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INTRODUCTION

1. Article 13(3)(e) of the Fiscal Responsibility Act mandates the Malta
Fiscal Advisory Council (MFAC) to "analyse and issue an opinion and
any recommendations pursuant to the Government’s publication of the
half-yearly and the annual report on the execution of the budget." On 4
August 2025, the Half-Yearly Report 2025 (HYR) was tabled in Parliament.
The HYR, which was prepared in July 2025, provides an update on whether
any significant developments have occurred since the Annual Progress
Report 2025 (APR25) in April, specifically during the first half of 2025. The
HYR report also presents estimates for the main fiscal variables, an update
on debt developments, a stock of revenue arrears and the government’s
stance on fiscal rules for the first half of the year, enabling a review of these
developments compared to the yearly targets. This is useful particularly for
the government to undertake the necessary corrective or fine-tuning
measures during the rest of the year.

2. The most recent forecasts for 2025 presented in the HYR represent
those published in the APR25. Between the publication of the APR in April
2025 and the preparation of the HYR in July 2025, data releases concerning
GDP and general government finances on an ESA basis, as well as monthly
Consolidated Fund data from the National Statistics Office (NSO), were
published. However, any data released after the cut-off date for the APR 2025
(26th March 2025) was not reflected in the forecasts included in the HYR,
which remained unchanged from the Spring 2025 vintage. Thereby, the
forecasts presented in the APR are considered, for the purposes of this
assessment, as the most recent annual projections available, thereby
allowing for a comparison between half-yearly developments and annual
targets.

3. Despite global uncertainty, the Maltese economy maintained its positive
momentum in 2024, achieving another year of substantial, albeit more
moderate growth compared to recent years. The Maltese economy
registered a 5.9% growth, in real terms in 2024, significantly outpacing the
average growth rates of 1.1% in the European Union (EU) and 0.9% in the
Euro Area (EA). Growth in Malta, was mainly driven by domestic demand,
contributing 5.0 percentage points (pp). The external economy also
supported economic growth (1.2 pp), while changes in inventories slightly
weighed on growth (-0.4 pp). In nominal terms, the economy expanded by
9.3% in 2024, 3.1 pp lower than the nominal growth recorded in 2023. This
slowdown in nominal growth is partly attributable to the easing of inflationary
pressures, as the inflation rate moderated to 2.4% in 2024 from 5.6% in the
previous year.



4. On the fiscal side, whilst the deficit-to-GDP ratio decreased by 1.0 pp in
2024 to 3.7%, it remained above the 3.0% threshold, leaving the country
in an excessive deficit procedure. Growth in the nationally financed net
primary expenditure was also significantly larger than expected in 2024.
Conversely, the debt-to-GDP ratio decreased by 0.5 pp to 47.4%,
extending the margin below the 60% debt-to-GDP benchmark.
Comparing the 2024 fiscal outturn to the targets presented in the Draft
Budgetary Plan (DBP) 2025, the growth rate for nationally financed net
primary expenditure for 2024 was set at 7.4%; however, the actual rate of
growth was 14.3%, in part due to one-off capital transfers." Despite this
increase in expenditure, the deficit- and debt-to-GDP ratios respectively
turned out better than the 4.0% and 49.5% forecasts outlined in the DBP,
owing primarily to exceedingly higher than expected government revenue
and GDP growth (acting as the denominator in these ratios), which was also
more robust than indicated in the projections.

MACROECONOMIC DEVELOPMENTS

5. In the latest forecasts published by the Ministry of Finance, real GDP
growth for 2025 is projected at 4.0%, representing a downward
revision of 0.3 pp compared with the October 2024 forecast round.
Within the expenditure components, growth in general government
consumption expenditure has been revised upwards significantly,
whilst investment, exports and imports have all been revised
downwards. Private consumption expenditure growth remains broadly
unchanged, with a marginal upward adjustment of 0.1 pp. On the other
hand, government consumption growth was revised sharply upwards by
4.6 pp, primarily reflecting higher intermediate government consumption
and increased payroll costs associated with recently concluded collective
agreements.

The downward revisions in investment and external trade reflect the impact
of ongoing US trade tensions and wider global geopolitical uncertainties.
Export and import growth were lowered by 1.9 pp and 1.7 pp respectively,
while investment growth was reduced by 3.0 pp. Although Malta’s direct
trade exposure to the US is limited, given its services-oriented export base,
an indirect impact is expected through weaker demand from key trading
partners.

' The nationally financed net primary expenditure indicator represents government expenditure net of interest
expenditure, discretionary revenue measures, expenditure on Union programmes fully matched by revenue from
Union funds, national expenditure on co-financing of programmes funded by the Union, as well as cyclical elements
of unemployment benefit expenditure. The 7.4% for 2024 was set in Malta’s first Medium-Term Fiscal Structural Plan
for 2025 — 2028, issued in September 2024.



