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1. State of the Economy

The emerging economic recovery registered in 2005 was further sustained in
2006, with signsof animprovement in the performance of the Maltese economy
becoming increasingly evident from the available data for 2006. In particular,
encouraging signs emerge from the rebound in real GDP growth, higher
investment activity, the increase in employment levels and the improved
performance registered by the electronics and other emerging manufacturing
sectors as well as various service activities. Meanwhile, Government’s fiscal
consolidation processisproceeding on track, with afurther declineinthe structural
deficit being registered. These positive results were achieved despite that the
M altese economy continued to be subject to external shocks, in particular further
increases in international oil prices and severe competition from low-cost
operators in a number of sectors.

Indeed, although economic growth has recovered, it is estimated that during
2006 the M altese economy continued to operate below potential. Furthermore,
domestic demand devel opments have remained amajor contributor to economic
growth. Although exportsincreased significantly, the deficit in the current account
of the Balance of Payments has deteriorated further, mainly because of higher
imports, aswell as due to adecline in the surplus on the services account. The
intensified international competition is increasingly leaving its mark on the
domestic economy, in particular certain manufacturing sectors, which have been
shedding labour, aswell as on the tourismindustry. Another challengeinvolves
theincreasein theinflation rate, which hasbeen strongly determined by increasing
energy prices.

During the first six months of 2006, real GDP advanced by 2.6 per cent. Real
growth reflected higher consumption as well as investment. On the external
side, higher imports of goods and services were registered, whilst the increase
in nominal exports of goods and serviceswas offset by higher pricesrelated to
the el ectronics manufacturing sector.

In the labour market, an increase in employment was registered between June
2005 and June 2006. Thisoccurred inthe full-time gainfully occupied population
and more strongly in part-time employment. Private market services continued
to be the main driver of job creation, whilst employment in private direct
production decreased further, mainly dueto job shedding in specific manufacturing
sectors. Thedeclining trend in the share of public sector employment continued,
reflecting privatization initiatives, enterpriserestructuring aswell asGovernment’s
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policy inthisarea. Meanwhile, the unemployment rate under Part | of the Register
stood at 4.5 per cent in June 2006, from 4.3 per cent a year earlier.

Turnover in the manufacturing industry recovered in the January-June 2006
period, being underpinned by ariseof 11.5 per cent in exports. Thisimprovement
results from higher export levels by the electronics sector. The increase in
exports by emerging manufacturing sectors, such as the chemicals sector, is
encouraging, particularly within the context of the restructuring taking placein
the manufacturing industry, with certain sectors being negatively affected by
the increasing international competition. Furthermore, anotablerisein capital
outlays was recorded in the manufacturing industry. Meanwhile, employment
income remained practically stable, reflecting the drop in employment in the
industry.

Thetourism industry continuesto face various challenges, including increasing
international competition. During thefirst eight monthsof 2006, tourist departures
dropped by 3.7 per cent. Despite this performance, gross earningsfrom tourism
remained stable during the January-June period. On the other hand, following
therecovery registered in 2005, the cruiseliner industry continued to register a
positive performance with cruise passenger arrivals rising by 31.5 per cent
during the January-August period.

The inflation rate (as measured by the Retail Prices Index) crept up to 3.4 per
cent in September 2006. Theincreasing international oil prices have contributed
significantly to therisein theinflation rate, whil st other major contributorswere
increasesin thefood and housing sub-indices. Theriseintheinflation rateis of
concern as it impacts on the households' purchasing power as well as on the
competitiveness of the Maltese economy. Furthermore, asaresult of theincrease
in the HICP inflation rate, the reference value of the Maastricht price stability
criterion was exceeded by 0.3 percentage pointsin August 2006.

During thefirst six months of the year, the deficit in the current account of the
Balance of Payments widened further to 12.5 per cent of GDP. This occurred
asthe significant increase in exports of goods was offset by higher imports of
goods, including industrial supplies, capital goods as well as consumer goods
and afurther riseinthefuel import bill. Furthermore, the positive balancein the
services account deteriorated, mainly on account of lower receipts on transport
services and higher expenditure by Maltese tourists abroad. On the other hand,
improvements were registered in the income account as well as in current
transfers. Financing in the form of net Foreign Direct Investment inflows and
capital transfers were larger than the current account deficit. FDI as well as
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therisein reserve assetswereinfluenced by proceedsfrom sale of Government
shares.

Government continued to implement itsfiscal consolidation programme during
the course of 2006. Thiswas reflected in afurther contraction in the structural
deficit to Lm72.9 million during the first nine months of 2006, from Lm85.4
million during the comparable 2005 period. This improvement resulted from
higher tax revenue and lower capital expenditure, whilst recurrent expenditure
increased by 3.1 per cent.

