slightly elevated at 3.2% in 2023. 

 

The forecast profile for exports accounts for the better-than-expected external 

performance in sectors including the arts, entertainment and recreation sector, the 

information and communication sector and the manufacturing sector, implying that 

Malta was able to gain market shares in these sectors. At the same time, the Russia 

and Ukraine conflict which is resulting in increased world prices and a deteriorating 

economic outlook in Malta’s main trading partners, is hindering export growth.17 

Nonetheless, the increased competitiveness of certain sectors within the economy and 

the strong depreciation in the euro, paired with the fact that energy price increases in 

Malta are fully subsidised by the government (see Box A) led to the growth forecast for 

exports to be revised upwards when compared to the USP. It is noteworthy that Malta’s 

growth in exports is larger than the growth in world GDP as weighted by the country’s 

main trading partners. This pattern is consistent with the regression estimations, which 

suggest that Malta’s exports (for various categories) tend to have a higher than unitary 

elasticity with respect to real GDP developments in Malta’s main trading partners.18 

Every sector contributing to export growth is expected to register increased activity in 

2022. Tourist numbers are expected to pick up compared to 2021, reaching 75.0% of 

 
16 For most of the one-off investment projects, the MFE assumes an import content of between 

75% and 95% 
17 A vulnerability matrix published by the European Commission shows that Malta is one of the 

least exposed countries of the EU with low exposure to Russian energy and assets. Malta is seen 
as being most exposed to direct services exports to Russia, Ukraine, and Belarus, mostly made up 
of professional business services. The vulnerability matrix may be accessed here. 
18 The report describing STEMM states that “the elasticity of world GDP on sectoral exports is 

relatively high when compared to literature, exacerbating the response of exports to changes in 
foreign demand”. The Report is available here. 

https://ec.europa.eu/info/sites/default/files/economy-finance/ecfin_forecast_spring_2022_box-i-2-2_en.pdf
https://finance.gov.mt/en/epd/Documents/library/STEMM/STEMM_Report_2019-07-29.pdf
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2019 levels in 2022. This ratio is still considered slightly conservative, given that during 

the first nine months of the year, tourism had already reached 81.8% of 2019 levels. 

For 2023, the MFE is projecting tourist numbers to reach 85.0% of the 2019 pre-

pandemic level. 

 

 

3.6 Imports of goods and services  

 

Real imports of goods and services are projected to grow by 4.9% in 2022, a 

deceleration when compared to the 8.0% growth in 2021. Growth in 2023 is expected 

to be slightly less at 2.0%. The forecast for 2022 is underpinned by a high deflator of 

4.3%, while for 2023, the deflator is assumed to scale back to 2.9%. 

 

Being a small and open economy, the forecast trajectory for imports typically reflects 

the anticipated dynamics in domestic demand and exports and their assumed import 

content. This dependence means that any deviation from the anticipated profile for the 

other GDP expenditure components could have a material impact on the growth rates 

for imports over the forecast horizon. This is particularly more so in the case of 

investment, which in Malta is assumed to have a very high import content. 

 

As such, in 2022, growth in imports is forecast to decelerate, moving in line with the 

projected deceleration in final domestic demand and exports. The upsurge in world 

prices (as weighted by main trading partners) estimated at 22.5% in 2022 is inflating 

the import prices, leading to a negative terms of trade scenario. The weakening of the 

euro vis-à-vis the US dollar is further inflating the price of certain imports. 

 

Despite the current challenges, almost all the components making up the value of 

imports are assumed to increase in nominal terms in 2022 and 2023. Furthermore, 

given that investment activity is assumed to grow in 2023, the importation of capital 

goods is also assumed to contribute positively to import growth. 

 

 

3.7 Inflation and deflators  

 

In 2021, the rate of inflation measured by the Harmonized Index of Consumer Prices 

(HICP) stood at 0.7%. The combination of recovery from the COVID-19 pandemic 

pent-up demand release, followed by the Russia-Ukraine war, led to an increased 
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inflationary prospect for 2022 at 5.7%. Indeed, in the first half of 2022, inflation stood 

at 5.0%. This suggests that for the second half of the year, the MFE is expecting slightly 

more elevated price levels with an implied inflation rate of 6.4%. The MFE is 

anticipating inflation to slow down slightly to 3.7% in 2023. The inflation rate during the 

first half of the year is slightly lower than experienced by the EA19 average, standing 

at around 7.0%. 

 

In 2022, the acceleration in HICP is mostly attributed to unprocessed foods (11.1%) 

followed by processed foods (7.4%). Services and non-energy industrial goods follow 

by 5.8% and 4.7%, respectively. For 2023, inflation in unprocessed food is expected 

to stand at 5.0%, followed by processed food at 4.8%, services at 4.5% and non-energy 

industrial goods at 2.2%. For 2022 and 2023, energy inflation is expected to be 0.0%, 

given the government’s commitment to control utility prices by absorbing energy price 

increases.  

 

Box A: Energy and food-related support measures 

 

In response to the increased energy and food prices as a result of the Russia-

Ukraine war, together with the COVID-19 pandemic, the government has 

implemented support measures with the aim of shifting the burden away from 

Maltese households and businesses. A detailed account of the respective measures 

is found in Chapter 5 of this report. 

 

In the pre-budget 2023 document and the DBP 2023, the MFE presented the 

simulated economic impact of what might happen to the Maltese economy if 

domestic enterprises and households were forced to absorb these price increases. 

This exercise was conducted using the MFE’s Structural Annualised Econometric 

Model for Malta (SAMM). 

 

Without the government support schemes, the estimated price increase for energy 

would have been the following: Gas (55.3%), Diesel (47.9%), Petrol (33.6%) and 

Electricity (130.2%). General food prices would also have increased by 1.5%. The 

SAMM model was used to simulate the impact on the Maltese economy without 

government intervention (See Table 3.2). Indeed, the impact on inflation would be 

an increase of 7.1 pp over the baseline growth, which in turn impacts aggregate 

demand and lowers real GDP by 2.3 pp compared to baseline growth. 
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Table 3.2 Main aggregate impacts in 2022 (pp) 

HICP 7.1 

Real GDP -2.3 

Wages 4.4 

Real household disposable income -1.6 

Household consumption expenditure -0.2 

Employment -0.3 

Profits -2.1 

Investment -1.1 

Source: MFE 

 

In addition, given wage stickiness in the short run, inflation would outpace the growth 

in wages, falling short by 2.7 pp. Also, employment growth would be expected to be 

slower by 0.3 pp. As a result, household disposable income would fall by 1.6 pp and 

in turn, lead to a decreased household consumption expenditure (-0.2 pp). In turn, 

the broader economy would also be expected to suffer as increased costs would 

lead to decreased profits (-2.1 pp) and aggregate investment spending (-1.1 pp). 

 

It would have been useful had other policy scenarios been considered in the 

analysis. Nonetheless, the Council opines that the no policy scenario as presented 

by the MFE would have severely impacted the Maltese economy and therefore, 

justify the additional spending by the Government. 

 

The forecast growth in the GDP deflator stood at 1.8% in 2021 and is expected to 

increase by 3.2 percentage points to 5.0% in 2022 and then subside slightly to 3.8% 

in 2023.19 In general, for 2022 all the deflators for the various GDP components are 

expected to exhibit heightened growth in 2022 with the highest growth expected in the 

investment deflator (8.4%) and the lowest in the government consumption deflator 

(3.4%). In 2023, growth in the deflators is expected to decelerate but still grow within 

the range of 2.0% to 4.0%. In 2022, import prices are projected to increase slightly 

faster than export prices implying a deterioration in the terms of trade.   

 

 

 

 
19 The GDP deflator is a broad indicator of underlying domestic price developments and does not 

necessarily capture the same movements in prices as the HICP. As a result, these may be 
different. Nonetheless, when viewed in the longer term there is a notable degree of co-movement 
between the two indicators. 
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3.8 Labour market 

 

In 2021, employment growth stood at 2.9% (see Chart 3.7). This was supported by the 

COVID-19 wage support schemes extended over 2022. The recovery in economic 

activity, particularly in job-rich sectors, has also contributed to the growth in 

employment. Based on the national accounts definition, employment in the first half of 

2022 increased by 5.2%. It is anticipated that employment will continue to grow 

throughout the second half of the year, albeit slower than in the first half, in accordance 

with a more modest domestic and external demand. Indeed, employment is expected 

to grow by 4.0% in 2022 and then return to 3.4% growth in 2023. The continued 

expected growth in employment mainly stems from the fact that Malta has a tight labour 

market, highly characterised by skills shortages. The slight slowdown in 2023 is due to 

the expected moderation in both domestic and external demand. 

 

Chart 3.7: Employment growth (%) 

  
Source: MFE 

 

Following the increase in the unemployment rate in 2020, it fell to 3.4% in 2021 (see 

Chart 3.8). The unemployment rate is subsequently estimated to remain low when 

compared to historical averages and dip slightly further to 3.1% in both 2022 and 2023. 

Indeed, between 2010 and 2020 the average unemployment rate in Malta was 5.2%. 
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Chart 3.8: Unemployment rate (%) 

 
 
Source: MFE 

 

 

3.9 Productivity developments 

 

Labour productivity recovered in 2021 from the fall recorded in 2020, which was the 

result of the retention of employees and the reduction in working hours as a result of 

the COVID-19 pandemic. Given that real GDP is expected to subdue across the 

forecast horizon and that employment growth in both 2022 and 2023 is expected to 

remain elevated, the MFE expects that labour productivity (real GDP per person 

employed) will be lower at 1.9% in 2022 and no growth in 2023. 

 

Unit labour costs in 2021 contracted by 2.2% as a result of an increase in labour 

productivity (7.2%) which outpaced the positive growth registered in compensation per 

employee (4.8%) (see Chart 3.9). Strong economic activity recovery in 2021, which 

exceeded employment growth, was the primary driver of the labour productivity 

increase. As the growth in labour productivity outpaced the rise in compensation per 

employee in 2021, some of the increase in unit labour costs was partially reversed. 

 

In 2022, nominal compensation per employee is anticipated to increase by 2.9% in 

comparison to a 1.9% increase in labour productivity. This suggests that the predicted 

growth in nominal unit labour costs is 1.0%. Although nominal compensation 

per employee is projected to increase by 3.1% in 2023, no growth is anticipated in 
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labour productivity per person employed. This suggests that in 2023, nominal unit 

labour costs will be 3.1%.  

 

Chart 3.9: Nominal unit labour costs (%) 

 
Source: MFE calculations 

 
 
 
3.10 Potential output and the output gap 

 

Potential output and the output gap are estimated by the Ministry for Finance and 

Employment using the commonly agreed methodology of the EU.20 This is based on 

the production function approach, with growth driven by labour, capital, and total factor 

productivity. According to these estimates, in both 2020 and 2021, potential output 

growth increased by 3.7%. In 2022, potential output growth is expected to be 4.0% and 

is forecasted to increase to 4.2% in 2023 (See Chart 3.10).  

 

In 2021, capital accumulation was the main driver of potential output growth 

contributing 1.8 percentage points, followed by labour contributing 1.3 percentage 

points (see Chart 3.11). In 2022 and 2023, it is predicted that this trajectory will change. 

In both 2022 and 2023, labour is forecasted to be the main driver behind potential 

output, with total factor productivity remaining the least contributing factor in potential 

 
20 For further details on the commonly agreed methodology, please see here. 
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GDP growth. Labour is anticipated to contribute 2.0 percentage points to potential GDP 

growth in 2022 and increase to 2.1 percentage points in 2023. On the other hand, 

capital is expected to contribute 1.3 percentage points in 2022 and 2023, respectively. 

Total factor productivity is anticipated to continue contributing positively throughout the 

projected horizon, with contributions of 0.7 percentage points in 2022 and 2023, 

respectively.21  

 

Chart 3.10: Potential output growth and output gap estimates (%) 

 

Source: MFE 

 

The negative output gap (-1.8% of potential GDP) recorded in 2021 is expected to 

close in 2022 and be slightly positive at 0.1% of potential GDP.22 These calculations 

are based on the scenario that real GDP accelerates faster than potential output 

growth. The output gap is then expected to turn slightly negative (-0.6%) again in 2023. 

 

 

 

 

 
21 Total factor productivity (TFP) (also referred to as Solow residual) is a measure of productive 

efficiency in that it measures how much output can be produced from a certain amount of inputs. 
For relatively small percentage changes, the rate of TFP growth can be estimated by subtracting 
growth rates of labour and capital inputs from the growth rate of output. A negative TFP indicates 
that potential output growth is lower than can be attributed to the accumulation of labour and 
capital.   
22 A positive output gap means that the economy would be operating above potential, signalling an 

overutilisation of resources. 
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Chart 3.11: Sources of potential output growth (pp, %)  

 

Source: MFE 

 

 

3.11 Macroeconomic risk outlook 

 

In 2020, all real GDP expenditure components declined, except for government 

consumption, which expanded on a year earlier (See Chart 3.12).23 Subsequently, in 

2021, most of the components which were adversely impacted by the pandemic 

recovered, and only private consumption remained below its pre-pandemic levels. The 

official outlook indicates that by 2022, all real GDP expenditure components will 

recover and grow above their pre-pandemic levels and are expected to remain above 

this level in 2023.  