Meanwhile, the inflation rate was revised upwards by 0.2 pp to 2.3%, whilst
the unemployment rate and employment growth forecasts were revised
downwards by 0.1 pp and 0.2 pp, respectively.
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6. Domestic demand is projected to remain the principal driver of
economic growth in 2025, contributing 3.7 pp. External demand is
also expected to provide a positive, albeit considerably lower
contribution of 0.3 pp. The contribution from domestic demand is 0.3 pp
higher than that projected in the autumn forecasts last year. However, this
increase is more than offset by a 0.6 pp downward revision in the
contribution from external demand.
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7. The GDP data for the first quarter of 2025 shows a real growth rate of
3.0%. Overall, the domestic and external developments recorded over
the first quarter support the Ministry for Finance’s (MFIN) projections
that domestic demand will remain the primary source of growth this
year. Domestic demand contributed 2.0 pp of the total growth in the first
quarter of 2025. The growth in domestic demand was primarily driven by



household consumption (0.8 pp), supported by growth in general
government consumption and investment (both contributing 0.6 pp). Net
exports and changes in inventories each contributed 0.5 pp towards GDP
growth. The outturn for the first quarter implies a required real GDP growth
rate of 4.3% over the remaining quarters of the year, which is marginally
higher than the MFIN'’s forecast for 2025.2 Whilst data for the first quarter
indicates a possible downside risk, it should be noted that GDP data for the
first quarter of the year tends to be revised upwards in subsequent NSO
releases often substantially (see Box A).

Historically, Q1 GDP data has been subject to consistent and significant
upward revisions. These revisions reflect the progressive incorporation
of more accurate and complete data sources in national accounts
compilation over time. For this reason, it is important for policy makers
to factor in the likelihood of revisions, especially for early Q1 estimates,
when using such data to guide policy and economic assessments.

This observation is supported by an analysis conducted by the MFAC on
GDP revisions over the period 2015-2024. The analysis compares the
first vintage of Q1 data, typically released in May of year t, with the
corresponding data for Q1 as revised in the GDP release for the whole
of year t, usually published in February of year t+17 (i.e., the fourth vintage
of Q1 data). The comparison indicates that nominal GDP was, on
average, revised upwards by €144.0 million over the 2015 — 2024 period.
Excluding 2024, when a major benchmark revision in the statistical
system resulted in an exceptionally large adjustment, the average
upwards revision rescinds to €115.9 milion. A more meaningful
perspective emerges when considering the reported growth rates
published in the respective NSO news releases.

Over the 2015-2024 period, nominal GDP growth was, on average,
revised upwards by 1.9 pp, while real GDP growth was revised upwards
by 1.8 pp between the first and fourth vintages. It is noteworthy that no
negative revisions were recorded over this ten-year span.

2The implied growth rate for the remaining three quarters of the year is derived under the assumption of equal
weighting across all quarters of the year.
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8. Private consumption grew by 1.7% in real terms in the first quarter of
2025, markedly lower than the 9.4% increase recorded in the
corresponding quarter of the previous year. This slowdown occurred
despite continued tight labour market conditions. Employment
increased by 3.5% year-on-year, albeit at a slower pace than in the first
quarter of 2024, while the unemployment rate declined to below 3.0%.
Compensation of employees rose by 7.2% in nominal terms, compared
with growth rates of around 11.0% observed in the first quarters of the
preceding two years. Meanwhile, during the first half of 2025, the average
seasonally adjusted consumer confidence index hovered around neutral
but remained above last year’s level as well as the corresponding EU and
euro area indicators.* Moreover, the widening of tax bands introduced in
2025 is expected to provide additional support to household disposable
income and private consumption in the periods ahead. The population
continued to increase in 2024, largely due to migration flows, as net
immigration reached 10,614 individuals. As for the natural increase, births
exceeded deaths by 193 individuals. Albeit less than previous years, such
population growth still exerts a substantial impact on the growth of private
consumption expenditure over the forecast period.

For the MFIN forecast of 4.7% real growth in private consumption to
materialise in 2025, an implied average growth rate of 5.7% would be
required over the remaining quarters of the year. However, historical data
suggest that private consumption growth also tends to be revised upwards
in subsequent quarterly releases by the NSO. Replicating the exercise
presented in Box A, but applied to private consumption expenditure, shows

3 The top of the column (in red) represents the Q1 growth rate reported in the end-of year NSO GDP release. This
analysis does not consider changes adopted to the Q1 of the previous year (which would act as the base).
4 The balance for the consumer confidence interval is between -100 and + 100, where the latter is most optimistic.

The index improved in Malta during the first half of the year, which might be due to the ease of inflationary effects
compared to last year.



10.

that between the first and fourth vintages of Q1 data, growth rates were on
average revised upwards by 3.1 pp in nominal terms and 2.4 pp in real
terms. Revisions have been particularly pronounced in recent years, with
the average variance for Q1 revisions over the past three years amounting
to 4.9 pp in nominal terms and 4.5 pp in real terms.