The positive results indicated by the available economic data for 2006 are
encouraging. Theresultsin public finance are a so noteworthy as asustainable
fiscal position is necessary to ensure a stable macroeconomic framework.
Nevertheless, further effortsarerequired to ensure that the recovery is sustained
and that it is broad based in the economy. In particul ar, competitive challenges
remain in specific economic sectors. In this context, the restructuring being
undertaken needs to proceed to ensure that the shift to higher value-added
activities continues. This should lead to the generation of further jobs and to
improve export activity, thus also contributing to reduce the external imbalance.
In addition, the competitiveness of the domestic economy needs to be
strengthened. A return to lower inflation rates would contribute to achieve this
am.

Local Scene

Economic Growth

During the first six months of 2006, real GDP increased by 2.6 per cent. In
nominal terms, GDP advanced by 6.8 per cent to Lm987.7 million. Inrea terms,
domestic demand developments remained a major contributor to economic
growth. Improvements were recorded within private and general Government
final consumption expenditure and grossfixed capital formation. On theexterna
side, theincrease registered in imports of goods and services was compounded
by areduction in exports of goods and services resulting from fluctuations in
prices related to the electronics sub-sector of the economy.

Consumers' expenditure advanced by L m29.6 million or 4.8 per cent in nominal
terms, whilst an increase of 2.3 per cent in real terms was recorded. General
Government final consumption expenditure advanced by Lm11.6 million, or 5.5
per cent during the January-June 2006 period. In real terms, an increase of 3.0
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per cent was recorded. A nominal increase of 7.4 per cent was recorded in
gross fixed capital formation, leading to areal rate of growth of 3.8 per cent.

Exports of goods and services increased by 6.6 per cent in nominal terms to
reach Lm698.0 million. Inreal terms, adecline of 2.0 per cent wasregisteredin
thiscomponent of expenditure. However, it is pertinent to note that the decline
recorded in real exports was underpinned by upward movements in export
prices, particularly within the electronics sub-sector. Imports of goods and
services in nominal terms registered an increase of 11.6 per cent, to reach
L m839.5 million. Inreal terms, imports of goods and services advanced by 4.1
per cent.

Sectoral Contribution to Gross Value Added

Gross value added (GVA) at basic prices increased by 5.3 per cent in nominal
terms during the first six months of the year, such that it stood at Lm844.3
million. Sectorswhich registered arisein GVA at basic pricesincludefinancial
intermediation, other community, social and personal serviceactivities, redl estate,
renting and business activities and transport, storage and communication. Such
growth, together with minor increases in other sectors more than offset the
reductions registered in the hotels and restaurants, agriculture, hunting and
forestry and mining and quarrying sectors of the economy.

During the period under review the Gross National Income (GNI) improved by
Lm73.8 million, or 8.1 per cent to Lm985.8 million. Such anincrease was caused
by ahigher level of GDP at market pricesthat was coupled with alower outflow
of net property income. The compensation of employees advanced by Lm13.4
million or 3.0 per cent during thefirst two quarters of the year. Average weekly
compensation per employee in nominal terms increased by 2.2 per cent to
Lm127.53 in the period January-June 2006. On the other hand, real average
weekly compensation per capita during the same period declined by 1.0 per
cent to Lm116.73. Anincrease of Lm25.7 million or 7.1 per cent was recorded
in gross operating surplus and mixed incomewhich stood at Lm387.9 millionin
the period January-June 2006. Taxes on production and imports advanced to
L m155.2 million, an increase of Lm18.6 million or 13.6 per cent during the
period under review, whilst subsidiesdeclined by Lm4.7 million reaching Lm16.4
million.
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Labour Market

The performance of the labour market in Malta during the period under review
isclosely linked to economic performance, as the rebound experienced by the
economy in 2005 and the first half of 2006 resulted in increased employment
levels. At theend of June 2006, thefull-time gainfully occupied population stood
at 139,437, anincrease of 621 or 0.4 per cent over June 2005. During the same
period, the number of unemployed under Part | of the Register rose by 383 to
6,601. Consequently, the unemployment rate under Part | of the Register stood
at 4.5 per cent, up from 4.3 per cent recorded during the same period of 2005.
Theincreaseinthegainfully occupied population and in the registered unemployed
resulted in an overall increase of 752 in thelabour supply to 146,498 at theend
of June 2006. M eanwhilethe number of personsin apart-timejob astheir main
occupationroseby 1,752 to 24,386 at the end of period under review. Futhermore,
the number of part-timers holding afull-timejob increased by 1,230 to 18,791.