 

The Council is of the opinion that the balance of risk to the forecast of 6.0% real GDP 

growth in 2022 is slightly on the upside. Particularly, through a higher expected 

contribution from the domestic side of the economy than anticipated by the MFE, since 

 
23 The index is calculated by cumulating the yearly growth rates for each variable. Setting the 

starting point for each variable at 100, which corresponds to the respective level in 2019. 
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the contribution from the external side of the economy is considered to have neutral 

risk.  

 

Chart 3.12: Index for the real GDP components 2019 – 2023 (2019=100) 

 

Source: MFAC Calculations 

 

The MFE’s expectation of real private consumption growth of 8.0% in 2022 is on the 

back of a registered growth of 11.3% in the first half of the year data. As a result, the 

implied growth in the second half of the year required to achieve the MFEs forecast is 

4.7%. Given the buoyant labour market conditions and the growth in compensation per 

employee, the Council is of the opinion that the implied growth in the second half of 

the year indicates an upside risk for 2022 in this component. Indeed, inflationary 

pressures are expected to minimise the growth in private consumption to a certain 

extent but are expected to be recovered through the utilisation of accumulated savings 

achieved during the pandemic. 

 

Turning to real government consumption growth for 2022 which is expected to grow by 

11.7%, the MFAC considers that the balance of risk tilts on the downside, partly due 

to the indicated lower nominal government consumption forecast indicated in the fiscal 

forecasts as presented in the DBP. Indeed, as previously indicated, the targeted 

figures for nominal compensation of employees were revised downwards following the 

conclusion of the macroeconomic forecasts contained in the DBP. In addition, the 

contractionary fiscal policy stance also points to downside risk in this GDP component. 
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At the same time, the contraction of 6.8% assumed in the investment component is 

considered to have a neutral risk. The Council notes that the inherent volatility in this 

component makes it more difficult to forecast accurately. However, data available by 

the cut-off date of this report suggest that the assumed contractionary growth is 

plausible. 

 

On the other hand, exports which are assumed to grow by 5.7% in 2022, is partly on 

the back of the assumption that by the end of 2022, inbound tourism will recover up to 

75.0% of the 2019 (pre-pandemic) level. Data for the first nine months of 2022 indicates 

that this threshold has already been surpassed by a significant margin. At the same 

time, data for the first half of 2022 indicates export growth of 8.4%, which implies a 

growth rate of 3.0% in the second half of 2022. On the basis of this, the MFAC opines 

that this growth forecast may be considered a cautious estimate and therefore 

considers a slight upside risk for 2022.  

 

Overall, the upside risks identified with respect to the domestic side of the economy 

for 2022, together with the slight upside risk identified for exports, suggest an upside 

risk to imports, based on the information available by the cut-off date. If domestic 

demand turns out higher than forecasted, part of this increase would be reflected in 

higher imports. Nonetheless, the Council considers that net exports will still be as 

expected, which suggests neutral risks to the external demand contribution to 

economic growth. 

 

Other risks were also identified by the Council. Indeed, the potential output growth for 

2022 of 4.0% is considered conservative in view of the strong momentum in the labour 

market, which has underlying impacts on the growth of the output gap, which is 

expected to close to 0.1%. In addition, there is an upside risk for the rate of inflation in 

2022, which is expected to be 5.7% in 2022. Indeed, the inflation rate expected for 

2022 is considered to be quite low considering the fact that the latest annual rates of 

HICP inflation have already surpassed 7.0%. 

 

Turning to 2023, the Council is of the opinion that the balance of risks for real GDP 

growth is on the upside, primarily on the basis of upside risks emanating from private 

consumption expenditure and exports. Private consumption expenditure is expected 

to grow by 4.0% in 2023, which is considered conservative when juxtaposed with 

historical averages. The expectation of a slowdown in real disposable income following 

higher inflation minimises this risk. Nonetheless, the effect of inflation is expected to 
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be partially absorbed by running down the excess savings accumulated during the 

pandemic such that consumption is still expected to remain moderate. In addition, the 

labour market is expected to remain strong, coupled with growth in compensation of 

employees. Also, in light of very tight labour market conditions, the Council is of the 

opinion that the 6.7% growth in compensation of employees poses an upside risk for 

2023.  

 

The Council opines that there is also a possible upside risk to export growth for 2023, 

which is forecasted to grow by 2.5%. The Council notes that the rather conservative 

growth in exports anticipated by the MFE does not seem to match the assumed 

increased competitiveness of the Maltese economy. That being said, unit labour costs 

are anticipated to grow by 3.1% in 2023, fuelled by lower labour productivity and slight 

increases in compensation per employee, which may reflect lower cost 

competitiveness. In addition, similar to 2022, when compared to historical averages, 

the potential output for 2023 may turn out higher than expected. 
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Chapter 4 

Comparison across different macroeconomic forecasts 
 

 

4.1 Introduction 

 

The plausibility of the macroeconomic scenario presented in the DBP can be further 

assessed by comparing it to the outlook presented in the USP 2022-2025 (previous 

round) and then tracing the new information which could justify the direction of the 

revisions carried out. The MFE's macroeconomic forecasts can be compared to those 

of other organizations, such as the COM, CBM, International Monetary Fund (IMF), 

and credit-rating agencies (Fitch, Moody's, S&P, and Scope), and assess the level of 

variability between these forecasts. 

 

The caveat is that the suite of forecasts is not necessarily perfectly comparable due to 

the different information available at the time of preparation.24 The assumptions 

considered may also be different, such as in relation to the severity, duration and recent 

developments concerning the conflict between Russia and Ukraine. Different 

methodologies and expert judgement across institutions also contribute to forecast 

discrepancies. Nonetheless, the MFAC views these comparisons as a valid benchmark 

to support the assessment carried out in Chapter 3. 

 

 

4.2 Comparison with the USP 2022 – 2025 

 

According to the MFE’s Autumn forecasts published in the DBP, real GDP growth in 

2022 is expected to be more upbeat relative to the USP as the growth was revised 

upwards from 4.4% to 6.0% (see Table 4.1). It is important to note that the real GDP 

estimate for 2021 was revised slightly upwards compared to the previous forecast 

round. Indeed, the GDP growth estimate for 2021 in the USP was 9.4%, whilst the 

actual turnout (used in the most recent forecast within the DBP) was 10.3%, an 

increase of 0.9 pp. 

 

 
24 Forecasts referred to in this Chapter were published in 2022 on the following dates: Moody’s - 13 
May; CBM – 12 August; S&P - 2 September; SCOPE - 23 September; IMF – 11 October; MFE – 15 
October; FITCH – 11 November and COM - 11 November. 
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Table 4.1: Macroeconomic forecasts by MFE, COM, and CBM (%) 

 2022 2023 

 DBP USP COM CBM  DBP USP COM  CBM 

 Growth rate in GDP components in real terms 

Private Consumption 8.0 3.4 7.0 5.2 4.0 2.7 3.7 4.3 

Government Consumption 11.7 8.3 6.8 4.9 -2.4 2.3 -2.6 3.7 

Gross fixed capital 

formation 
-6.8 1.8 -5.0 -5.6 5.9 6.3 4.0 3.7 

Exports of goods and 

services 
5.7 3.6 7.2 5.7 2.5 3.5 3.1 3.3 

Imports of goods and 

services 
4.9 3.4 6.2 3.8 2.0 3.2 2.8 2.9 

Real GDP 6.0 4.4 5.7 5.2 3.5 3.9 2.8 4.5 

 Contribution to real GDP growth 

Domestic demand (pp) 4.4 3.6 3.3 1.9 2.5 3.1 1.9 3.4 

Inventories (pp) -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net exports (pp) 1.8 0.8 2.4 3.3 0.9 0.8 0.9 1.1 

 Deflators 

Private consumption 5.1 3.5 - - 3.8 1.9 - - 

Government consumption 3.4 3.6 - - 2.3 1.3 - - 

Gross fixed capital 

formation 
8.4 2.6 - - 4.2 1.3 - - 

Exports of goods and 

services 
4.1 4.0 - - 3.2 1.3 - - 

Imports of goods and 

services 
4.3 4.4 - - 2.9 1.1 - - 

GDP 5.0 2.9 5.0 2.6 3.8 1.8 4.1 2.2 

 Other macroeconomic variables 

Inflation rate (HICP) 5.7 3.5 6.1 5.9 3.7 2.2 4.0 3.8 

Employment growth*  4.0 2.4 2.9 3.5 3.4 2.1 2.5 2.8 

Unemployment rate 3.1 3.4 3.2 3.1 3.1 3.5 3.1 3.1 

Compensation per 

employee 
2.9 3.1 3.4 4.5 3.1 2.9 2.4 4.2 

Labour Productivity 1.9 1.9 2.7 - 0.0 1.7 0.3 - 

Unit Labour Costs 1.0 1.2 0.7 2.8 3.1 1.2 2.1 2.5 

* Figures may not be directly comparable as definitions may vary. 

Sources: MFE, COM, CBM 

 

Similar to what was indicated at the time of the USP, domestic demand is still expected 

to be the main driver of real GDP growth in 2022, according to the MFE’s latest 

forecasts. The contribution from domestic demand has been revised upwards by 0.8 
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pp between the two forecast vintages to 4.4 pp on the back of upward revisions in 

private consumption and government consumption growth, which more than exceeded 

the downward revision in gross fixed capital formation for the year. Indeed, private 

consumption has been revised upwards by 4.6 pp to 8.0% in 2022. This is attributed 

to stronger employment growth and the release of pent-up demand, which is expected 

to more than offset the higher inflation rate and the slower growth in compensation of 

employees per head. Similarly, government final consumption expenditure was revised 

upwards from 8.3% (USP) to 11.7% (DBP).25 On the contrary, gross fixed capital 

formation was revised downwards from positive growth in Spring (1.8%) to negative 

growth in Autumn (-6.8%). This was due to the deferral of a number of projects which 

in the USP were expected to happen in 2022 to future periods and to an upward 

revision in the investment deflator.  

 

The contribution of external demand to real GDP growth in 2022 was revised upwards 

between the two forecast vintages from 0.8 pp in the USP to 1.8 pp in the DBP. This 

is emanating from higher export growth in 2022. 

 

On the other hand, domestic demand contribution to real GDP growth in 2023 was re-

evaluated downwards by 0.6 pp, to 2.5 pp in the DBP. Such adjustment results from 

lower anticipated government consumption and gross fixed capital formation, which 

more than outweighed the upward revision in expected private consumption growth 

between both forecast vintages. The largest downward revision is in government final 

consumption expenditure, from 2.3% growth in the USP to a contraction of 2.4% in the 

DBP. At the same time, private consumption growth was revised upwards by 1.3pp to 

4.0% in the DBP. Gross fixed capital formation was revised slightly downwards in 

Autumn compared to the Spring forecast vintage. 

 

The external contribution to real GDP growth was only revised slightly upwards by 0.1 

pp. Indeed, in line with the negative outlook of no growth in the real GDP of Malta’s 

main trading partners and the weak currency valuation vis-à-vis both the US dollar and 

sterling in 2023, the DBP revised both export and import growth downwards by 1.0 pp 

and 1.2 pp to stand at 2.5% and 2.0%, respectively. 

 

 
25 The forecast for government consumption is indicated to be lower for 2022 in the fiscal forecasts 
as presented in the DBP. The difference between what is presented in the macroeconomic 
forecasts and the fiscal forecasts mainly arises due to a higher assumed compensation of 
employees in 2022. Since the macroeconomic forecasts are generally concluded by the MFE 
before the fiscal forecasts, differences may arise. 
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The GDP deflator was also revised upwards by 2.1 pp and 2.0 pp in 2022 and 2023, 

respectively. Additionally, the inflation rate has been revised from 3.5% to 5.7% for 

2022 and from 2.2% to 3.7% for 2023. The revision in the inflation rate is based on the 

more recent developments in prices due to the continued conflict between Russia and 

Ukraine and the supply-chain disruptions ensuing from the COVID-19 pandemic. 

 

For both 2022 and 2023, employment growth projections were revised upwards. The 

DBP forecasts that employment will grow by 4.0% in 2022, 1.6 percentage points 

higher than the previous forecast round. Similarly, for 2023 the DBP predicts growth of 

3.4% in employment, which translates to a 1.3 pp increase from the previous forecast 

round. On the other hand, the projected unemployment rate was revised slightly 

downwards from 3.4% and 3.5% in 2022 and 2023 to 3.1% for both years. The 

revisions in compensation per employee were minimal in both 2022 and 2023. Indeed, 

in 2022, growth in compensation of employees was revised downwards by 0.2 pp to 

2.9%, while in 2023, it was revised upwards by 0.2 pp to 3.1%. In both the DBP and 

the USP, MFE assumes similar growth for labour productivity in 2022. However, in 

2023, the MFE is now envisaging no growth in labour productivity, whereas in the USP, 

it was expecting a growth of 1.7%. In terms of unit labour cost, the DBP forecasts 1.0% 

growth in 2022, a slight decline of 0.2 pp than what was anticipated in the USP. On the 

other hand, the MFE revised unit labour cost growth upward by 1.9 percentage points 

to 3.1% for 2023. 

 

 

4.3 Comparison with the forecasts produced by other institutions 

 

The COM and CBM also publish detailed macroeconomic forecasts for 2022 and 2023. 