The Council notes that the data is exhibiting a slowdown in private
consumption expenditure growth compared to previous years. However, in
light of the conditions noted above, the MFAC continues to consider the
possibility of somewhat higher private consumption growth than that
projected by the MFIN.

Government consumption expenditure is projected to increase by
6.5% in 2025, marginally below the 6.9% growth recorded in 2024. The
main contributors to this increase are expected to be intermediate
government consumption and compensation of employees. In the first
quarter of 2025, government consumption increased by 3.8%, less than the
year’s forecast. To attain the projected 6.5% growth rate for the year, an
implied increase of 7.4% would be required over the remaining quarters.

Price effects continue to play a significant role, as the difference between
real and nominal government consumption expenditure is significant.
Indeed, nominal government consumption expenditure rose by 9.9% in the
first three months of 2025. Compensation of employees and intermediate
consumption, the two largest components of government consumption
expenditure, increased by 13.1% and 10.6% respectively, in the first
quarter of 2025. This was partly offset by a notable increase in market
output, of almost 20% compared with last year. Since market output is
deducted from the other elements of government final consumption
expenditure, such an increase exerted a downward impact on the overall
growth rate.

Looking ahead, if market output growth normalises while the other
components continue to expand at similar rates, the annual forecast for
government consumption appears broadly achievable. Nonetheless, the
MFAC reiterates the importance of close monitoring, particularly of
employment-related and contractual intermediate consumption, in view of
the requirements under the new EU fiscal framework, which imposes limits
on expenditure growth.

Gross fixed capital formation expanded by 3.2% in the first quarter of
2025, whilst the MFIN projects a more conservative annual growth
rate of 2.5%. The increase recorded in the first three months of the year
was primarily driven by investment in intellectual property products and in
other machinery and equipment. The implied growth rate for the remaining
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quarters of 2025 is approximately 2.3%, which remains broadly consistent
with the MFIN’s forecasts.

A cautious outlook for investment is appropriate, given the inherently
volatile nature of this expenditure component and in view of the prevailing
global environment, marked by geopolitical tensions and trade-related
uncertainties.

The elevated growth rates recorded in recent years for exports and
imports of goods and services are projected to moderate in 2025. In
the first quarter, both exports and imports increased by 2.7%. Export
growth fell short of the APR25 forecast of 3.4%, implying that a 3.6%
increase would be required over the remaining quarters for the annual
forecast to be achieved. Imports are also projected to increase by 3.6% in
2025, requiring growth of 3.9% in the remainder of the year.

Geopolitical tensions are expected to continue weighing on the exports of
goods, which contracted by 11.7% year-on-year in the first quarter. By
contrast, services exports demonstrated resilience, increasing by 5.5%.
The Council expects services to remain the principal driver of export growth
in 2025 and, while acknowledging that overall trade growth will moderate
relative to recent years, it maintains a comparatively more favourable
outlook than that of the MFIN.

On the import side, imports of goods declined by 8.4% in the first quarter
of the year, reflecting the contraction in goods exports, which have a high
import content. Subdued investment activity, which in Malta is highly
import-intensive, and modest private consumption growth also contributed
to the weakness in goods imports. However, stronger-than-expected
private consumption expenditure, could place upward pressure on imports
in the coming quarters. On the other hand, services imports increased by
7.7% in the first quarter of 2025, more than offsetting the decline in goods
imports, and thereby sustaining overall positive growth in imports.

Tourism activity outperformed expectations in the first half of 2025.
Between January and June, tourist arrivals increased by 13.5%
compared with the same period in 2024, reaching over 1.8 million
visitors. Total tourist expenditure increased by 21.1%, also surpassing
expectations. Per capita expenditure increased from an average of €811.6
to €866.2, reflecting higher spending per tourist per night (up from €137.0
to €146.6), while the average length of stay remained unchanged at 5.9
nights. The strength of the tourism sector in the first half of the year
suggests that 2025 projections are likely to be surpassed. This robust
performance in tourism and services exports provides an upside risk to the
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forecast for exports, which acts as a counterbalance to the uncertainty and
the possibility of downside risk surrounding goods exports.

Over the first six months of the year, Malta’s inflation rate has been
gradually increasing, averaging 2.3%, in contrast to the deceleration
recorded in the corresponding period of 2024. Core inflation
components were the main contributors to inflationary pressures in the first
quarter of 2025. Within core inflation, services exerted the largest impact,
with prices rising by an average of 3.1%. The second-largest contribution
came from processed food, including alcohol and tobacco, where prices
increased by 3.3%. Unprocessed food prices rose by 2.3%, with most of
the increase occurring in the second quarter. Non-energy industrial goods
prices recorded a modest 0.8% rise, while energy prices remained
unchanged due to the government’s fixed price policy and thus made no
contribution to overall inflation.