In line with trends noted in recent years, employment developmentsin Malta
reveal thedeclining role of the public sector as provider of employment. Infact,
during the twelve monthsto June 2006, public sector employment, inclusive of
temporary employeesdeclined by 2,342 t0 43,199 in reflection of privatisation
initiatives, enterpriserestructuring aswell as Government’spolicy of restricting
employment in non-essential categories of the public sector.

Total private sector employment rose by 2,963 to 96,238 reflecting arise in
employment in the private market services category as the labour complement
in private direct production experienced an overall decline. Employmentin private
market services stood at 63,204 at the end of June 2006, an increase of 3,606
over the comparable period of 2005. Thisincrease strongly reflects the sale of
shares that the Government held in Maltacom plc whilst increases were also
recorded in other categories. Meanwhile, employment in privatedirect production
declined by 424 to 32,639 at the end of June 2006. This decreasereflectsmainly
the drop recorded in manufacturing employment that was partly countered by
the increased employment recorded in construction industry.

Productive Activities

During thefirst half of 2006 turnover in the manufacturing industry registered
an 8.2 per cent increase when compared to the level recorded a year earlier
and amost returned to the levels recorded prior to 2005. This reflected an
increasein exportsof 11.5 per cent, mainly resulting from export level srecorded
in the radio, TV and communication equipment sector. Higher exports were
also recorded in the chemical and chemical products, food, beverages and
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tobacco, furniture and other manufacturing and medical, precision and optical
instruments sectors. However, lower export levelswere mainly recorded inthe
electrical and machinery and apparatus, textiles and textile products, rubber
and plastic products, publishing and printing, wearing apparel and clothes and
leather and leather products sectors. Local salesregistered a3.1 per cent decline
during the period under review, mainly reflecting increased competition from
imports as well as the downsizing of enterprises and firms that moved out of
productive activitiesand into the whol esal e and retail services sector. However,
modest increasesin local saleswere mainly recorded in the furniture and other
manufacturing and fabricated metal products sectors. It is noteworthy that the
furniture sub-sector recorded arecovery inlocal salessince 2005, following the
declineresulting from the dismantling of protectiveleviesonimported furniture
productsin October 2002. Capital outlaysrose by 29.9 per cent in the January-
June 2006 period, mainly reflecting investment made by the radio, TV and
communication equi pment sector. Employment income remained practically at
thelevel recorded inthefirst six months of 2005, however, it isnoteworthy that
the restructuring process within the industry and the shift of certain firmsfrom
productive activities to wholesale and retail trade has led to a decline in
employment levelsinthe manufacturing industry.

Averageweekly sales per capitarose by 15.9 per cent and reached Lm1,035.82
and average weekly exports per capita rose by 19.4 per cent to Lm823.53.
Furthermore, average weekly per capita compensation levels rose by 6.1 per
cent and reached L m124.66.

The agriculture and fisheries sector only contributes asmall amount to Malta's
GDP, howeuver, it is nonetheless important due to its impact on other sectors
such astourism. It also has environmental and social ramifications. Assistance
and incentive schemes have al so been designed to aid this sector of the economy.
In the first six months of this year, this sector’s contribution towards total
economy remained at 2.7 per cent of Gross Value Added.

Malta Shipyards Limited has been facing competition from a number of
competitors, however, the year commenced positively due to the continuation
of work from the previous year. Turnover for the present year has exceeded
expectations. However, the biggest challengeisto executework more efficiently
andtoimprovemarginsin all areas. To thiseffect, Malta Shipyards Limited has
been restructuring so as to increase its productivity and to move towards
becoming acommercially viable company by 2008.
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Services Activities

Services constitute an important contributor to the local economy. While the
largest contributor of the services category is the tourism industry, financial
services activities and related activities are growing in importance. In the first
eight months of 2006, tourist departures declined by 3.7 per cent over the
corresponding 2005 period, reaching 767,836 visitors. Despitethis, grossearnings
from tourism during the January-June period remained stable at a level of
Lm2101.5 million over the same period last year, while per capita earnings
increased by 2.8 per cent, to alevel of Lm215.2. Similarly, earnings per night
spent increased from Lm22.6 during the first six months of 2005 to Lm23.5
during the same period in 2006. M eanwhile, full-time employment in hotelsand
restaurants recorded a decline between June 2005 and June 2006. On the other
hand, the positive performance achieved by the cruise liner industry continued
to be consolidated through thefirst el ght months of 2006, with cruise passenger
arrivalsreaching 233,265, an increase of 31.5 per cent over the same period of
2005.