The COM's estimates are more comparable to those published in the latest DBP as 

they both incorporate the latest available data. As a result, these are given more weight 

in this comparison. 

 

The COM and MFE anticipate that domestic demand will be the primary driver of real 

GDP growth in both 2022 and 2023.26 The projection by MFE of real GDP growth in 

both 2022 and 2023 is anticipated to be slightly higher than that assumed by the COM 

mainly reflecting stronger labour market expectations which will drive compensation of 

employees and household consumption in the MFE forecast. The slightly lower 

 
26 Contrastingly, in 2022 the CBM expects net exports to be the main contributor to real GDP 
growth, while domestic demand is expected to be the main contributor to real GDP growth in 2023. 
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contribution to growth from domestic demand expected by the COM in 2022 and 2023 

is mainly on the back of lower expected growth in private and public consumption when 

compared to the MFE’s forecasts. While for 2022, the COM projects gross fixed capital 

formation to be less negative (-5.0%) than that predicted by the MFE in the DBP (-

6.8%), in 2023, the COM forecasts gross fixed capital formation to grow 1.9 pp less 

than that expected by the MFE.  

 

The COM and MFE expect net exports to contribute positively to real GDP growth in 

both forecast years. However, different trade dynamics are anticipated. Indeed, the 

COM anticipates slightly higher import and export growth in both years compared to 

the latest forecasts by the MFE. This reflects in a higher expected contribution from 

the external side of the economy by the COM in 2022, whereas a similar contribution 

is expected for 2023.  

 

All institutions expect inflation rates to accelerate strongly in 2022 and decelerate in 

2023. The average inflation rate across institutions is 5.9% in 2022 and 3.8% in 2023. 

The COM and the MFE are projecting the GDP deflator to grow at the same rate in 

2022, while for 2023, the COM is projecting a slightly higher growth than that 

anticipated by the MFE.  

 

In relation to the labour market, there is consensus across all institutions that in 2022 

and 2023, the unemployment rate will remain at historically low levels, hovering around 

3.1%. The MFE is expecting stronger growth in employment relative to the COM both 

in 2022 and 2023. The COM expects compensation per employee for 2022 to be higher 

than that predicted by the MFE, while in 2023, the COM is expecting slightly lower 

growth in wages. In terms of labour productivity, the COM anticipates higher growth 

(2.7%) in 2022 than anticipated by MFE (1.9%), while for 2023, similar to the 

assumption of no growth by the MFE, the COM expects labour productivity to grow 

minimally by 0.3%. At the same time, in 2022, the COM is forecasting unit labour costs 

to grow by 0.7%, 0.3 pp lower than forecasted in the DBP. Similarly, in 2023, the growth 

in unit labour cost is forecasted to be 1.0 pp lower than expected in the DBP. 

 

Four credit rating agencies (Fitch, Moody's, S&P, and Scope) and the IMF also release 

macroeconomic forecasts for Malta (see Chart 4.1).27 All institutions foresee real GDP 

growth to slow down in 2022 relative to 2021 with varying degrees. The expected range 

 
27 The cut-off dates for these forecasts differ and as a result, the actual data for 2021 may differ. 
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from the credit agencies is 4.0% (S&P) to 6.3%. (Fitch). Indeed, the average real GDP 

growth forecast across all institutions for 2022 is 5.3%, with a standard deviation of 

0.9%. In 2023, growth is anticipated to slow down even more, with estimates ranging 

from 2.7% (S&P) to 3.8% (MOODYS).28 In 2023, the average real GDP growth forecast 

is 3.4%, with a standard deviation of 0.6%. As a result, the MFE expectation of real 

GDP growth of 6.0% for 2022 lies within the range of forecasts but is slightly higher 

than the average growth forecasted across all institutions. On the other hand, the 3.5% 

real GDP growth in 2023 expected by MFE is only 0.1pp higher than average and thus 

lies almost exactly in the middle of the range of forecasts available for the year. 

 

Chart 4.1: Real GDP growth forecasts by institution (%) 

Source: MFE, COM, CBM, IMF, Fitch, S&P, Scope, Moody’s 

 

 

4.4  Assessment 

 

The information available to the MFAC by the cut-off date corroborates the MFE’s more 

positive real GDP growth outlook for 2022 compared to the USP. The revisions for 

2022 carried out by the MFE in the DBP from their previous forecast vintage confirm 

 
28 Considering all institutions, the lowest real GDP growth forecast for 2023 remains that of S&P, 
while the highest is by the CBM at 4.5%. 
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the upside risks identified by the MFAC at the time of the USP.29 The broad similarity 

of the real GDP growth forecasts by the COM, FITCH and the IMF30 to the MFE’s 

estimates, adds to the latter’s plausibility. At a component level, there are instances 

where deviations between the forecasts by the MFE and those by the COM, IMF and 

CBM are rather significant. This further suggests that the prospects remain rather 

uncertain and very much conditioned on the assumptions used. 

 

The forecast for 2023 projects continued GDP growth but at a more subdued rate. The 

fact that all other independently produced forecasts show similar real GDP growth 

rates, offers some reassurance that, based on the information available to date, the 

scenario presented within the DBP appears to be one around which there is broad 

consensus. This while still acknowledging the inevitable high degree of uncertainty that 

prevails. 

  

 
29 In its assessment of the forecasts contained in the USP 2022 - 2025, the MFAC had identified 

upside risks in all expenditure components, except for gross fixed capital formation.  
30 These institutions have the closest cut-off date to the MFE’s cut-off date and therefore are 

deemed preferable for benchmarking purposes.  
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Chapter 5 

Assessment of the fiscal forecasts 2022-2023  

 

 

5.1 Fiscal Outlook    

 

The pandemic brought a halt to four years of fiscal surpluses, with 2020 recording a 

fiscal deficit of 9.4% of nominal GDP. In 2021, Malta’s economy experienced a robust 

recovery, and the deficit ratio was brought down to 7.8%. Following the winding-down 

of pandemic-related policy support, the general government balance is set to decrease 

gradually while remaining elevated beyond the 3% deficit-to-GDP threshold at 5.8% 

and 5.5%, in 2022 and 2023, respectively (see Table 5.1).31 Nonetheless, the 

government plans to lower the deficit-to-GDP ratio below this threshold by 2025.32 

Despite the decline in government deficits, Russia’s invasion of Ukraine has 

exacerbated inflation, pushing it to the highest levels ever recorded by the monetary 

union. This has resulted in a high cost to mitigate the effects of high food and energy 

prices on households and businesses over the forecast years. 

Table 5.1: Main fiscal developments (% of nominal GDP) 

  Total 
Revenue 

Total 
expenditure 

Fiscal 
Balance 

Structural 
balance* 

Gross Debt 

  

2019 36.6 36.1 0.6 -1.6 40.7 

2020 36.7 46.0 -9.4 -5.7 53.3 

2021 37.0 44.8 -7.8 -7.0 56.3 

2022 36.9 42.7 -5.8 -5.9 57.0 

2023 36.9 42.5 -5.5 -5.3 59.1 

* As a percent of potential GDP 
Note: Figures for 2019-2021 are actual, while those for 2022-2023 are forecasts produced by the 
MFE. 

Source: Eurostat, MFE 

 

 
31 The deficit of the Euro Area, according to the COM’s Autumn Economic Forecast, is expected to 
fall from 5.1% of GDP in 2021 to 3.5% in 2022 and increase to 3.7% in 2023. 
32 The government is required to publish forecasts for years ‘t’ and ‘t+1’ in the October forecast 
round. In this forecast round, the MFE has also published fiscal targets for ‘t+2’ and ‘t+3’ in the 
DBP, following a recommendation by an international institution to start aligning the format of the 
DBP to that of the USP. However, the MFAC’s assessment will primarily focus on the years 2022 
and 2023 in its assessment of each component, given that no macroeconomic forecasts were 
published for ‘t+2’ and ‘t+3’ to enable a full assessment. 
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The trajectory for the structural fiscal balance over 2022 and 2023 broadly follows a 

similar path as the headline fiscal balance, improving each year, with a larger decline 

expected in 2022 than in 2023.33 The structural balance is slightly more negative than 

the headline fiscal balance in 2022, with the output gap being marginally positive, whilst 

for 2023, the structural balance is less negative than the headline balance, with the 

output gap turning negative. The structural deficit is also planned to fall below 3% by 

the end of 2025. 

 

In contrast to the recurrent decreases since 2012 in the debt-to-GDP ratio, the budget 

shortfalls in 2020 and 2021 resulted in a sharp increase in the debt ratio (see Chart 

5.1). In 2020 and 2021, public debt increased to 53.3% and 56.3% of GDP, 

respectively. The debt ratio is projected to increase marginally to 57.0% in 2022 and 

reach 59.1% in 2023, as the negative primary balance is only partially compensated 

by the growth in nominal GDP. The MFE's relatively consistent debt estimates do 

reflect the goal of maintaining the debt ratio near the 60.0% of GDP threshold, also by 

2025. 

 

Chart 5.1: Public debt (% of nominal GDP) 

 
Note: Figures for 2022-2023 are forecasts produced by MFE. 

Source: Eurostat, MFE 

 

 
33 The structural balance refers to the fiscal balance net of cyclical effects and one-off and 
temporary measures. It is expressed as a percent of potential output. The output gap represents 
the difference between actual and potential output.  
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The expenditure-to-GDP ratio spiked by 9.9 pp to 46.0% in 2020 and was then reduced 

to 44.8% in 2021 (see Table 5.1). For the latter year, although total expenditure 

increased by a significant 9.4%, over and above an 18.8% increase in 2020, nominal 

GDP growth was even higher at 12.3% in 2021, thus reducing the ratio. The growth in 

government spending remained elevated primarily as the pandemic-related initiatives 

were kept up in 2021, such as the wage assistance program, utility and rent subsidies 

for enterprises, and healthcare-related expenses. However, most economic support 

measures relating to the pandemic were practically phased out by 2022, whereas other 

measures in response to the high cost of energy and other necessary goods have been 

introduced.  

 

Total government revenue resumed growth and rose by 13.5% in 2021, increasing the 

ratio to GDP to 37.0%. A slight decline to 36.9% in the revenue-to-GDP ratio is 

anticipated for 2022, which is forecast to remain unchanged in 2023 as the growth in 

total revenue is roughly equal to the growth in national output. Revenue growth is 

expected to slow down in the context of the lower growth environment caused by 

Russia’s aggression against Ukraine. 

 

Following the improvement in the fiscal balance of €81.9 million reported in 2021, it is 

anticipated that the fiscal deficit will again decline in absolute terms, and thus get closer 

to a fiscal neutral balance position, by a further €194.9 million in 2022. Still, the deficit 

is expected to be close to the €1.0 billion mark, at €948.0 million in 2022 and €972.0 

million in 2023 (see Table 5.2). The high cost of subsidies, particularly energy-related 

subsidies, and increased social support expected for 2023 shall contribute to a higher 

deficit than that in 2022. Indeed, the government is planning that the deficit in absolute 

level will start declining as from 2024 (see Chart 5.2).  
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Table 5.2: Fiscal developments in absolute terms (EUR millions) 

  Actual       Forecasts 

  2020 2021 2022 2023 

Total revenue      4,792.5         5,439.4         6,034.3         6,475.8  

Taxes on production 
and imports 

     1,395.1         1,578.3         1,831.2         1,985.7  

Current taxes on 
income and wealth 

     1,684.8         2,027.7         2,326.4         2,423.1  

Social contributions         838.2            914.8            969.5         1,021.8  

Capital taxes*           22.6              29.3              23.8              25.8  

Property income*           84.3              81.8            137.1              84.2  

Other revenue*         767.5            807.5            746.3            935.2  

Total expenditure      6,017.3         6,582.3         6,982.3         7,447.8  

Compensation of 
employees 

     1,589.1         1,766.3         1,862.4         1,952.1  

Intermediate 
consumption 

     1,190.8         1,301.1         1,407.1         1,408.8  

Social payments      1,342.6         1,389.1         1,483.5         1,621.5  

Gross fixed capital 
formation 

        568.4            577.2            647.7            681.6  

Subsidies         674.7            690.4            766.2            859.1  

Interest expenditure**         171.6            168.4            163.8            227.1  

Capital transfers 
payable** 

        153.4            177.9            178.9            198.3  

Other expenditure**         326.7            512.0            472.7            499.3  

Fiscal balance - 1,224.8  - 1,142.9  - 948.0          - 972.0  

Gross debt      6,974.6         8,267.8         9,306.7  10,372.3 

Nominal GDP     13,073.9        14,681.3        16,337.0       17,537.4  

Note: Some figures might not add up due to rounding. 

* Considered as part of ‘other revenue’ elsewhere in this Report. 

** Considered as part of ‘other expenditure’ elsewhere in this Report. 

Note: Figures for 2022-2023 are forecasts produced by MFE. 

Source: Eurostat, MFE 
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Chart 5.2: Annual changes in total revenue and total expenditure (EUR millions) 

 
Note: Anywhere above the dashed line (blue diamonds) indicates combinations of revenue and 
expenditure developments leading to an improvement in the fiscal balance, whereas anywhere below 
the dashed line (red diamonds) indicates combinations that lead to a deterioration in the fiscal 
balance. Anywhere along the dashed line corresponds to a stable fiscal balance which happens when 
the absolute changes in revenue and expenditure are equal.  
 