In spring, the MFIN projected an inflation rate for 2025 of 2.3%. This is
consistent with the average inflation growth recorded over the first six
months of the year.
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A tight labour market persisted in the first months of 2025, marked by
widespread increases in sectoral employment and a low
unemployment rate, which fell below 3.0%. Year-on-year employment
growth in the first quarter of 2025 reached 3.5%, slightly below the MFIN’s
annual projection of 4.0%, and marking a slowdown from the 5.8% increase
recorded in the same period a year earlier.

The largest contributors to overall employment growth in the first three
months of the year were the ‘wholesale and retail trade, transportation,
accommodation and food services’ sector, and the ‘public administration’
sector, contributing 1.1 and 0.9 pps to overall growth, respectively. At the
same time, employment growth in these two sectors, as well as in the



professional and administrative sector decelerated relative to the first three
months of 2024.5

The unemployment rate, based on the Labour Force Survey definition,
stood at 2.7% in the first three months of 2025, remaining among the lowest
in the EU. The MFAC considers that both employment growth and
unemployment developments remain closely in line with the MFIN’s
forecast for the year.

2025 2025 2025
( :(?t?al) (Forecast | (Forecast %XitsugI; (Q2-Q4
DBP 2025) | APR 2025) Implied)*
Nominal GDP 9.3 7.0 6.7 54 71
Real GDP 5.9 43 4.0 3.0 43
Real GDP components

Private Final

Consumption 6.5 4.6 4.7 1.7 5.7

Expenditure

General Government
Final Consumption 6.9 1.9 6.5 3.8 7.4
Expenditure

Gross Fixed Capital

. 4.2 5.5 2.5 3.2 23
Formation
Equrts of Goods and 4.9 53 34 27 36
Services
Impqrts of Goods and 45 53 3.6 27 3.9
Services
Contributions to real GDP growth
Domestic demand 5.0 3.4 3.7 2.0 4.3
Inventories -0.3 0.0 0.0 0.5 -0.2
Net Exports 1.2 0.9 0.3 0.5 0.2
Other macroeconomic variables
Inflation Rate 24 2.1 2.3 2.0 24
Employment Growth
(National Accounts) 53 4.2 4.0 3.5 4.2
Unemployment rate
(LFS) 3.1 3.1 3.0 2.7 3.1
Nominal
compensation of 121 8.6 9.2 7.2 9.9
employees

> The full denomination of the sectors mentioned here are the: ‘wholesale and retail trade; repair of motor vehicles
and motorcycles; transportation and storage; accommodation and food service activities’ sector; the ‘public
administration and defence; compulsory social security; education; human health and social work activities’ and the
‘professional, scientific and technical activities; administrative and support service activities’.



FISCAL ASSESSMENT

15. The Consolidated Fund (cash-based) registered a deficit of €457.4 million
during the first six months of 2025, slightly exceeding half of the annual
deficit target of €849.8 million set in the Approved Budgetary Estimates.
This is considerably higher than the deficit of €89.9 million recorded in the
corresponding period of 2024. This deterioration primarily reflects higher
expenditure, which rose by €437.2 million year-on-year, against a
comparatively modest revenue increase of €69.6 million. Consequently, the
overall fiscal balance worsened by €367.6 million in the first half of 2025.

During the first half of 2025, total revenue receipts amounted to 46.2% of the
annual estimate, while cash-based expenditure reached 47.0% of the full-year
projection. These ratios are higher than those recorded in the corresponding
period of 2024, when revenue stood at 43.3% and expenditure at 42.1%. In
2024, however, a larger share of annual revenue, particularly from income tax
(with a strong contribution from corporate taxation), grants, value added tax and
social security contributions was collected during the second half of the year.
Similarly, a higher proportion of annual expenditure, especially on programmes
and initiatives, personal emoluments and capital outlays, was also registered in
the latter half of 2024.

During the first half of 2025, recurrent revenue amounted to €3,474.2 million,
representing an increase of 2.1% (€69.6 million) compared with the same
period in 2024. Tax revenue® rose by €142.2 million, supported mainly by higher
social security contributions and customs and excise duties, while non-tax
revenue declined by €72.6 million, largely due to lower grants. Both direct and
indirect taxes recorded year-on-year increases. Direct tax receipts reached
48.5% of the annual estimate by mid-year, while indirect taxes stood at 45.0%.
Income tax, the largest component of recurrent revenue increased by 2.0% in
the first half of 2025, driven by a strong labour market and wage increments but
reflects the adjustment due to the income tax bands reform. Income tax reached
49.4% of the annual target by mid-year. Social security contributions increased
by €80.7 million (11.7%) driven by the still robust wage and employment growth,
while customs and excise duties rose by €39.6 million, mainly from petroleum
imports. In contrast, value-added tax declined by €18.2 million, equivalent to a
decrease of 2.5% compared to the first half of 2024.