The Malta Financial Services Authority is Malta's supervisor and regulator in
the financial services sector. Therole of the Malta Enterprise Corporation isto
act as an assisting body providing financial aid and advisory services to both
local and foreign companiesthat are established or want to undertake business
inMalta. MaltaEnterprisea so hastheroleof attracting foreign direct investment.

Prices and Incomes

Malta's inflation rate, as measured by percentage changes in the 12-month
moving average for the Retail Price Index, reached 3.42 per cent in September
2006. Theinflation rate followed an increasing trend in the last quarter of 2005,
registered amarginal declinein thefirst few monthsof 2006 and returned on an
upward trend since April 2006. During the period under review, high energy
prices mainly determined the rate of inflation. The major contributors towards
the inflation rate for September 2006 were the Transport and Communication,
Water, Electricity, Gas and Fuels, Food and Housing sub-indices.

When considering the 12-month moving average of the Harmonized Index of
Consumer Prices (HICP) as at August 2006, Malta' sinflation rate stood at 3.1
per cent being 0.8 percentage points higher than the average for the EU 25
Member States. Between July 2005 and April 2006, Malta’'s HICP inflation
rate was below or stood at the reference value of the Maastricht price stability
criterion. In the following months, the inflation rate exceeded the reference
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benchmark with the gap rising to 0.3 percentage pointsin July and August 2006,
mainly underpinned by developmentsin energy prices.

The study of average wage levels in 2006, based on a sample of collective
agreements of 182 companies employing atotal workforce of 27,399 persons,
shows that the average weekly wage rate increased by 3.7 per cent or Lm3.79.
The highest wagerisein percentage termswas recorded in the Community and
Business sub-sector which registered an increase of 7.5 per cent. Wageincreases
in other sectorswererelatively lower, ranging from 2.0 per cent to 5.3 per cent.
The largest share of employees (58.0 per cent) for all firms earned on average
aweekly wage rate of over Lm96.25.

Foreign Trade and Payments

The current account deficit of the Balance of Payments continued to increase
inthefirst half of 2006 thereby following recent trends. Thisoccurred abeit the
fact that during the period exports increased. The deterioration was triggered
by the fact that imports were notably higher. The increase in imports of goods
included higher importsof industrial supplies, capital goods, and afurther risein
imports of fuel. An increase in imports of consumer goods was also recorded.

Thetrendsin the merchandise account apparent inthefirst half of 2006 continued
inthefollowing two months. The period under review was characterised by the
recovery in exports of machinery and transport equipment. Thissector increased
exports by Lm66.5 million. In addition higher exports of chemicals (+Lm8.6
million) and food, beverages and tobacco (+Lm6.4 million) were registered in
thefirst eight months of 2006. The emergence of the chemical s sector isnotable
and during the January-August period of 2006 constituted the second major
export commodity. These positive devel opments compensated for the continuous
declinein exports of clothing aswell as the contractions recorded in the other
categories.

Higher output and exports by the Maltese economy during this period led to a
comparableincreaseinimportsof industrial supplies. Imports of capital goods
also registered an increase, reflecting the investment activity in the economy.
The increase in imports of capital goods included one-off items worth Lm32
million, including importsof cranesand sea-vessels. Importsof industria supplies
and capital goods explain around three-fourths of the increase in imports
registered in thefirst eight months of 2006. Thefuel importshbill continued onits
upward trend in thefirst eight months of 2006. In line with higher international
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oil prices, the fuel imports bill increased by Lm15.7 million. An increase in
imports of consumer goods, particularly durable goods, was also recorded.

During the period under review, trade activity with the EU and Asiaregistered
aconsiderableincrease. Furthermore anincreaseinimportsfrom the American
continent and from Oceaniaal so occurred albeit thefact that thel atter included
one off items.

Balance of payments data for the first half of 2006 shows a deterioration of
Lm212.3 millionin the services balance, marked by lower receipts on transport
services, afurther increasein Maltesetourists expenditure abroad and anincrease
in net earnings from other services. Meanwhile, tourism earnings were stable.
Theincome account improved by Lm10.9 million, primarily asaresult of lower
earningsregistered by foreign-owned companies operating from Malta. Current
transfersincreased by Lm217.5 million, primarily asaresult of higher net receipts
by General Government. This reflects the receipts from EU funds.

A current account deficit of 12.5 per cent of GDP was registered in the first
half of 2006. Thiswasentirely financed by net foreign direct investment inflows
and capital transfers, amounting to an aggregate 18.4 per cent of GDP. During
the period under consideration, FDI inflows were influenced by the sale of
Government shares in Maltacom plc. Net outflowsin the portfolio investment
account were more than offset by net inflows in the other investment account.
Meanwhile, anet outflow in the net errors and omissions account wasregistered.