Note: Figures for 2019-2021 correspond to actual data, while figures for 2022-2025 are forecasts 
produced by MFE. 

Source: Eurostat, MFE 

 

All key revenue components recovered with significant increases in 2021 after the 

widespread revenue decreases in 2020 (see Chart 5.3). While most revenue factors 

are still expected to expand in 2022, this growth is not expected to be as strong in 

2023, which is consistent with the anticipated slowdown in economic growth for the 

latter year. 

 

Current taxes on income and wealth are once again expected to contribute the highest 

amount of additional funds, amongst the various revenue components in 2022, totalling 

an additional €298.7 million, following the €342.9 million increase in 2021. Yet the 

incremental increase in this major revenue component is estimated to drop sharply to 

€96.7 million in 2023.  
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The contribution from taxes on production and imports to changes in total revenue is 

anticipated to surpass the increase recorded in this component in the previous year by 

€252.9 million. This revenue component is projected to increase at a slower rate in 

2023. Similarly, revenues from social contributions are forecasted to continue 

increasing, however, at a decreasing rate over the forecast horizon. On the other hand, 

the change in ‘other revenue’ is expected to turn positive in 2023 following the 

anticipation that these items together are set to register less revenue in 2022.34  

 

Chart 5.3: Yearly changes in revenue components (EUR millions) 

 
 
Note: Figures for 2019-2021 correspond to actual data, while figures for 2022-2023 are forecasts 
produced by MFE. 

Source: Eurostat, MFE 

 

Turning to the expenditure side, substantial increases in 2020 were mostly fuelled by 

higher subsidies and more spending on pandemic-related intermediate consumption. 

Subsidies remained high in 2021 (about at the same level as in 2020) as pandemic 

support continued. These are expected to remain elevated in 2022 and 2023 in an 

effort to stabilise energy and food prices for households and businesses (see Chart 

5.4). 

 
34 Other revenue comprises capital taxes, property income and ‘other’ revenue. 
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Meanwhile, it is anticipated that intermediate consumption will continue to grow in 2022 

by an amount roughly comparable to the increase in 2021. The increment in 

intermediate consumption is set to be of a very low magnitude for 2023 and should 

thus not contribute to higher expenditure. 

 

Chart 5.4: Yearly changes in expenditure components (EUR millions) 

 
 
Note: Figures for 2019-2021 correspond to actual data, while figures for 2022-2023 are forecasts 
produced by MFE. 

Source: Eurostat, MFE 
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is expected, though in 2022, the increase is larger. Finally, ‘other expenditure’ is 

expected to decline in 2022 and increase again in 2023.35  

 

Following this section is an evaluation of the forecasts for the main revenue and 

expenditure components. The analysis shapes the MFAC's overall assessment and 

opinion on the fiscal balance and public debt targets outlined in the most recent DBP. 

 

 

5.2 Assessment of the revenue projections 

 

The projections for the various components making up total revenue are analysed 

separately in this section. The MFAC’s assessment consists of an analysis of the 

projected trajectory for each variable, with a focus on the consistency with the 

respective macro-proxy variables, divergences to past trends, the estimated 

magnitude of fiscal measures, and other known factors which are relevant over the 

forecast horizon. Following the analysis of each revenue component in section 5.2, a 

summary of the risks as opined by the MFAC for these components is provided in 

section 5.4. 

 

 

5.2.1 Taxes on production and imports 

 

In 2021, taxes on production and imports increased by €183.2 million, corresponding 

to a 13.1% growth rate over 2020 (see Table 5.3). Such an increase covered most of 

the revenue shortfall experienced in the previous year because of lower consumption 

during the pandemic. For the first forecast year, taxes on production and imports are 

expected to increase by €252.9 million, equivalent to an increase of 16.0% over 2021. 

For 2023, the forecast by the MFE is that this revenue component will increase by a 

further 8.4% and therefore be €154.5 million more than in 2022. 

 

The materialisation of this scenario would elevate the ratio of indirect taxes to nominal 

GDP to 11.2% and 11.3% in 2022 and 2023, respectively, thus recovering from the dip 

experienced in 2020 (see Chart 5.5). As such, the growth in this revenue component 

is set to outpace that in nominal GDP over both forecast years. 

 

 
35 In this case, other expenditure comprises interest expenditure, capital transfers payable and 
‘other’ expenditure. 
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The developments in indirect taxes primarily reflect the growth pattern for private 

consumption expenditure (the most relevant tax base for indirect taxes). Having 

increased by 8.4% in 2021 in nominal terms, growth in private consumption 

expenditure is further expected to increase by 13.5% in 2022 and by 7.9% in 2023. 

Indeed, the year-on-year per cent growth in taxes on production and imports and in 

private consumption expenditure for 2023 is close to half the respective forecast 

growth in 2022.  

 

Another factor contributing to the change in taxes on production and imports is the 

growth in tourism exports since inbound tourists must pay local taxes upon consuming 

goods and services. The growth in tourism exports in 2022 is again expected to be 

high, almost doubling in absolute terms compared to 2021. In this respect, the Council 

notes that revenue relating to tourism expenditure could be higher than forecast, given 

the conservative assumption adopted by the Ministry that inbound tourism is expected 

to reach 75.0% of 2019 levels in 2022 when inbound tourism data is showing that such 

a level is likely to be exceeded. For 2023, growth in tourism exports is set to increase 

further by 21.2%, in line with the assumption that tourism numbers improve to 85.0% 

of 2019 levels.36  

 

Table 5.3: Taxes on production and imports 

 Taxes on production         
and imports 

Growth in private 
consumption 

Growth in 
tourism exports 

 
Growth (%) 

Change (EUR 
millions) Nominal (%) Real (%) Nominal (%) 

2019 2.6 40.6 6.6 4.6 7.9 

2020 -13.5 -217.9 -9.2 -10.2 -79.8 

2021 13.1 183.2 8.4 7.1 91.9 

2022 16.0 252.9 13.5 8.0 95.4 

2023 8.4 154.5 7.9 4.0 21.2 

Source: MFE 

 

 

 

 

 

 

 
36 The growth in 2023 is measured on a much higher base than was the case for 2021 and 2022.  
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Chart 5.5: Taxes on production and imports 

 

Source: MFE                         

 

The targets for revenue from taxes on production and imports were revised upwards 

from the previous forecast round (USP 2022-2025), on account of a private 

consumption growth estimate which is expected to be more than double that estimated 

in April of this year. Indeed, the change in taxes on production and import is largely 

propelled by upward developments in the relative tax bases. Both the upside risks 

highlighted in the macroeconomic analysis relating to private consumption expenditure 

and tourism expenditure could lead to higher taxes on production and imports over 

both years. The introduction of measures to increase efficiency in revenue collection 

is viewed positively, and the effort in this regard is commendable. Fiscal measures 

introduced in the budget for 2022 relate to the extension of reduced taxation on the 

transfer of immovable property, and the introduction of lower excise duty applicable to 

petroleum products, but no new measures concerning this revenue source were 

introduced in the budget for 2023.  

 

 

5.2.2 Current taxes on income and wealth 

 

In 2021, revenue from direct taxes increased by €342.9 million, well exceeding the 
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income and wealth are again expected to increase significantly, by €298.7 million, or 

14.7% (see Table 5.4). According to the MFE, growth from this source of revenue is 

projected at a lower rate in 2023, at 4.2%, equivalent to an increase of €96.7 million.  

 

Table 5.4: Current taxes on income and wealth 

 
Growth 

(%) 
Change     

(EUR millions) 
Compensation of 

employees (%) 
Gross operating 

surplus (%) 

2019 10.7 176.6 9.5 8.9 

2020 -7.8 -142.2 1.8 -5.7 

2021 20.4 342.9 8.0 15.1 

2022 14.7 298.7 7.0 14.1 

2023 4.2 96.7 6.7 8.1 

Source: MFE 

 

Both personal and corporate income taxes should contribute towards higher current 

taxes on income and wealth as the forecast growth for both compensation of 

employees and gross operating surplus is positive.37 In 2022, total direct taxes are 

expected to grow at a slightly faster rate than either compensation of employees or 

gross operating surplus, while in 2023, the opposite is expected.  

 

The robust increase in current taxes on income and wealth in 2021 led to an increase 

in the ratio of direct taxes to nominal GDP of 0.9 percentage points (from 12.9% to 

13.8%). The strong increase in direct taxes in 2022 is expected to drive the ratio of 

direct taxes to nominal GDP to 14.2% before slightly declining back to 13.8% in 2023 

(see Chart 5.6).  

 

The developments in this component are entirely driven by the assumed tax 

elasticities, as no new measures were introduced in the Budget for 2023. The assumed 

growth rate for 2023 is based on the premise that the growth in profits is to slow down, 

despite increasing by 8.1%. The change in direct taxes in 2023 appears to be on the 

low side, given the projected growth rates for compensation of employees and for gross 

operating surplus, which are both higher than for direct taxes. Indeed, the implied 

elasticity has been revised significantly downwards, to well below one for 2023.38 

 
37 Compensation of employees and gross operating surplus are the two most relevant proxy tax 

bases for direct taxes. 
38 Apart from the implied elasticities to compensation of employees and gross operating surplus, 
other changes could include those relating to ITUs, derived from a separate model, and other 
adjustments relating to property market dynamics.  
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Moreover, upside risks relating to compensation of employees are also carried forward 

to the possibility of higher revenue from this component in 2023. 

 

Chart 5.6: Current taxes on income and wealth 

 
  
Source: MFE                         

 

 

5.2.3 Social contributions 

 

In 2022, the projected growth in social contributions receivable is estimated at 6.0%, 

which succeeds an actual increase of 9.1% in 2021 (see Table 5.5). In 2023, the 

projection by the Ministry is that this component should increase further by 5.4%, 

slightly lower than in 2022. However, this translates to an almost equal increase in 

absolute terms, of €52.3 million. This closely mirrors the anticipated developments in 

the compensation of employees, which are expected to grow by 7.0% and 6.7%, 

respectively, in 2022 and 2023. Even when the pandemic hit, social contributions 

increased in 2020, contrary to what has happened to direct and indirect taxes.39 

 

 
39 This was explained by the fact that employment levels and consequently compensation of 
employees were relatively shielded from the negative effects which the COVID-19 pandemic had on 
the economy, due to the wage support measures which were provided by the government, from 
which social contributions were automatically deducted. 
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Table 5.5: Social contributions 

 Growth (%) Change (EUR millions) Compensation of employees (%) 

2019 4.6 35.3 9.5 

2020 4.8 38.1 1.8 

2021 9.1 76.6 8.0 

2022 6.0 54.8 7.0 

2023 5.4 52.3 6.7 

Source: MFE 

 

Over the two forecast years, nominal GDP is expected to grow faster than social 

contributions. Indeed, the ratio of social contributions to GDP is expected to fall to 5.9% 

in 2022 (from 6.2% in 2021) and to 5.8% in 2023 (see Chart 5.7). Such developments 

would offset almost entirely the upward spike created in 2020 (due to the higher social 

contributions and the fall in nominal GDP).40 The forecast trajectory is entirely driven 

by the developments in the tax base and the statutory increase in the payment ceiling, 

as no additional policy changes or measures are being factored in the baseline 

scenario. The developments, in absolute terms, are in line with the patterns observed 

over the past years, exhibiting a relatively linear upward trajectory over 2022 and 2023.  

 

Chart 5.7: Social contributions 

 
 Source: MFE  

 
40 The drop in nominal GDP was driven by gross operating surplus whereas compensation of 

employees was resilient. This explains why social contributions still increased in 2020. 
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5.2.4 Other revenue components         
 

The majority of total revenue comprises taxes on production and imports, current taxes 

on income and wealth, and social contributions. In 2021, their combined share made 

up 83.1% of total revenue. This share is expected to increase gradually to 85.0% in 

2022, before declining marginally back to 83.9% in 2023. Other revenue items include 

capital taxes, property income, and other proceeds grouped as ‘other revenue’. The 

latter includes EU funds, as well as the proceeds from market output, which does 

include those from the permanent residency programme. The forecast trajectories for 

the revenue components as a percentage of nominal GDP are exhibited in Chart 5.8. 

 

Throughout the forecast horizon, property income and capital taxes are assumed to 

broadly maintain low ratios to nominal GDP. Combined, these items exert a limited 

influence on the overall fiscal scenario for the forecast period of less than 1.0% of GDP. 

However, property income is expected to slightly increase its share in 2022, increasing 

by €55.3 million, which proceeds are then almost entirely reversed in 2023. This is 

mainly due to the accrual recording of the new Lottery Concession agreement (+€63 

million), given that in ESA if a contract is transferrable, all the receipts are recorded at 

inception as against the cash payments.    

 

Fluctuations in the revenue from the remaining miscellaneous components are more 

material. In 2022, the combined amount from the other revenue sources is set to 

decrease by €61.2 million on a year earlier, whilst in 2023, it is projected to increase 

significantly, by €189.0 million. Capital transfers receivable are projected to remain 

relatively the same in 2022, as in 2021, at around €240 million. However, these are 

expected to rise to €313.6 million in 2023, most of which relate to EU-funded 

expenditure.  