In contrast to revenue, all the main expenditure categories registered increases
during the first half of 2025 compared with the same period in 2024. By June
2025, total expenditure stood at €3,931.7 million, up by 12.5% (€437.2 million).
Of this increase, €379.0 million was attributable to recurrent expenditure. Within

6 Tax revenue comprises income tax, compulsory social security, customs and excise duties, licenses, taxes and
fines, and value added tax.



recurrent expenditure, programmes and initiatives rose by €169.3 million,
mainly reflecting higher outlays on social protection, health and education. By
mid-year, 49.3% of the projected annual allocation for programmes and
initiatives had been utilised, compared with 45.3% in the first half of 2024.
Personal emoluments increased by €104.0 million (17.3%), with mid-year
execution reaching 48.0% of the annual budget, up from 42.5% the previous
year. This outcome was influenced by wage increases in the education sector,
following the collective agreement signed in late 2024. Operational and
maintenance expenses increased by €39.2 million, while contributions to
government entities increased by €66.5 million. Overall, the recurrent
expenditure components showed execution ratios of around 50% by mid-year,
broadly in line with the projected profiles. This contrasts with 2024, when most
ratios were below 45.0%, except for programmes and initiatives.

Regarding non-recurrent expenditure, interest payments on public debt totalled
€143.9 million by mid-2025, representing an increase of €17.0 million from the
previous year. Interest expenditure represented 46.1% of the annual estimate,
marginally below the 48.5% ratio recorded in 2024. Capital spending during the
first six months of 2025 totalled €341.4 million, equivalent to 32.4% of the
annual allocation. This outcome is consistent with the historical pattern of
relatively low disbursements in the first half of the year, as reflected in the 26.3%
execution ratio observed in 2024. Most capital expenditure was directed
towards economic affairs and general public services. Disbursement patterns
were broadly similar across nationally funded and foreign-funded capital
projects, with both categories standing close to 30.0% of their respective yearly
allocations.

Comparison of Revenue and Expenditure components between 2025H1 and 2024H1
(Absolute change in EUR millions)
Revenue Expenditure
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Overall, these developments indicate that recurrent expenditure is broadly
progressing in line with budgetary allocations, while capital expenditure



continues to follow a back-loaded execution profile. In contrast, the
comparatively modest and uneven growth in revenue components has
contributed to a wider deficit relative to the same period in 2024.

16. On an ESA (accruals) basis, the estimated deficit for January to June 2025
amounts to €172.0 million, significantly below the annual projection of
€787.8 million.” A relatively low mid-year deficit compared with the annual
target has also been observed over the past two years. The difference
between the Consolidated Fund balance and the preliminary ESA fiscal balance
(€285.4 million) primarily reflects time-adjusted cash transactions (€272.6
million) and a surplus generated by Extra-Budgetary Units (€88.7 million), both
of which contribute to a lower deficit under ESA.

During the first half of 2025, revenue increased by 6.9% (€253.5 million) and
expenditure by 8.8% (€333.2 million) relative to the same period in 2024. The
full-year forecasts point to much smaller increases in revenue (€118.0 million)
and expenditure (€80.4 million), reflecting the one-off factors in both revenue
and expenditure that took place in the second half of 2024, which are not
expected to recur in 2025.
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17. Mid-year government revenue performance in 2025 is estimated to be
relatively robust compared with annual targets, reaching 49.8% of the
yearly forecast. Growth was recorded across all three main revenue
categories. In 2024, revenue increased by 18.5%, a rate significantly above
historical trends, with the majority of the increase concentrated in the second

" As in previous years, the ESA-based fiscal data for the first half of 2025 includes partial estimates prepared by the
MFIN, given that the official figures for the second quarter are published by the NSO only after the end of July. The
NSO has scheduled the release of this data for 21 October 2025. Accordingly, the figures presented should be regarded
as provisional and subject to future revisions.



half of the year. This was primarily driven by higher-than-anticipated receipts
from current taxes on income and wealth, particularly international corporate
taxation. By mid-2024, current taxes on income and wealth represented only
45.7% of the final annual outcome. In contrast, the mid-2025 estimate indicates
that current taxes on income and wealth have already grown by 10.0%
compared with the same period in 2024, despite the dampening effect of the
income tax bands reform introduced in 2025. While this growth is significantly
above the forecasted annual path, base effects are expected to moderate
performance in the second half of the year, bringing the outturn closer to the
projected decline of 1.2%.

Social contributions increased by 5.3% in the first half of 2025, broadly in line
with the targeted annual growth rate of 6.0%. By contrast, taxes on production
and imports grew by only 1.8%, reflecting weaker-than-expected VAT receipts,
and falling short of the projected annual growth of 4.0%. Of the projected €85.4
million increase in this category, only €19.7 million was realised in the first six
months, leaving most of the expected gain for the remainder of the year. Other
revenue components collectively increased by 10.0% during the first half of
2025, well above the annual forecast of 0.1%.