A netinflow inthe capital and financial account, inclusive of errorsand omissions,
equivalent to 14.0 per cent of GDP, was recorded in the January-June period of
2006. This exceeded the current account deficit recorded during the same period.
As a result, reserve assets increased further by 1.6 per cent of GDP, being
underpinned by the privatization proceeds from the sale of sharesin Maltacom

plc.

Indicative estimates show that the stock of foreign exchange reservesin 2005
remained high as confirmed by reserve adequacy ratios. The stock of foreign
exchange reserves continued to exceed the monetary base and covered more
than 6 months of imports.
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Financial Developments

Thefirst nine months of 2006 were characterized by the ongoing implementation
of Government’sfiscal consolidation programme. In fact, the structural deficit
declined from Lm85.4 million to Lm72.9 million. Thisdecline was underpinned
by higher tax revenue and lower capital expenditurewhich morethan outweighed
the increase in recurrent expenditure.

During thefirst nine months of 2006, Government recurrent revenue increased
by Lm22.9 millionto Lm629.9 million. Total Government expenditureincreased
by Lm10.4 millionto reach Lm702.7 million. Thisexpansion was attributableto
higher recurrent expenditure and interest on public debt which more than offset
reductionsin capital outlays. Recurrent expenditureincreased by Lm16.7 million
to Lm560.1 million. Over 60 per cent of thisincreaserelatesto higher payments
in Programmesand Initiatives. Capital expenditure decreased by Lm13.4 million
to Lm79.7 million while interest on public debt increased by Lm7.1 million to
Lm62.9 million. The structural bal ance wasfinanced through the proceedsfrom
the sale of Government’s stake in Maltacom plc such that the public sector
borrowing requirement for the first nine months of 2006 was negligible.

Broad money (M 3) continued to expand during the first eight months of 2006.
The acceleration in monetary growth was mainly attributableto accelerationin
both domestic credit and net foreign assets, which more than offset the more
rapid growth of the other counterparts of M3.

During the first few months of 2006, as a result of a narrowing in the interest
rate differentia in favour of the Maltese lira caused by rising Euro interest
rates, the Central Bank of Maltatightened its monetary policy stance. In fact,
the Central Bank of Maltaraised the central intervention rate by 25 basis points
to 3.50 per cent in May 2006.

International Scene

After registering a slowdown in world GDP growth in the year 2005, despite
the impact of higher oil prices, natural disasters and the ongoing tightening of
monetary policies, the economy is projected to continueto grow by around 4.6
per cent in 2006. Following the better-than-expected outcome from the US and
Chinain the beginning of 2006, the Interim Forecast published by the European
Commission hasrevised upwards World GDPgrowth to 5.5 per cent, anincrease
of 0.9 percentage points. Whereas this growth momentum is expected to be
sustained in much of Asiag, inthe US, economic activity isexpected to moderate
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duetotheearlier monetary tightening, higher oil pricesaswell asthe slowdown
in the housing market impacting on domestic demand.

Even though oil prices rose, both the Euro area and the EU performed well
above potential, with real GDP accelerating in the first and second quarters,
thus reflecting an increase in the resilience of the European economies and a
greater ability to rely on domestic demand. The expansionin the Euro areawas
mainly theresult of higher domestic demand along with investment in equipment
and construction, which is foreseen to increase. However, one notes the boost
ininvestment activity in Germany, in light of the expected increase of the VAT
rate in 2007. The gradual recovery of consumer confidence since the summer
of 2005 and an improved labour market situation have stimulated the expansion
of private consumption. Overall, economic growth in the Euro areais expected
to improve by more than expected and according to the Interim Forecast reach
2.5 per cent compared to the 2.1 per cent in the Spring Forecast.

Both the USA and China are expected to register a marginal fall in GDP in
2006 compared to 2005. As forecasted by the European Commission in its
Spring forecast, China's GDP is forecasted to fall slightly by 0.4 percentage
points whilst the US is expected to grow by 3.2 per cent compared to 3.5 per
cent registered in 2005.