 

On the other hand, proceeds from the residency programme (part of market output) 

are projected to be at low levels compared to previous years.41 The policy is that annual 

financial results would not rely extensively on proceeds from this programme, also 

given the fact that the programme is still under scrutiny by the Court of Justice of the 

European Union. Indeed, the fiscal deficit, as a percentage of GDP, would only be 

impacted negatively by less than 0.1 pp in 2022 and by less than 0.3 pp in 2023 should 

the scheme be entirely abolished. 

 
41 The estimated figures take into account discussions with Community Malta and are based on 
current and expected application revenues.  
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Chart 5.8: Other revenue components (% of nominal GDP)  

 

Source: MFE  

     

              

5.3 Assessment of the expenditure projections         

 

The assessment of the fiscal projections is also carried out by analysing each 

expenditure component separately. The assessment primarily consists of a review of 

the projected trajectory for each variable, which is evaluated vis-à-vis past trends, 

known factors and expectations that are relevant over the forecast horizon, and any 

announced fiscal measures relating to each component. The outlook for certain 

categories remains very sensitive to the pace of inflation worldwide, particularly when 

noting the commitment announced by the Government to shield households and 

businesses from the rise in the international price of energy and other goods. Other 

determining factors are the planned timeframe and priority areas for the utilisation of 

the EU funds (including the RRF grants and the MFF) and the assumption that no new 

measures against COVID-19 shall be introduced. Following the analysis of each 

expenditure component in section 5.3, a summary of the risks as opined by the MFAC 

is provided in section 5.4. 
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5.3.1 Compensation of employees         

 

The public sector wage bill is mainly driven by the number of public sector employees 

and their average wage. Employment within government departments is decentralised, 

and Ministries are free to determine their employment levels, based on the planned 

recruitment, as envisaged in the ministries’ and departments’ plans. However, public 

sector employees include not only those in government departments but also all the 

employees within public sector entities and institutions classified as Extra-Budgetary 

Units (EBUs). Individuals employed by EBUs may be covered by separate collective 

agreements and employment contracts, although they should still be expected to follow 

the government’s general guidelines on wages. 

 

Expenditure on compensation of employees is projected to increase by 5.4% in 2022, 

which represents a slower growth than that registered in 2021 (see Table 5.6). 

However, in 2021 a relatively high increase in compensation of employees (11.2%) 

was registered because of additional recruitment, mainly to replace that not realised in 

2020 because of the pandemic. 

 

Table 5.6: Compensation of employees 

 Yearly growth rate (%) Yearly absolute change (EUR millions) 

2019 8.2 114.6 

2020 5.2 78.6 

2021 11.2 177.2 

2022 5.4 96.1 

2023 4.8 89.7 

Source: MFE 

 

In 2023, the government is targeting growth to slow down to close to 5.0%. The 

estimated increment in compensation of employees is divided almost equally between 

an increase in Consolidated Fund projections for the public service and an increase in 

estimated compensation of employees by EBUs.  

 

The ratio of compensation of employees to GDP had risen abruptly in 2020, on account 

of a lower GDP base, but then decreased marginally in 2021, to 12.0% as the growth 

in compensation of employees was slightly less than that in GDP (see Chart 5.9). The 



 

62 
 

ratio is projected to decrease further in 2022 and 2023 to 11.1%. However, this ratio 

would still be above the last ratio recorded pre-pandemic, thus in 2019. 

 

The DBP suggests that the lower amount of €55 million in compensation of employees 

for 2023 when compared to the estimate in the USP 2022 – 2025, reflects a 

comprehensive spending review that was undertaken by the Ministry. Indeed, the 

slower growth in public wages in 2023 reflects the intention of the government to 

control the increase in recruitment and therefore lower the growth in personal 

emoluments relative to past trends. This is despite the increase in costs related to the 

Cost-of-Living-Allowance (COLA). Indeed, given this approach, there could be scope 

for further savings in terms of compensation of employees over the forecast horizon. 

 

Chart 5.9: Compensation of employees  

 

Source: MFE                         
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5.3.2 Intermediate consumption 

 

Between 2019 and 2021, growth in intermediate consumption was consistently 

significant and averaged 16.3% over the three years (see Table 5.7).42 In 2022, 

intermediate consumption is expected to rise by €106.0 million or 8.1%, thus only 

marginally decelerating from the growth experienced in 2021. With respect to 2023, 

the MFE is practically envisaging the same expense in intermediate consumption as 

that in 2022, only targeting a 0.1% increase.  

 

Table 5.7: Intermediate consumption 

 Yearly growth rate (%) Yearly absolute change (EUR millions) 

2019 17.3 143.8 

2020 22.2 216.6 

2021 9.3 110.3 

2022 8.1 106.0 

2023 0.1 1.8 

Source: MFE 

 

Chart 5.10: Intermediate consumption 

  

Source: MFE                         

 
42 Growth in intermediate consumption was the highest in 2020, with a large proportion of the 
added expenditure having been due to discretionary expenditure related to the pandemic, mostly in 
terms of necessary health expenditure. 
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The expansion in the budget allocation on intermediate consumption in 2022 means 

that this component is set to reach, and marginally supersede the €1.4 billion mark. 

However, in terms of percentage to GDP, a decline is still envisaged in 2022, and a 

larger decline is expected in 2023, to reach 8.0% (see Chart 5.10).  

 

In 2022, the estimated expenditure on COVID-related health spending is projected to 

drop to around half of the €82.0 million that was spent in 2021, and to drop further to 

less than 20% of this amount in 2023. In part, the initiative by the MFE to apply some 

cost-savings is enabling the government to target €132.0 million and €120.0 million 

less in intermediate consumption, respectively in 2022 and in 2023, than was 

estimated at the time of the USP. This is despite the relatively high estimate of inflation, 

which increases the costs of such expenditure.43  

 

It is acknowledged that this component tends to be volatile over time, particularly as it 

has a rather strong discretionary element. It may be challenging to remain within 

budget in the outer forecast year, given that also pre-pandemic, this component had 

increased by 13.3% on average over the five years from 2015 to 2019. Over time, 

initiatives have tended to be replaced by other expenditures. This pattern effectively 

makes it more difficult for intermediate consumption to depart from previous trends 

unless driven by specific cost-saving initiatives. The government is aware that control, 

particularly over intermediate consumption expenditure, is necessary to reach the 

targeted fiscal consolidation growth path over the medium-term, hence the planned 

cost savings from this component, and indeed there could be scope for more cost 

savings.  

 

 

5.3.3 Social payments 

 

The substantial increase in the ratio of social payments to nominal GDP in 2020 was 

partially reversed in 2021 (see Chart 5.11). This reflected the slower growth in social 

payments (numerator), given the base effect from 2020 and the growth in nominal GDP 

(denominator). In 2022, the ratio of social payments to nominal GDP is expected to 

decline further, even though these payments are to add an additional €94.4 million to 

total expenditure (see Table 5.8). On the other hand, the €138.0 million increase in 

 
43 The highlighted revisions in the forecast period might also be attributed to data revisions (with 

respect to Extra-Budgetary Units), data reclassifications and realignments. 
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social payments is enough to outpace the increase in nominal GDP, with the ratio 

increasing marginally to 9.2%.  

 

Chart 5.11: Social payments 

 

Source: MFE                         

 

Table 5.8: Social payments 

 Yearly growth rate (%) Yearly absolute change (EUR millions) 

2019 5.4 63.9 

2020 7.8 97.7 

2021 3.5 46.5 

2022 6.8 94.4 

2023 9.3 138.0 

Source: MFE 
 

In 2023, the social payments component has the largest contribution towards 

additional expenditure compared to 2022. Various measures have been introduced in 

recent budgets impacting this line item. The free public transport system started to 

operate in October 2022, and thus 2023 will be the first year to bear the full impact of 

this measure. There were also several measures introduced in the budget for 2022 

targeting pensioners. In the budget for 2023, additional measures included social 

support measures, others addressing past anomaly schemes, and social measures for 
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couples. These three together are estimated to create additional expenditure of close 

to €65.0 million in 2023. This justifies the elevated figures for 2023 when compared to 

previous years. These measures, and other underlying factors, including demographic 

developments, are estimated by MFE to raise social payments to exceed the €1.6 

billion mark by 2023. 

  

 

5.3.4 Gross fixed capital formation         

 

Over the past years, government investment growth has typically exhibited volatility. 

Growth in gross fixed capital formation is projected to accelerate in 2022, up by 12.2% 

compared to a growth of 1.6% in 2021 (see Table 5.9). Growth is then expected to 

decelerate to 5.2% in 2023. In absolute terms, the budget for public investment is 

anticipated to increase by €70.5 million in 2022 compared to the previous year, and it 

is anticipated to increase by an additional €33.9 million in 2023 compared to 2022.  

 

Table 5.9: Gross fixed capital formation 

 Yearly growth rate (%) Yearly absolute change (EUR millions) 

2019 28.1 118.3 

2020 5.4 29.2 

2021 1.6 8.8 

2022 12.2 70.5 

2023 5.2 33.9 

Source: MFE 

For the forecast years, the ratio of public investment to GDP is expected to remain 

stable, practically the same as in 2021, around 4.0% (see Chart 5.12). In 2022, the 

assumed rate of utilisation of the RRF Funds was reduced since the previous forecast 

round. Positive statistical revisions in GDP have resulted in a downward revision of the 

allocated funds to Malta.  
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Investment expenditure financed from RRF grants is to tally 0.3% of GDP in 2022, but 

then accelerate to 0.5% of GDP in 2023.44,45 Other investment projects are also funded 

from the Multiannual Financial Framework (MFF) for the period 2021-2027.46 

 
Chart 5.12: Gross fixed capital formation 

 
  
Source: MFE    

 

 

5.3.5 Subsidies and other expenditure components         

 

The share of subsidies and the other components in total expenditure has increased 

during the years of the pandemic. Subsidies increased to more than 5.0% of nominal 

GDP in 2020 and remained elevated at 4.7% in 2021 (see Chart 5.13). This surge 

mainly reflected the assistance provided by the government to support employment 

through various initiatives, primarily the wage support scheme administered by Malta 

Enterprise.  

 
44 Further information on Malta’s RRP is available here.  
45 A European Commission Staff Working Document analysing the RRP for Malta (available here) 

suggests that compared with a scenario without the RRF, Malta estimates that RRF-financed 
investments, and the reforms accompanying them, will contribute to a 0.5% increase in GDP after 2 
years, a 0.6% increase after 5 years, a 0.5% increase after 10 years, and a 0.2% increase after 20 
years. 
46 Further information on the MFF is available here. 
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Contrary to this forecast round, the plan at the time of the USP was to reduce the 

allocation for subsidies to 2.9% of nominal GDP in 2022 and 2023. However, in this 

forecast round, the MFE is maintaining the same ratio to GDP for this component as 

that in 2021, before increasing further to 4.9% in 2023. On one hand, the subsidies 

allocated towards COVID support are planned to be reduced significantly. Indeed, in 

2022, sustainable enterprise schemes are planned to account for only around 30% of 

the level in 2021. This accounts for the gradual phasing out of the wage subsidy 

scheme through lower rates per employee eligible during the first months of the year, 

but also largely because of the scheme’s termination in May. However, the savings 

from the termination of this scheme are planned to be entirely replaced by the 

introduction of measures introduced in 2022 to tackle rising energy prices. 

 

Chart 5.13: Other expenditure components (% of nominal GDP)   

 

Source: MFE                         

 

The fiscal projections for 2022 suggest that the total budgetary impact of these energy-

price measures, including the support to importers of essential commodities such as 

grain, wheat and animal fodder, is to exceed €390.0 million. The largest outlay 

represents the compensation for higher imported electricity prices, projected to cost 

€247.5 million in 2022, which reflects a significant upward revision compared to the 

estimates produced at the time of the USP. Another big cost in 2022 is the estimated 

subsidies on petroleum products, estimated at €96.0 million. The other measures 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

5.5

6.0

2019 2020 2021 2022 2023

Subsidies Interest payments Capital transfers payable Other expenditure



 

69 
 

include support in respect of carbon emissions costs and the Gas Stabilisation Fund.47 

It is pertinent to note that, according to a study performed by the MFE, the economic 

impact should the energy-price subsidies not have been introduced would have been 

a negative 2.3 pp impact on real GDP, and inflation would have been 7.1 pp higher in 

2022.48  

 

The Ministry is exerting prudence in allocating more expenditure for 2023 with respect 

to mitigating high energy prices than is envisaged for 2022. However, such calculations 

are subject to revisions, also given that these critically depend on exogenous factors 

and external developments relating to the conflict in Ukraine, the supply of energy from 

abroad, and effectively, the price of oil and other related products. Indeed, the 

government is allocating €605.0 million in 2023 towards these subsidies, in total.49  

This increase reflects the fact that in 2022, the price of energy was still hedged, bought 

at a lower stipulated price up until April 2022. Thus, fewer months were subject to such 

subsidies on energy prices compared to a whole year in 2023.  

 

Spending on interest payments is expected to drop marginally in 2022, declining by 

0.1 pp as a ratio of GDP compared to 2021. A conservative approach is generally 

adopted concerning interest expenditure, and indeed the total interest expenditure 

expected for 2022 is projected to be below that envisaged in the Budget for 2022, 

despite unplanned higher borrowing needs created by the energy and grain price 

subsidies. The MFE is factoring in a slightly lower implicit interest rate in 2022 

compared to 2021. For 2023, interest payments are reasonably expected to increase. 