In its latest opinion on the APR258, the Council noted that government revenue
could exceed the projections made by the MFIN, with upside risks identified
primarily in taxes on production and imports. Whilst this revenue component
underperformed in the first half of the year, the Council’'s assessment of upside
risks to revenue still holds due to the possibility of a somewhat more favourable
macroeconomic outlook in comparison to MFIN’s projections.
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8 The Council's assessment of the macroeconomic projections presented in the Annual Progress Report 2025 is
available here, while its assessment of the fiscal projections is accessible here.



18. Mid-year government expenditure performance appears broadly in line
with annual targets, standing at 47.3% of the yearly forecast.
Developments across expenditure components are mixed, with some
categories indicating potential savings and others suggesting that
allocations may have been underestimated. Compensation of employees
increased by 11.9% (€122.5 million) in the first half of 2025 compared with the
same period of 2024. The public service collective agreement, which came into
effect in 2025, is exerting upward pressure on wage expenditures. Relative to
the full-year forecast, execution reached 48.6% by mid-year, 2.1 pp higher than
the ratio observed in June 2024. In 2024, government wages rose significantly
in the second half of the year following the conclusion of the education sector
agreement, implying that growth in compensation of employees in 2025 should
converge towards the 7.2% annual forecast due to base effects.

Social payments are progressing ahead of forecast, accounting for 54.6% of the
annual projection by mid-year. Over the past five years, social payments have
consistently reached between 51.7% and 52.9% of the total by June. With an
estimated growth of 8.6% over the first two quarters versus a 5.4% forecast, the
potential of an upside risk to social payments, as highlighted in the APR’s
assessment, is still likely.

In contrast, developments in intermediate consumption and gross fixed capital
formation during the first half of 2025 suggest potential expenditure savings.
Intermediate consumption grew by 10.4% year-on-year, below the annual
forecast of 13.8%. Relative to the full-year target, execution reached 44.2% by
mid-year, 1.4 pp lower than the ratio observed in 2024. Gross fixed capital
formation recorded an even lower execution ratio, at 33.6% of the annual
forecast, resulting in a 1.3% decline compared to the first half of 2024. Achieving
the projected annual target would therefore require average growth of 39.2%
over the remaining quarters. While acknowledging the inherent volatility of this
expenditure category, outturns for gross fixed capital formation have in recent
years tended to fall short of forecasts. The mid-2025 estimate points to a similar
outcome, consistent with the Council’'s assessment of the APR25. Although a
lower outturn in government investment would reduce net expenditure, such
savings would be less desirable from a policy perspective, given the role of
public investment in supporting long-term productivity.

In the first half of 2025, subsidies accounted for 43.8% of the annual projections,
5.3 pp higher than in the corresponding period of 2024. This accounts to an
increase of €23.1 million. The MFIN’s projection is that subsidies are to decline
by €15.6 million in 2025 from the level of €561.3 million recorded in 2024. Given
the increase observed in the first six months, for the year-forecast to be realised,
subsidies would need to be €38.7 million lower in the second half of 2025 than
in the same period of 2024. The forecast for subsidies, particularly those to keep
energy prices fixed, are subject to a high degree of uncertainty, given the
reliance on external markets and the potential volatility of international energy
prices. Whilst acknowledging that the forecast was exceeded in the first half, this



component is generally subject to quarterly variability. At this juncture, the
Council maintains a neutral risk for this component.

The relatively low annual growth target for total expenditure in 2025 is mainly
contingent on a significant reduction in capital transfers. These amounted to
€666.4 million in 2024, of which €449.4 million represented non-recurring
outlays, all of which were disbursed in the second half of the year.® According to
the MFIN, such capital transfers are not expected to recur in 2025, with spending
in this category projected to fall to €140.6 million. By mid-2025, however, 52.9%
of the forecasted amount had already been disbursed. The Council maintains
the view that the forecast for capital transfers may be exceeded, particularly as
these are generally concentrated in the latter part of the year. Even when
excluding the exceptional 2024 outlays, capital transfers have averaged more
than €200.0 million annually over the past four years, which suggests a potential
upside risk in this category of expenditure.

In parallel, the “other expenditure” components registered a 7.9% increase in
the first half of 2025, in contrast with a forecasted annual decline of 3.8%
(equivalent to €34.1 million). By June, 49.9% of the yearly allocation had already
been spent. This trajectory implies that a reduction of €65.7 million would be
required in the second half of the year to meet the forecast. However, in 2024,
55.5% of ‘other expenditure’ was spent over the second half of the year. This
may act as a base effect to the growth for the same period in 2025.