World GDP, Volume
annual percentage change

Table 1.1
2003 2004 2005 2006*
World 3.9 5.1 4.6 4.6
Industrialised Countries 2.0 3.3 2.7 2.9
EU 25 1.2 2.4 1.6 2.3
Euro Area 0.7 2.0 1.3 21
Germany -0.2 1.6 0.9 1.7
France 0.8 2.3 1.4 1.9
Italy - 11 — 13
United Kingdom 2.5 3.1 1.8 2.4
United States 2.7 4.2 35 3.2
Japan 1.8 2.3 2.7 2.8
Canada 2.0 2.9 29 3.2
Others 6.2 7.3 6.9 6.7
Russia 7.3 7.2 6.4 6.1
China 10.0 10.1 9.9 9.5

*Projections

Source: European Commission
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Inflation: Harmonised Index of Consumer Prices*
percentage change on preceeding year

Table 1.2
2003 2004 2005 2006**
EU 25 1.9 2.1 2.2 2.1
Euro Area 2.1 2.1 2.2 2.2
Germany 1.0 1.8 1.9 1.7
France 2.2 2.3 1.9 1.9
Italy 2.8 2.3 2.2 2.2
United Kingdom 1.4 1.3 2.1 2.0
United States 2.3 2.7 3.4 2.9
Japan -0.3 - -0.3 0.7
*National index if not available
**Projections
Source: European Commission
Unemployment Rate*
per cent of labour force
Table 1.3
2003 2004 2005 2006**
EU 25 9.0 9.1 8.7 8.5
Euro Area 8.7 8.9 8.6 8.4
Germany 9.0 9.5 9.5 9.4
France 9.5 9.6 9.5 9.4
Italy 8.4 8.0 7.7 7.7
United Kingdom 4.9 4.7 4.7 5.0
USA 6.0 55 5.1 4.8
Japan 5.3 4.7 4.4 4.3

*Series following Eurostat definition, based on the labour force survey

**Projections

Source: European Commission
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Current Account Balance
per cent of GDP

Table 1.4
2003 2004 2005 2006*
EU 25 0.1 — -0.3 -0.9
Euro Area 0.4 0.5 0.1 -0.5
Germany 2.1 3.7 3.9 33
France 0.2 -0.7 -1.2 -1.7
Italy -0.9 -0.5 -1.1 -1.5
United Kingdom -1.4 -2.0 -2.6 -3.3
USA -4.6 -5.6 -6.3 -7.0
Japan 35 4.0 3.6 3.6
*Projections
Source: European Commission
Exports of Goods, Volume
percentage change on preceeding year
Table 1.5
2003 2004 2005 2006*
EU 25 1.7 6.9 4.7 5.9
Euro Area 1.1 6.5 3.8 5.4
Germany 2.4 9.3 6.3 6.6
France -1.7 3.1 3.2 5.1
Italy -2.4 3.0 0.3 35
United Kingdom 1.2 4.6 5.6 5.9
USA 1.8 8.4 6.9 9.2
Japan 9.0 13.9 6.9 10.0

*Projections

Source: European Commission
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Imports of Goods, Volume
percentage change on preceeding year

Table 1.6
2003 2004 2005 2006*
EU 25 3.2 7.3 5.2 6.2
Euro Area 3.0 6.7 4.8 6.0
Germany 51 7.0 53 7.7
France 0.7 6.9 6.6 6.0
Italy 0.8 25 1.4 3.4
United Kingdom 1.8 6.7 5.3 5.2
USA 4.6 10.7 6.4 8.1
Japan 3.9 8.5 6.2 8.1

*Projections

Source: European Commission

Chart 1.1
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Chart 1.2
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Ontheother hand, Japan has achieved a sustained rate of growth asthe economy
haslargely overcomeits post-bubble problems. Real GDPisprojected toincrease
slightly to 2.8 per cent in 2006 as compared to 2.7 per cent in 2005. Such
economic expansion has been achieved as aresult of strong domestic demand
underpinned by rising corporate profits and areversal of the declining trend in
employment and wages.

Relevant macroeconomic indicators asrepresented in the European Commission
Spring Forecast of 2006 are displayed in Tables 1.1 to 1.6 and Charts 1.1 and
1.2.

Outlook for Industrialised Economies

Growth in industrialised countries is expected to gain momentum, given that
growth in Japan, the EU 25 and the Euro area has improved.