Indeed, the implicit interest rate is projected to increase by 0.4 pp to 2.4%. Such implicit 

interest rates for the year, are proxied by the interest expenditure divided by the debt 

level of the previous year, hence the lag for the recent rise in interest rate increments 

set by the ECB. Interest payments are set to increase by 0.3 pp in 2023, to 1.3% of 

GDP. Currently, the medium to long-term debt (which makes up to 90% of the total 

Central government debt portfolio) is held in conventional fixed-rate stocks (bonds) and 

is therefore not subject to interest rate re-fixing until maturity. 

 

 
47 A Gas Stabilisation Fund was also created in 2022 to pay operators, being authorised importers 
and sellers in bulk or in gas cylinders, to compensate for the shortfall between a fair market price 
and the actual (stabilised) consumer price. 
48 The results of this study by the MFE are available in the Pre-Budget Document for 2023, here. 
49 The MFE in the DBP states that energy support measures are expected to increase from 2.4% in 

2022 to 3.4% of GDP in 2023.  

https://2023.finance/wp-content/uploads/2022/09/Pre-Budget-2023.pdf
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In 2022, capital transfers are assumed to retain a close level to that in 2021. On the 

other hand, a higher allocation for capital transfers is being budgeted for 2023, 

increasing from €179.0 million in 2022 to €198.3 million in 2023. Such developments 

still keep capital transfers at 1.1% of GDP over both 2022 and 2023. The MFE is also 

including the intention of the government to provide financial assistance to the national 

airline, to undertake further restructuring. The budgeted amounts in this respect are 

€50.0 million in 2022 and €65.0 million in 2023, which would assist the proposed early 

retirement schemes. 

 

In terms of the ‘other expenditure components’, the MFE is assuming the ratio to 

nominal GDP to fall consecutively to 2.9% in 2022 and 2.8% in 2023. Most of the 

developments in the ‘other expenditure’ component reflect EU Own Resource 

payments. In 2022, the forecasts factor in the added expenditure from the already 

distributed economic stimulus cheques, whilst tourism support schemes are to subside 

compared to their level in 2021.  

 

 

5.4 Fiscal risk outlook 

 

The MFAC’s risk opinion focuses on each revenue and expenditure component over 

2022 and 2023. The forecasts presented in the DBP hinge on a number of exogenous 

factors, mainly on the extent to which the Russia-Ukraine conflict continues to ensue, 

and how inflationary pressures develop, particularly those relating to energy prices. 

 

Under the baseline scenario, all the main revenue components are projected to have 

recovered from the declines experienced in 2020 by 2023 (see Chart 5.14). The 

component expected to increase the most from its initial level in 2019 is current taxes 

on income and wealth. This revenue component is expected to increase to 132.6% of 

the level in 2019, by 2023. Social contributions were the only revenue component that 

maintained its upward trajectory, even during the pandemic.50 The expected trajectory 

of social contributions over 2022 and 2023 is rather stable, growing at relatively similar 

growth rates over the two years. Taxes on production and imports did not fully recover 

to the levels of 2019 in 2021, but a substantial recovery is anticipated for 2022 and 

2023, whilst the other revenue component is set to get more elevated in 2023 than the 

rather stable profile over the previous years. 

 
50 The resilience of social contributions is explained by the fact that these were automatically being 
deducted from the wage support measures which were provided by the government.  
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Chart 5.14: Index for the revenue components (2019 = 100) 

 

Source: MFE 

 

The upside risk identified by the MFAC vis-à-vis the profile for real GDP for 2022 and 

2023 is considered for the assessment of the individual fiscal components.51 Taxes on 

production and imports remained below pre-pandemic levels in 2021, albeit a 

significant recovery was still achieved. However, growth in indirect taxes is expected 

to be higher in 2022, than in 2021, at 16.0%, thus significantly surpassing the level in 

2019. The slowdown envisaged in the growth for 2023 of 8.4%, is indeed based on 

lower expected increments in private consumption and tourism exports than in 2022. 

The Council’s opinion is that revenue from this component could be higher than 

anticipated. This is partially driven by the fact that tourism expenditure has exceeded 

87.0% between January and September of 2022, in comparison to the levels 

experienced in 2019 over the same period, whilst the MFE’s assumption was that 

75.0% of 2019 levels would be recovered in 2022.52 The same opinion is reflected for 

2023, whereby it is viewed that an 85.0% recovery in tourism expenditure levels is 

conservative. Also, the upside risks identified for private consumption expenditure in 

Chapter 3 of this report point to a potentially higher tax base, leading to higher revenue 

from indirect taxes. 

 

 
51 Refer to Chapter 3 in this Report for further details. 
52 In the DBP, the MFE also note that the 75.0% rate for 2022 is indeed conservative. 
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Current taxes on income and wealth contributed to more than half of the increase in 

revenue growth in 2021. The 8.0% growth in compensation of employees and the 

15.1% growth in profits contributed to an increase of 20.4% in direct taxes in 2021. 

These proxy bases are projected to grow at similar rates in 2022, though marginally 

less than in 2021. This reflects a deceleration in direct taxes, yet still growing by 14.7%. 

On the other hand, for 2023, the implied elasticity is projected to get well below one. 

Indeed, the 4.2% growth is below the projected 6.7% growth in compensation of 

employees and the 8.1% growth in gross operating surplus. The Council opines that 

the swing in the elasticity for this component is conservative. The upside risks identified 

for compensation of employees in 2023 further contribute to the opinion that some 

upside risks exist for 2023. These two factors, along with the evidence of high growth 

in this component over recent years, suggest that the implied growth of 4.2% seems 

to be on the low side. 

 

On the other hand, the MFAC views the forecast of social contributions as plausible, 

mainly because the anticipated deceleration in compensation of employees is reflected 

in the projected growth rates for social contributions. The projected trajectory also 

follows a similar pattern to previous years, and no new measures were announced for 

this component. The capping of social contributions beyond a set wage bracket limits 

the extent to which changes in additional wages impact this variable, but in view of the 

upside risks to overall compensation of employees, the variable could turn out 

marginally higher. In terms of market output, which forms part of the ‘other revenue’ 

component, the MFAC notes that the planned revenue from the residency programme 

over this forecast horizon has been significantly reduced when compared to previous 

forecast vintages, and thus revenue related to this scheme is very limited, in the 

possible eventuality that such programme is terminated. The latter possibility implies 

some downside risk to such output. Also, most revenue emanating from EU Funds is 

projected and agreed upon with the EU, but such revenue does not impact the fiscal 

deficit as this is cancelled off by other expenditure line items.  

 

Considering the description and analysis provided for each revenue component in 

section 5.2, and the summary of risks provided above, the overall risk outlook of the 

MFAC in relation to total revenue is on the upside. 

 

On the expenditure front, patterns amongst the individual components are varied (see 

Chart 5.15). Compensation of employees and social payments, and to an extent gross 

fixed capital formation, are characterised by a close to linear upward trend throughout 
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the forecast horizon. Similarly, the forecast for intermediate consumption is expected 

to increase linearly up to 2022 but then remain stable in 2023. On the other hand, 

‘other’ expenditure is assumed to fall slightly in 2022 and then bounce back to a higher 

level in 2023. In the case of subsidies, these surged in 2020 and remained around the 

same level in 2021. In 2022 and 2023, these are set to increase by more, due to the 

government’s commitment to keep on providing energy support measures and 

maintaining the same energy price that is currently being paid by households and 

businesses. Indeed, the cost of such measures was revised significantly upwards since 

the first estimate of their cost at the time of the USP. 

 

Chart 5.15: Index for the expenditure components (2019 = 100) 

 

 

Note: The chart for subsidies is separate from the rest due to a very different scale compared to the 
other expenditure components. 

Source: MFE 
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Turning to risks, the downside risks highlighted at the time of the USP for intermediate 

consumption for 2022, by the MFAC, have indeed materialised in a downward revision 

in this component’s level for the year. The Ministry projects that this component will, in 

2023, remain at practically the same level in absolute terms as in 2022. The MFAC 

positively acknowledges the target of the MFE to try and reduce expenditure related to 

intermediate consumption, and indeed there could be scope for more savings in 2022. 

However, risks for intermediate consumption tilt on the upside for 2023, partly because 

the budgeted amount appears somewhat tight when juxtaposed with the developments 

recorded over the past years. 

 

The deceleration in the growth of compensation of employees takes into account the 

government’s commitment to limit the recruitment of new staff, where possible, if not 

to replace existing roles. Hence, there exists the possibility that this component could 

turn out lower than envisaged in the forecasts because of more restricted recruitment 

policies. With respect to social payments, the inclusion of new measures in the Budget 

for 2023, forms part of the discretionary revenue measures contributing to higher 

expenditure. Thereby, the assumed acceleration in expenditure relating to social 

payments is viewed as plausible. The Council is of the opinion that investment could 

also be marginally less than targeted in 2022. Turning to the ‘other expenditure’ 

component, there could be a downside risk in terms of the planned capital transfers 

and injections in the national airline, whilst the conservative explanations provided by 

the MFE in terms of interest expenditure might suggest that some marginal downside 

risk to the forecast might ensue. 

 

In turn, the risk outlook for subsidies remains highly uncertain, given that expectations 

are highly dependent on the developments in the war between Russia and Ukraine 

and the subsequent longevity of the economic recovery. The uncertainty on the cost 

of these subsidies is elevated given the current commitment by the government that 

every household and business is being charged the same energy price, as opposed to 

energy prices being targeted or capped. Thus, changes in energy prices, changes in 

the attitude of households towards energy-saving, the usage of energy, and external 

geopolitical tensions, amongst other factors, could all influence the level of subsidies 

required to be paid by the government, either more positively or negatively. This risk 

scenario takes subsidies relating to the energy inflation as given and assumes that the 

Russia-Ukraine war does not escalate further across other nations, in line with the 

MFE’s assumptions.  
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Factoring in the above assumption relating to energy measures, taking these as given, 

the assessment carried out on the individual revenue and expenditure components 

suggests an overall upside risk outlook vis-à-vis the fiscal balance (possibility of a 

smaller deficit), particularly due to the upside risks noted for total revenue, specifically 

for current taxes on income and wealth and taxes on production and imports. This is 

supported by the possibility that more savings are exerted on certain expenditure line-

items, whilst the possibility of some upside risks for expenditure in 2023 is limited. As 

a result, the fiscal balance could turn out better than expected. The fiscal balance as a 

percentage of GDP could be even less given the upside risks to GDP which acts as 

the denominator in this ratio.  

 

  

5.5 Assessment of the public debt projections 

 

In 2022, the outstanding level of public debt is expected to rise by €1,038.9 million, 

from €8,267.8 million to €9,306.7 million (see Chart 5.16). The increase mainly reflects 

the financing of the projected €948.0 million fiscal deficit for 2022, but also includes the 

estimated stock-flow adjustment (SFA).53 The latter is expected to push up debt by 

€90.9 million in 2022. For 2023, the MFE is projecting very similar developments. 

Indeed, debt is to increase by €1,065.7 million, slightly higher than the increase in 

2022. This difference is almost entirely due to a larger deficit, expected at €972.0 

million, whilst the SFA is expected to contribute €93.7 million towards government debt 

(see Table 5.10).  

 

In terms of SFA, ESA adjustments are to remain positive, but low, compared to 

previous years. An upward push is projected from the changes in Sinking Fund 

balances and MGS holdings, equity acquisitions, euro currency issues, and ESA re-

routed debt.54 On the other hand, total consolidation adjustments are to contribute 

negatively in 2022, but change to positive in 2023, whilst some other minor adjustments 

are, in aggregate, negative over both years. 

 

 
53 SFA refers to the difference between the change in government debt and the government deficit 
or surplus for a given period. This arises when transactions impact the fiscal balance (in ESA 
terms) but not the public debt, or vice-versa. SFA is termed ‘positive’ when the adjustment raises 
the stock of debt and ‘negative’ when it lowers the stock of debt. 
54 ESA re-routed debt includes financial assistance from the European Financial Stability Facility 
(EFSF). Since the EFSF is acting on behalf of Malta (the guarantor), the lending is rerouted through 
government accounts, thus increasing public debt. 
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The MFAC also notes that contingent liabilities, as a percentage of GDP, are set to 

keep declining over 2022 and 2023, to 7.6% and 7.3%, respectively. The decline in 

this ratio is viewed positively. It is also noted that the funding strategy adopted by the 

Treasury has resulted in a weighted average maturity of central government debt 

portfolio of 8.2 years and kept the five-year rollover ratio at 40.4%, which is more 

favourable when compared to that in the euro area (45.3%). 

 

Chart 5.16: Drivers of public debt (EUR millions) 

 

 
Source: MFE 

 

As a result of the projected absolute increase in the outstanding debt and the nominal 

GDP growth forecast, public debt is projected to stand at 57.0% of GDP in 2022, up 

from 56.3% of GDP in 2021. On the other hand, in 2023 the public debt ratio is 

expected to increase by a higher margin, to 59.1% of GDP. This increase is partially 

attributed to MFE’s projection for GDP growth, which is expected to slow down to 7.3% 

in nominal terms, from 11.3% in 2022.55 On the other hand, gross debt, in absolute 

terms, is expected to expand by 11.5%, thus higher than the change in GDP. This 

leads to an increment in the debt-to-GDP ratio of 2.1 pp.  