In its latest opinion (APR25 assessment), the Council identified a risk that
government expenditure may exceed the projections of MFIN. This upside risk
was attributed to capital transfers, with additional pressures foreseen in
compensation of employees and social payments. Based on the outturns for the
first half of 2025, the Council retains its opinion on these expenditure
components. By contrast, some savings may materialise in intermediate
consumption. Regarding gross fixed capital formation, the mid-year estimates
again indicate slow implementation compared to the annual forecast, which
suggests that the outturn for 2025 may fall short of the planned level.
Nonetheless, it is important that the expenditure targets are not achieved by
curtailing productive investment.

® The one-off capital transfers were, €156.0 million investment grants within capital transfers, relating to the
acquisition of three aircraft, €88.5 million related to the winding down process of Air Malta, €115.0 million for future
energy infrastructure projects, €65.9 million towards the development of industrial parks, and €24.0 million towards
the Water Services Corporation.
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19. General government gross debt is projected to amount to €11.6 billion in
2025, equivalent to 48.4% of GDP, hence remaining well below the 60%
reference threshold. At the end of 2024, the debt level stood at €10,652.7
million, which was significantly below the €11,056.2 million projected in the
DBP25 forecast. This more favourable outcome reflected a smaller-than-
anticipated budget deficit and a lower stock-flow adjustment, largely attributable
to a significant statistical reclassification related to equity acquisition. According
to the HYR25, general government sector debt has reached €11,122.6 million
by June 2025.

As a share of GDP, gross debt is forecast to increase by 1.0 pp, from 47.4% to
48.4%. The primary balance is expected to contribute 2.0 pp to this increase,
coupled with 1.3 pp from interest expenditure and 0.7 pp from stock-flow
adjustments (SFA). These upward pressures are expected to be partly offset by
the contribution of GDP growth, which is estimated to reduce the ratio by 3.0 pp.
It is the Council’s opinion that the upward contribution from the deficit could be
less. On the other hand, the SFA level has been volatile over the past years and
therefore this component adds an element of uncertainty to the annual outturn.
Compounded with the possibility that GDP contributes more to the denominator
in the ratio, and building on its APR25 assessment, the Council maintains its
view that the debt-to-GDP ratio could turn out somewhat more favourable than
currently projected, with this also depending on the SFA turnout.
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20.In accordance with the requirements of the Fiscal Responsibility Act
(FRA), the HYR must also assess the degree of consistency with both EU
and domestic fiscal rules. Although the expenditure growth limit was
significantly exceeded in 2024, the Government maintains its intention to
adhere to the established net expenditure path and has reaffirmed its
commitment to achieve the structural effort required under the Excessive
Deficit Procedure applicable to Malta. The HYR confirms the planned
structural improvement of 0.5 pp in the structural balance for 2025. With regard
to the debt ratio, official projections continue to indicate that government debt
will remain comfortably below the 60% reference threshold.

The new European fiscal framework, which came into force on 30 April 2024,
aims to ensure debt sustainability and maintain prudent fiscal balances by
imposing a ceiling on the growth of nationally financed net primary expenditure.
The Maltese Government has reaffirmed its commitment to align the growth in
net expenditure with these requirements. Malta’s net expenditure path is defined
in the Medium-Term Fiscal Structural Plan 2025-2028, which sets an average
permissible annual increase in the net expenditure indicator of 5.9%. Since
substantial one-off expenditures in 2024 led to a 14.3% increase in net nationally
financed primary expenditure, the 2025 target must offset this sharp rise. The
government has therefore planned to limit net expenditure growth to nearly zero.
Achieving this objective is contingent on the non-recurrence of the large
expenditures on capital transfers being observed in the last quarter of last year.™

Provisional estimates indicate that government expenditure increased by 8.8%
during the first half of 2025. Excluding the non-recurring capital transfers
undertaken in 2024 as reported in the APR25 (€449.4 million), and assuming a
continuation of the 8.8% growth rate over the second half of the year, total

10 A detailed assessment on the government’s 2025 net nationally financed expenditure growth is available_here.



expenditure would exceed the APR’s forecast by around 2.2%.'" This highlights
the need for increased vigilance in expenditure management during the
remainder of the year to ensure compliance with the net expenditure
requirement.

COUNCIL’S APPRAISAL

21. The Maltese economy continued to expand during 2025, although first-
quarter data indicates a deceleration in growth. Whilst the Council also
expects economic growth to moderate in relation to previous years, it
continues to appraise an upside risk to the Ministry’s forecasted economic
growth for 2025. From a domestic demand perspective, private consumption
expenditure is expected to exceed the levels anticipated in the latest official
forecast, despite the lower growth registered in the first quarter of the year. This
view is underpinned by the persistence of tight labour market conditions,
improved consumer confidence compared to previous years, and the revision in
income tax bands which has increased household disposable income.
Meanwhile, the developments in the first half of the year for government
consumption expenditure and gross fixed capital formation are broadly
consistent with the MFIN’s annual forecasts. Regarding external demand, while
recognising that overall trade growth is set to moderate relative to recent years,
the Council maintains a comparatively more favourable outlook than the MFIN
for net exports. Notably, whilst geopolitical tensions and other external
uncertainties pose some risk to goods exports, tourism activity has outperformed
expectations, and service exports continue to register notable increments.