The economic recovery for the European economies now appears more broad-
based, with domestic demand gaining momentum. Headlineinflationinthe Euro
area, mainly asaresult of higher energy prices, was 2.2 percent in 2005. HICP
inflation for the year asawhole hasremained above 2 per cent in the Euro area
and the EU, as a result of the higher energy prices driven by the continued
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sharp increase in oil prices. Asregards the EU 25 and the Euro area’s current
accounts, following the surpluses recorded in 2004, in the EU a deficit of 0.3
per cent of GDP in 2005 was recorded whilst asurplus of 0.1 per cent of GDP
was registered for the Euro area. As aresult of higher oil priceslarger deficits
are expected in 2006, reaching anegative of 0.9 per cent of GDPfor the EU 25
and a negative 0.5 per cent of GDP for the Euro area. In line with the upward
revisions made to projected growth for 2006, labour markets have shown a
marked improvement in the period under review. Furthermore, improvements
inlabour productivity wererecorded for thefirst half of 2006. Growth in exports
for both the Euro areaand the EU was |ower than the rate of growth of imports
for 2005 and 2006. For the EU 25 exports are expected to register an increase
of 1.2 percentage points from last year’s growth whereas imports are expected
to increase by afurther 1.0 percentage point. Consequently, exports from the
Euro area are expected to increase by 5.4 per cent whilst imports in the Euro
area are expected to increase by 6.0 per cent in 2006. The current accounts for
both the EU 25 and the Euro area are expected to deteriorate in 2006.

In Germany, after an already robust first quarter, in the second quarter of 2006
the growth rate of real GDP reached its highest level in five years at 0.9 per
cent. For the year as a whole, as projected by the Interim Forecast of the
European Commission, real GDP growth is expected to average 2.2 per cent, a
0.5 percentage point increase than that expected in the European Commission’s
Spring forecast. In 2005 net exports were the main drivers of growth given a
sharp deceleration in imports, whereas recently domestic demand picked up,
particularly machinery and equipment investment, in anticipation of the planned
increase in the standard VAT rate by 3.0 percentage points in January 2007.
Inflation in Germany, mainly driven by energy prices and non-processed food
prices, isexpected tofal dightly inthethird and fourth quarter, reaching 1.7 per
cent in 2006. In addition, some enterprises may have already started to put up
pricesin anticipation of the planned increasein VAT. Unemployment is projected
to start falling by the end of the year, favoured by low wage growth and strong
export performance whereas imports are expected to increase by 7.7 per cent
henceleading to adeterioration in the current account of 0.6 percentage points
from the 2005 rate.

The expansion of economic activity in France continued inthefirst half of 2006,
and in particular in the second quarter. Real GDP growth is projected to reach
2.3 per cent as revised in the Interim Forecast compared with 1.9 per cent as
projected in the Spring Forecast. A lower unemployment rate and an increase
in private consumption have been the main contributors to economic growth.
Moreover, exports are on an upward trend as aresult of the economic recovery
in Europe, whereasimports are expected to increase by 6 per cent, adecline of
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0.6 percentage points. Neverthel ess, the current account deficit isstill expected
to widen from a negative of 1.2 per cent of GDP to a negative of 1.7 per cent
as projected in the Commission’s Spring Forecast. Wage moderation and the
hindering of fully passing the commaodity priceincreasesonto final customers
resulted in the inflation rate for 2006 being expected at 1.9 per cent.

Theeconomic activity in Italy islikely to expand further in 2006 where economic
growth, asreported in the Interim Forecast, is expected to be 1.7 per cent —an
increase of 0.4 percentage points above the Spring Forecast — as a result of
higher business confidence for both the manufacturing and services sector.
Domestic demand is expected to be the main driver of real GDP growth driven
by higher private consumption and higher grossfixed capital formation. Given
also the stronger demand from the Euro area, exports are expected to increase
by 3.5 per cent in 2006 compared to 0.3 per cent inthe preceding year. However,
therecovery in exportsisnot expected to be sufficient to keep up with the pace
of expansion in the corresponding export markets, resulting in further lossesin
market share. Accompanying this is an increase in imports of 3.4 per cent
leading to current account deficit of 1.5 per cent of GDP. The Spring Forecast
for annual HICP inflation has been revised marginally upwardsto 2.3 per cent
in 2006 as a result of acceleration in industrial producer prices of final
consumption goodsmainly dueto high oil prices. Labour productivity isexpected
to recover moderately, which should have a positive impact on the competitive
position of the Italian economy. Unemployment is expected to remain stable
for the year 2006.