 
55 Real GDP growth combined with the GDP deflator determines the value of nominal GDP, which 
acts as the denominator for the public debt ratio. 
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Table 5.10: Stock-flow adjustments (EUR millions) 

 2022 2023 

ESA adjustment 6.6 4.9 

Total changes in Sinking Fund balances 
 and MGS holdings 

25.1 30.1 

Equity acquisitions 45 12.5 

Euro currency issue 12.5 6.1 

ESA re-routed debt 18.1 20.0 

Total consolidation -7.4 22.2 

Other adjustments -9 -2.1 

Total stock-flow adjustment 90.9 93.7 

Source: MFE 

 

The yearly increase in public debt from 2022 to 2023 is consistent with the 

macroeconomic and fiscal scenario, and the estimated SFA. The overall upside risk 

vis-à-vis the profile for real GDP (i.e., higher economic activity than anticipated in the 

baseline scenario) for 2023 compounded with the overall downside risk vis-à-vis the 

fiscal deficit (i.e., lower fiscal deficit than projected in the baseline scenario), in theory, 

places the possibility to have a lower debt-to-GDP ratio over the forecast horizon.  

 

The MFAC acknowledges that the target is that the fiscal balance starts declining such 

that it falls below the 3% benchmark by 2025 and that the debt ratio stays within close 

range of the 60% ratio to GDP even by 2025. This is important as the new economic 

governance framework, shall still keep these ratios as a benchmark (see Box B for a 

brief description of the currently planned changes to the framework). 

 

Box B: Communication by the COM setting out orientations for a reformed EU 

economic governance framework 

 

The EU's economic governance framework embodies a set of fiscal rules and 

standard procedures by which Member States must abide. The framework is aimed 

at creating conditions for economic stability, sustainable economic growth and 

increasing employment.  A review of the effectiveness of the economic surveillance 
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framework was first launched in February 2020 (and relaunched in October 2021). 

The COM has, on 9 November 2022, presented its orientations for a reform of the 

economic governance framework, which accounts for challenges prevailing now and 

over the foreseeable future.56 This box presents some brief information on this 

Communication.  

 

The reform proposal recognises that both prudent fiscal strategies and investment 

and reforms that enhance sustainable growth are indispensable and mutually 

reinforcing in ensuring fiscal sustainability, while also making progress toward a 

green, digital, inclusive, and resilient economy. The reform proposal does not 

recommend any legal changes to the Stability and Growth Pact and/or changes to 

the Treaty, that is the 3% of GDP deficit and 60% of GDP debt reference values. 

However, it does propose to move away from the debt reduction benchmark (the 

1/20th rule) as it suggests overly demanding, pro-cyclical, and frontloaded fiscal 

adjustments. The orientations therefore advocate a shift to a risk-based surveillance 

framework that prioritises debt sustainability and distinguishes across countries by 

considering their public debt challenges.  

 

Essentially, the thorough reform of the EU fiscal rules aims to make them simpler 

and more transparent. The net expenditure path is planned to serve as the 

foundation for conducting annual fiscal surveillance. This would simplify the COM’s 

annual monitoring for Member States, as the COM would concentrate on adherence 

to the net expenditure path as approved by the European Council. The proposed 

changes do not suggest a "golden rule" that would exempt investment from EU fiscal 

regulations. 

 

The Excessive Deficit Procedure (EDP) is still planned to be retained. Departures 

from the agreed fiscal path are proposed to automatically result in triggering the EDP 

for Member States with a substantial public debt challenge. For those with a 

moderate public debt challenge, departures could still lead to the opening of an EDP, 

if assessed as giving rise to ‘gross errors'. Enforcement mechanisms would be 

reinforced: the use of financial sanctions would be made effective by lowering their 

amounts. Stronger reputational consequences would also be implemented. In cases 

where Member States have failed to take concrete steps to reduce their excessive 

deficit, EU funds may also be suspended. 

 
56 The European Commission’s Communication can be accessed here.  

https://ec.europa.eu/commission/presscorner/detail/en/ip_22_6562
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Chapter 6 

Comparison across different fiscal forecasts 
 

 

6.1 Introduction 

 

The fiscal projections published in the DBP 2023 can be further assessed by noting 

the similarity, or otherwise, to the forecasts produced by other reputable institutions. 

The caveat remains that these forecasts are not necessarily prepared at the same 

time, and thus would not include the same data sets and information. Given the current 

uncertain times, such discrepancies might be more relevant than in normal times.57 

Nonetheless, the MFAC considers such comparison a valid benchmark in 

corroborating the qualitative assessment in relation to the fiscal projections in Chapter 

5. The fiscal outlook presented in the DBP is also compared to the previous round of 

fiscal forecasts published by the MFE in the USP to trace the revisions in the main 

revenue and expenditure components. 

 

 

6.2 Fiscal balance 

 

Throughout the years 2022 – 2025, all institutions still predict the government’s fiscal 

position to remain in deficit, mainly as costs relating to the government’s various social 

spending measures to mitigate the impact of higher inflation have increased, whilst the 

country recovers further from the COVID-19 pandemic (see Chart 6.1).58  

 

The fiscal deficit-to-GDP forecasts by the other institutions are rather evenly clustered 

around the MFE’s target and lie within a very close range of 0.4 percentage points for 

2022 and 1.7 percentage points for 2023. The lowest deficit in 2022 is 5.6% (by 

Moody’s, the CBM and the IMF) and the highest is 6.0% (by the COM). For 2023, the 

lowest deficit is 4.0% (by the CBM) and the highest is 5.7% (by the COM). The MFE’s 

 
57 Since the pandemic hit in 2020, the general escape clause of the Stability and Growth Pact has 

been applied, as the circumstances were classified as ‘exceptional’. The first Communication from 
the European Commission on activating the clause is available here. Reacting to the economic 
consequences of the Russian invasion of Ukraine, the European Commission postponed the 
renewed enforcement of its fiscal rules by a year, to 2024. 
58 Forecasts referred to in this Chapter were published in 2022 on the following dates: Moody’s - 13 

May; CBM – 12 August; S&P - 2 September; SCOPE - 23 September; IMF – 11 October; MFE – 15 
October; FITCH – 11 November and COM - 11 November. 

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020DC0123&from=EN
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forecasts lie in between such ranges (5.8% for 2022 and 5.5% for 2023). Institutions 

that did not have the updated fiscal statistics when producing their forecasts had a 

lower fiscal deficit-to-GDP ratio for 2023, which explains the bigger range in forecasts 

for the year. Indeed, it is important to note that not all institutions do incorporate the 

most recent fiscal statistics published by the NSO, and the latest policy adjustments 

announced by the government.59  

 

Chart 6.1: Fiscal balance estimates by institution (% of GDP) 60 

 

Source: MFE, COM, CBM, IMF, FITCH, MOODY’S, S&P 

 

The estimates anticipate Malta’s fiscal deficit for 2023 to decline by an average of 0.8 

percentage points over 2022. As expected, due to the envisaged economic slowdown, 

this improvement is less significant than the average improvement of 2.1 percentage 

points expected for 2022 over 2021. Overall, the figures by the COM and the credit 

rating agency FITCH, are closest to those forecasted by the MFE, given that both 

 
59 Key to the difference in the forecasts is the availability of information on the cost of the energy-
price subsidies. The first estimates on to what extent the energy price subsidies cost the 
government were published in April, at the time of the USP. However, the costs were updated, and 
an official communication was made at the time the Pre-Budget 2023 Document was published, on 
16 September 2022. 
60 Some marginal differences also exist for 2021 as data is revised from one ESA data release to 
another. Due to the different cut-off dates employed, some institutions would not have had the 
latest statistical data release available.   
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forecasts were issued slightly later, in November. Institutions producing forecasts 

beyond 2023 are expecting the fiscal deficit to gradually narrow below 3% by 2025, 

similar to what is being targeted by the MFE. The expected deficit improvement is 

projected to happen at a comparatively constant rate between institutions.  

 

The targets specified in the DBP reflect a more adverse fiscal position for 2022 than 

that specified in the USP, as the deficit is projected to be €98.0 million more (see Table 

6.1). The DBP’s updated forecast factors in a better macroeconomic scenario, and 

thus more estimated revenue. However, the need for more financial support than 

previously anticipated, in view of the significant pressures being created by rising 

prices and external geopolitical tensions has also led to an upward adjustment in 

expenditure that is higher than that in revenue. Such adjustments are also carried 

forward for 2023. 

 

The largest revisions between the DBP and the USP were undertaken on the 

expenditure side of the budget, with the main development being larger spending on 

subsidies. An upward revision of €307.4 million was implemented for 2022, and 

similarly, a higher allocation of €380.4 million is being made for 2023. On the other 

hand, the budget for intermediate consumption was reduced by €132.1 million and 

€120.3 million for 2022 and 2023, respectively, as explained by the comprehensive 

spending reviews and the less need for pandemic-related expenses. The outlay on 

compensation of employees was also reduced over both years, whilst the lower 

estimate for social payments in 2022 is compensated for by the higher estimate in 

2023. Contributing further to additional expenditure are the upward adjustments to the 

‘other expenditure’ component, particularly in 2023.   

 

On the contrary to expenditure, the upward revision in total revenue was broad-based 

across all components. The updated macroeconomic outlook translated in current 

taxes on income and wealth, taxes on production and imports, and social contributions 

being revised upwards. Each component was, in total, adjusted up by around €50.0 

million (over both years in total). The revision in ‘other revenue’ for 2022 is marginal, 

but for 2023, the adjustment reflects more than half of the total revision for the year, 

when compared to the USP, close to €100.0 million. 
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Table 6.1: Fiscal balance forecasts by institution (EUR millions)61 

 2022 2023 

 
MFE 
DBP 

MFE 
USP 

COM 
AUT 

CBM 
AUG 

MFE 
DBP 

MFE 
USP 

COM 
AUT 

CBM  
AUG 

Total Revenue 6,034.3 5,955.8 6,034.1 5,847.3 6,475.8 6,288.0 6,412.9 6,309.0 

Taxes on 
production & 
imports 

1,831.2 1,800.1 1,780.8 1,802.2 1,985.7 1,967.4 1,920.3 1,980.0 

Current taxes on 
income & wealth 

2,326.4 2,311.7 2,368.4 2,102.2 2,423.1 2,383.4 2,425.2 2,258.1 

Social contributions 969.5 950.9 976.4 970.3 1,021.8 991.4 1,021.5 1,025.0 

Other * 907.1 893.1 908.5 972.7 1,045.2 945.8 1,045.8 1,045.8 

Total expenditure 6,982.3 6,805.8 7,018.8 6,739.0 7,447.8 7,047.0 7,411.9 6,984.1 

Compensation of 
employees 

1,862.4 1,894.4 1,863.4 1,889.2 1,952.1 2,006.6 1,947.3 2,009.0 

Intermediate 
consumption 

1,407.1 1,539.2 1,405.9 1,394.4 1,408.8 1,529.1 1,406.9 1,459.1 

Social payments 1,483.5 1,524.1 1,486.0 1,511.0 1,621.5 1,580.9 1,617.7 1,607.8 

Gross fixed capital 
formation 

647.7 637.6 639.7 660.5 681.6 693.6 677.3 704.9 

Subsidies 766.2 458.8 761.6 459.3 859.1 478.7 853.7 420.0 

Other ** 815.5 751.7 862.1 824.7 924.7 758.1 909.0 783.3 

Fiscal balance -948.0 -850.0 -984.7 -891.7 -972.0 -759.0 -999.0 -675.1 

Gross debt 9,306.7 9,150.7 9,350.0 9,214.7 10,372.3 9,812.9 10,440.0 9,922.6 

* Includes capital taxes, property income and ‘other’ revenue. 

** Includes interest payments, capital transfers payable and ‘other’ expenditure. 

Source: MFE, COM (AMECO), CBM 

 

Compared to the MFE’s targets, the COM’s estimates for 2022 are rather close. 

Indeed, the estimated revenue for 2022 is practically identical, whilst expenditure is 

forecasted to be €36.5 million more than envisaged by the MFE. However, there are 

some differences in the projected distribution between growth stemming from direct or 

indirect taxes, with the MFE targeting more indirect taxes, whilst the COM is projecting 

 
61 The absolute figures for the COM’s forecasts are sourced from the AMECO database, available 

here. The absolute figures by the CBM were provided to the MFAC following the publication of the 
economic projection release. The CBM’s figures, as % of GDP are available here. 

https://dashboard.tech.ec.europa.eu/qs_digit_dashboard_mt/public/sense/app/667e9fba-eea7-4d17-abf0-ef20f6994336/sheet/f38b3b42-402c-44a8-9264-9d422233add2/state/analysis/
https://www.centralbankmalta.org/economic-projections
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more direct taxes. Nevertheless, the differences between the two roughly cancel out 

each other, whilst only minor differences are reported for social contributions and ‘other 

revenue’. In terms of the various expenditure components, all estimates are very 

similar in magnitude, with some marginal variances across components cancelling off 

each other. The largest difference relates to the ‘other expenditure’ component, to 

which the COM is attributing €46.6 million more. 