22. During the first six months of 2025, both revenue and expenditure
recorded increases which exceeded the projected increment for the year.
On an accrual basis, the HYR’s deficit is estimated at €172.0 million,
significantly below the annual projection of €787.8 million. The tax revenue
outturn, particularly that from direct taxes and social contributions, contributed
to this result. On the other hand, certain expenditure items registered savings
while others indicated potential underestimation of allocations. This pattern
resembles the developments in 2024, when a low mid-year deficit in the first half
of the year was followed by a sharp increase in spending during the latter half of
the year. Following the fiscal developments in the HYR, overall, the Council
maintains a similar risk opinion on the main revenue and expenditure

11 This constitutes a simplified calculation prepared by MFAC staff. The exclusion of non-recurring capital transfers is
based on the assumption that such transfers will not recur, thereby removing their distortionary effect on the 2025
expenditure analysis. The impact presented here pertains exclusively to total government expenditure. All other
variables netted off to derive the net nationally financed primary expenditure figures are assumed to remain consistent
with the MFIN forecast. The net nationally financed primary expenditure indicator is defined as general government
expenditure excluding interest payments, the impact of discretionary revenue measures, expenditure financed entirely
by EU funds, national co-financing of EU-supported programmes, cyclical unemployment related spending, and one-
off or other transitory fiscal interventions.



components as that in its assessment of the APR25, i.e., both government
revenue and expenditure may turn out higher than projected by the MFIN.

The 2025 fiscal targets are underpinned by the need to limit net nationally
financed primary expenditure growth to close to zero, to offset the sharp increase
of 14.3% recorded in 2024, which in part is due to non-recurring capital transfers.
Achieving this expenditure projection is contingent on the non-recurrence of
these large one-off capital transfers. Furthermore, provisional estimates suggest
that total government expenditure rose by 8.8% during the first half of 2025,
pointing to the need for vigilance in the second half of the year to ensure that
expenditure growth remains in line with the new rule.

The possibility of somewhat stronger economic growth is expected to result in a
more favourable debt-to-GDP ratio than that projected by MFIN in the APR25.
With government debt currently well below the 60% reference value, the debt
rule continues to be respected, and the current buffer is expected to be
maintained.

COUNCIL’S RECOMMENDATIONS

23. Based on its assessment of the Annual Progress Report 2025', and the updates
presented in the Half-Yearly Report 2025, the Council hereby puts forward the
following recommendations:

a. Malta’s economy has experienced robust growth in recent years, creating
demand pressures and capacity constraints. Although growth is projected
to decelerate, it will likely remain among the strongest in the EU, amidst
prevailing geopolitical uncertainties. Should economic growth remain
largely dependent on domestic consumption, such pressures will be
exacerbated. In this respect, the key challenge ahead is to foster
sustainable and inclusive medium-term growth, putting more focus on
productive investment. The Council therefore recommends that the
Government accelerates structural reforms in productive areas,
notably digitalisation, the green transition, research and innovation,
physical and social infrastructure, workforce upskilling, and
improved educational outcomes.

b. The revised EU fiscal governance framework calls for stricter control
of expenditure growth. At the same time, Malta is also subject to an
Excessive Deficit Procedure. The Council would like to reiterate the
importance of adhering to the set net expenditure path, controlling
recurrent outlays while safeguarding productive investment. While

12 The macro assessment report is available here and the fiscal assessment report is available here.



the mid-year deficit remains below the annual projected level, the 2025
objective of limiting net primary expenditure growth to nearly zero
necessitates continued vigilance to prevent slippages in recurrent
spending whilst simultaneously safeguarding the implementation of
planned productive investment.

National fiscal legislation must be fully aligned with the revised EU
economic governance framework by the end of 2025, as required by
EU Directive 2024/1265. The Council remains committed to engage with
all relevant stakeholders in the process of reviewing and amending the FRA
with the dual aim of strengthening fiscal discipline and improving its
practical implementation. The review should build on lessons learnt since
the FRA's adoption in 2014, ensuring the framework remains practical and
relevant in safeguarding fiscal sustainability. The Council calls for a broad
and inclusive parliamentary debate to secure bipartisan support, stressing
the importance of timely engagement given the limited period available
before the legislative deadline.

. The MFIN should address gaps in compliance with Article 39(8) of the
FRA, particularly:

- Article 39(8)(h): reporting on the absorption of European funds,
including approved programmes, achievements during the first half
of the year, and updated forecasts for the remainder of the year.

- Article 39(8)(i): reporting on all outstanding creditors for the first
six months of the year.