 

For 2023, the COM’s deficit is again larger than that targeted by the MFE, a difference 

of €27.0 million. This time, both total revenue and total expenditure are estimated to 

be lower by the COM, in absolute terms, than expected by the MFE. The difference in 

revenue, of €62.9 million, solely reflects lower taxes on production and imports by the 

COM, as the other revenue components are almost identical. Essentially, most of this 

difference is attributed to the variance estimated for the previous year. In terms of 

expenditure, the COM expects total expenditure to be lower than that targeted by the 

MFE (€35.9 million), attributed to broad-based declined across the expenditure 

components. At component level, the difference is less than €6.0 million each, except 

for ‘other expenditure’ which differs by €15.7 million. In view of the fact that the 

discrepancies are not significant, the fiscal balance expected by the COM and the MFE 

is fairly similar. 

 

On the other hand, the revenue and expenditure discrepancies between the CBM’s 

forecasts and those by the MFE are rather significant. Overall, the CBM did estimate 

the fiscal balance for 2022 to worsen compared to the situation at the time the USP 

was published, but for 2023, the CBM was anticipating that the fiscal balance improves.  

However, these forecasts are less comparable to those of the COM, as such 

differences are in part due to the different timing of the forecasts, as the CBM’s 

economic projections were finalised in August 2022 and thus pre-date NSO’s national 

accounts and general government data releases on the second quarter.62 Indeed, both 

the revenue and expenditure forecasts are much lower than those of the MFE and the 

COM. The largest difference is attributed to less updated information on government 

subsidies, particularly those to curb high energy prices from being passed on to 

households and businesses, but also reflects variances on other expenditure items. 

On the other hand, the largest difference in the revenue forecast relates to the 

projected current taxes on income and wealth, with the CBM estimating less revenue 

from this source in 2022. The increments for the main revenue components in 2023, 

 
62 The NSO’s release ‘Gross Domestic Product: Q2/2022 was issued on 29 August 2022 and the 
release ‘Quarterly Accounts for General Government Q2/2022 was issued on 21 October 2022. 
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over the amounts expected for 2022, are broadly of similar margins as to those of the 

MFE.  

 

 

6.3 Public debt 

 

The DBP’s debt target was increased by €156.0 million for 2022 compared to the USP, 

to €9,306.7 million. Most of this increase reflects the higher fiscal deficit projected by 

the MFE. The other difference relates to a higher estimate for stock-flow adjustments, 

with the main development being ESA adjustments which are now forecasted to be 

positive rather than negative. This was partially compensated for by a downward 

revision in gross debt for 2021 between the NSO release available at the time of the 

USP and that for the DBP, which revision was carried forward onto 2022.63 The gross 

debt figure by the COM is €43.3 million more than the MFE’s estimate, which reflects 

the difference in the fiscal deficit forecasted by the two institutions. For 2023, the 

upward revision in gross debt between the USP and the DBP is more significant, 

increasing by €559.4 million. This change includes the base effect from 2022 (thus the 

upward revision from the previous forecast vintage). However, the rest of the difference 

relates to €213.0 million more in borrowing to finance the fiscal deficit, and again, stock-

flow adjustments shifting from downward to positive contribution to public debt. The 

COM’s position is also that gross debt is to increase with a similar margin to the change 

estimated by the MFE between 2022 and 2023, albeit by €24.4 million more. Indeed, 

debt is projected to increase by €1,065.6 million by the MFE, and by €1,090.0 million 

by the COM. 

 

All institutions expect an increase in the debt-to-GDP ratio for 2022, though to varying 

degrees (see Chart 6.2). Indeed, all institutions broadly agree on the year-on-year 

change (in pp) in the debt ratio in 2022, when taking into account the different estimates 

taken for 2021. The average increase across all the institutions is 1.5 pp in 2022 

(compared to 2021) and 1.7 pp in 2023 (compared to 2022). Estimates range between 

56.5% and 59.5% in 2022, and between 58.2% and 62.3% in 2023. For the latter year, 

two institutions forecast the debt ratio to marginally exceed the 60% mark, whilst the 

rest also estimate that the debt ratio will be very close to this benchmark. Indeed, all 

institutions estimate that the debt ratio will be higher in 2023 compared to 2022. 

 
63 The difference relates to the releases ‘General Government Balance and Debt under the 
Maastricht Treaty’ issued during 2022, thus the second reporting when compared to the first 
reporting. 
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Chart 6.2: Public debt estimates by institution (% of GDP)64 

 

Source: MFE, COM, CBM, IMF, MOODY’s, S&P, SCOPE  

 

The MFE’s targets are amongst the lowest across the various institutions, but still all 

institutions’ forecasts are very close, and the MFE’s forecast target is within 1.0 pp of 

the average of all institutions for both 2022 and 2023. Those institutions that state their 

medium-term outlook for public debt do also agree that public debt shall remain close 

to the 60% rate by 2025.  

 

 

6.4 Assessment 

 

The fiscal revisions for 2022 carried out by the MFE have elevated the fiscal deficit by 

a further €98.0 million compared to the €850.0 million forecast at the time of the USP. 

A higher deficit, of €972.0 million, is expected for 2023. These revisions were 

implemented notwithstanding a higher estimate for total revenue over both years, as 

expenditure is expected to increase by more, in part because the MFE is factoring in a 

higher estimate of expenditure towards price subsidies when compared to the previous 

forecast round. However, this set of fiscal forecasts still maintains the target that the 

 
64 FITCH comments that the institution does expect that total general government debt will peak at 
slightly below 60% in 2024, in line with the government's goal to keep the public debt burden close 
to 60% of GDP. 
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deficit is to fall below 3.0% of GDP by 2025. All other independently produced forecasts 

show a correction in the fiscal deficit in all forecast years, which although to slightly 

varying degrees, observe a similar trajectory to that targeted by the MFE. The DBP 

scenario in this respect thus appears plausible, which is also supported by the fact that 

there is broad consensus around it. The same can be said for the debt-to-GDP ratio. 

Notwithstanding some differences in magnitude, the path for the gross debt-to-GDP 

ratio identified by the other institutions fits closely with the debt trajectory assumed by 

MFE. Indeed, the various institutions seem to corroborate that the debt-to-GDP ratio 

will be close to the 60.0% mark over the forecast years.   

 

Furthermore, the MFAC positively notes that the COM is of the opinion that Malta’s 

DBP is in line with the fiscal guidance contained in the Council recommendation of 12 

July 2022 (see Box C). 

 

Box C: COM’s opinion on the DBP 2023 

 

Following the Autumn 2022 Economic Forecast and consultations with the Member 

States, the COM published its Opinion on the Draft Budgetary Plans of all euro area 

countries on 22 November 2022.65 The COM views Malta’s DBP as based on a set 

of general macroeconomic assumptions that are plausible in 2022 and favourable 

for 2023. It also refers to the report issued on 23 May 2022, assessing the country’s 

budgetary situation, which notes Malta’s nonfulfillment of the 3% deficit to GDP 

Treaty reference value in 2021. However, fiscal rules were suspended in 2021 due 

to exceptional circumstances, and it was recommended, at the time, that countries 

still support economic recovery via expansionary fiscal policy. 

 

Overall, the macroeconomic projections made by the COM are very much consistent 

and in line with the MFE’s forecast. The expectations for the prices of imported 

goods and services, which are higher in the COM's estimates for 2022 and 2023, 

account for a little variance from the inflation scenarios anticipated by the MFE. 

Similarly, the COM’s outlook for public finances is still fraught with significant 

uncertainty, including macroeconomic risks associated with the Russian invasion of 

Ukraine, increases in oil prices, and ongoing supply chain disruptions, but are still in 

line with those of the DBP. It also notes that there are no relevant differences 

 
65 The COM’s opinion on the DBP is available here.  

https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/annual-draft-budgetary-plans-dbps-euro-area-countries/draft-budgetary-plans-2022_en
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between the COM’s forecast estimates of discretionary measures and those of the 

DBP and includes similar expenditures financed from RRF grants.  

 

The COM’s view is that, considering the changing environment, especially the 

expansionary fiscal attitude in 2022 and the substantial inflationary pressures, the 

growth of nationally sponsored primary current spending is consistent with the 

European Council's recommendation of 12 July 2022 to implement an overall neutral 

fiscal policy.66 Indeed, the COM, when including the information from the DBP, 

projects the fiscal stance to shift from expansionary, to contractionary in 2023. Yet 

it notes that whilst Malta swiftly implemented energy measures as part of the 

emergency policy response to the exceptional energy price increases, a 

continuation of current and/or an implementation of new support measures in 

response to high energy prices would lead to higher growth in net nationally financed 

current expenditure and an increase in the anticipated government deficit and debt 

in 2023. The COM, therefore, recommends that Member States adopt incentives, 

such as price signals, which lower the energy demand, together with effectively 

targeting measures at the most vulnerable households and exposed businesses to 

increase energy efficiency. 

 

In the 2023 Country Report, progress in implementing the country-specific 

recommendations will be thoroughly described and evaluated in consideration of the 

country-specific proposals that COM will present in spring 2023. 

 

In general, the MFAC positively notes that the COM is of the opinion that Malta’s 

DBP is in line with the fiscal guidance contained in the Council recommendation of 

12 July 2022.  

 

 

 

 

 

  

 
66 The European Council’s recommendations are available here.  

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022H0901(18)
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Chapter 7 

Conclusion 
 

 

The current year has been marked by the geopolitical tensions between Ukraine and 

Russia, which challenged the prospects of a global economic recovery following the 

fallout from the COVID-19 pandemic. The DBP is based on the scenario that in 2022, 

Malta’s real GDP grows by 6.0% on the back of the strong growth experienced a year 

earlier. In 2023, the Maltese economy is expected to continue growing, albeit to a 

lesser extent than in 2022, by 3.5%. 

 

The fiscal support measures in relation to the COVID-19 pandemic, as well as the 

supportive budgetary measures to control inflationary pressures imported from abroad, 

have been instrumental in ensuring economic stability and promoting economic growth 

and job creation. However, this came at the cost of recording consecutive fiscal deficits 

(following a situation where between 2016 and 2019, the Maltese government 

recorded fiscal surpluses), which surpasses the 3.0% deficit-to-GDP ratio benchmark. 

Indeed, the fiscal deficit-to-ratio for 2020 and 2021 stood at 9.4% and 7.8%, 

respectively. In 2022 and 2023, the DBP targets a reduction in the fiscal deficit, to 5.8% 

of GDP and 5.5% of GDP, respectively. This target aligns with the intention to bring 

public finances on a sustainable track and within the 3.0% ceiling specified in the SGP 

by 2025. 

 

The strong economic growth coupled with fiscal surpluses in the four years preceding 

the COVID-19 pandemic led to declines in the public debt ratio from 56.2% in 2015 to 

40.7% in 2019. The extraordinary circumstances brought about by the pandemic, and 

the government’s response in retaliation led to a steep increase in the public debt ratio 

to 53.3% in 2020. This resulted from a contraction in economic activity (-8.3%) and a 

large fiscal deficit (-9.4% of GDP) as the government exercised countercyclical fiscal 

policy to support the economy. In 2021, the public debt ratio increased by a further 3.0 

percentage points. Juxtaposing the public debt ratio in Malta, one can notice that the 

public debt ratio in Malta (56.3%) compares relatively well to that of the Euro Area 

average (95.4%). In the latest forecast vintage presented in the DBP, the MFE is 

expecting the public debt ratio to increase marginally to 57.0% in 2022 and to 59.1% 

in 2023. As a result, notwithstanding the increases in the public debt ratio, the MFE 

still expects this ratio to remain under the 60.0% threshold indicated in the SGP.  
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The macroeconomic and fiscal forecasts presented in the latest DBP are considered 

to lie within the endorsable range of the MFAC. Based on the information available by 

the cut-off date, the MFAC’s risk outlook suggests positive risks for real GDP growth 

in 2022 and in 2023, that is, GDP growth could turn out higher than expected by the 

MFE. The MFAC’s risk outlook for the fiscal deficit is also positive for both 2022 and 

2023, that is, a lower fiscal deficit could materialise than that expected by the MFE. 

This while acknowledging that uncertainty remains high and key assumptions, 

particularly those relating to the geopolitical tensions between Russia and Ukraine, the 

supply-chain disruptions ensuing from the COVID-19 pandemic and the targeted 

support measures to maintain stability in the prices of basic commodities shape to a 

great extent the macro-fiscal scenario over the period 2022 to 2023. Furthermore, an 

intensification of the Russia-Ukraine war could also result in a wider fiscal imbalance 

than planned in the DBP, should the government target higher support in maintaining 

inflationary pressures contained.  

 

Presently, the flexibility granted to Member States permits aggressive budgetary 

support measures across the EU to mitigate the adverse shocks created by the 

pandemic and ensuing supply-chain disruptions and the subsequent Russia-Ukraine 

war. This is indeed justifiable. However, the MFAC believes that when economic 

conditions improve, fiscal policy in Malta should again be aimed at achieving a prudent 

medium-term fiscal position. It is important to be adequately prepared for when the 

general escape clause will eventually be revoked, and fiscal rules become binding 

again.  

 

The fiscal space in Malta, which was available pre-pandemic because of the stream of 

fiscal surpluses and the low level of public debt, proved very valuable by making 

possible the implementation of aggressive fiscal support measures. In this respect, the 

MFAC considers that post-pandemic, the rebuilding of fiscal space should again be 

prioritised to have adequate buffers to counteract any future adverse shocks and to 

enhance the overall resilience of Malta’s economy. 
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