UK real GDP growth has regained momentum and economic growth isexpected
to reach 2.7 per cent in 2006 which is an upward revision of 0.3 percentage
points from the Spring Forecast. Robust consumer expenditure, an increasein
retail sales volumes, businessinvestment and trade volumes - even though the
external sector isrecorded as making a negative net contribution to economic
growth - were the main contributors to growth. HICP inflation is projected at
2.3 per cent for 2006, 0.3 percentage points higher than the Spring Forecast.
The persistently high oil prices and the foreseen increases in higher education
costs may bethe cause of higher inflation. Nevertheless, inflationary pressures
fromwage settlementshave so far remained subdued, asaresult of the softening
of the labour market registered in the first half of the year. Unemployment is
expected to increase by 0.3 percentage points between 2005 and 2006. Exports
from the UK are expected to increase by 5.9 per cent whereas imports are
expected to increase by 5.2 per cent. The current account deficit in 2006 is
expected to reach 3.3 per cent of GDP.
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Growth inthe US has eased slightly, even thoughiit is projected to remain high
supported by solid productivity growth, favourable financial market conditions
and rising house prices. Furthermore, the strong growth momentum has been
supported by the activity generated in re-building following hurricane Katrina.
The current account deficit is projected to widen to 7.0 per cent of GDPin 2006
mainly dueto asharply higher energy import bill. Inflation is expected to ease
dlightly to 2.9 per cent in contrast to the 3.4 per cent registered last year.
Unemployment is expected to fall to an annual average of 4.8 per cent in 2006
as employment is expected to continue to grow moderately.

Recent indicators suggest that the Japanese economy should continueto expand
steadily in the coming quarters. As aresult, the unemployment ratein Japanis
projected tofall by 0.1 percentage pointsto 4.3 per cent. This should contribute
towardsadefinitive end to deflation, with the underlying inflation rate approaching
0.7 per cent in 2006. The strength of exports, mainly to therest of Asia, should
help offset the expected accel eration inimports hence supporting GDP growth.
Japan’s current account surplus is forecasted to remain stable in 2006 at 3.6
per cent. Overall, Japanese GDP growth is forecasted to reach 2.8 per cent in
2006.

Russia and China, although expected to enjoy high growth rates, are both
expected to experience amoderate slow down. Russia' sgrowth rateis expected
to decline dightly from 6.4 per cent to 6.1 per cent in 2006 whilst GDP growth
in Chinais projected to reach 9.5 per cent in 2006, down from 9.9 per cent
recorded a year earlier.

Commodity Markets

Oil prices have been volatilein the beginning of 2006, and since mid-April, the
Brent crude spot price has been fluctuating between $68 to $75 per barrel.
Suchtrendsinail pricesreflect anumber of developments such asthe geopolitical
concern about supply security against the backdrop of the growing political
unrest in Nigeria, the continuing inability of Iraqto bring its oil exports back to
pre-war levelsand therisk of cutsin oil suppliesrelated to the situationin Iran.
Thereare also concernsthat oil-producing countries are not investing enoughin
exploration and extraction activities. However, over August, oil prices have
registered a considerable decline by around 20 per cent over the previous two
months. Nevertheless, asreported in the|MF World Economic Outlook, futures
markets suggest that oil prices would remain in the $70-$75 range in 2006-07,
with short-term fluctuations driven by political developments.
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Glaobal oil consumption increased by 0.5 million barrels per day (0.6 per cent) in
the first half of 2006 relative to the same period in 2005. Consumption in the
United States fell somewhat over this period, in part owing to one-off factors,
but still was higher than expected, with gasoline consumption recovering strongly
inthe second quarter of 2006. Oil consumption growth remained highin China
and inthe Middle East, whileit fell slightly in Europe and Japan.

ThelMF non-fuel commodity index rose by 19 per cent in dollar terms between
January and July 2006, reaching itshighest level inreal termssince 1990. Metal
prices increased by 60-70 per cent over asix week period through early May,
then dropped by 25 per cent by end of June mainly reflecting the strength of
copper, zinc, and nickel. Metal prices are expected to fall further in the second
half of 2006, but are still projected to show a 25 per cent increase in 2006
relative to 2005. While demand remains strong, supply concerns have also
contributed to high and volatile prices including deteriorating ore quality,
production disruptions and labour disputes. Thefood priceindex rose by 11 per
centinthefirst 6 months of 2006 mainly dueto unfavourableweather conditions
in early 2006 accompanied by ahigh demand.

Inthefirst half of 2006, semiconductor demand was stronger than anticipated,
mainly in the consumer electronic product sectors. The Semiconductor Industry
Association has revised its forecast for growth in worldwide semiconductor
sales upwards, to 10 per cent in 2006, and expects sales growth to continue at
around this pace in 2007 before slowing down in early 2008. Total worldwide
sales revenues approximately registered a 9 percent year-on-year increase,
particularly inthe Americas and theAsia-Pacific regions. Thisreflected surging
volume growth underpinned by arisein prices and the number of units sold.

Future Economic Prospects

Theforecast for global growth of the IMF World Economic Outlook has been
marked up to around 5 per cent in 2006 and around 4 per cent in 2007, both 0.25
percentage points higher than that recorded in the April 2006 World Economic
Outlook.

The most notable risks refer to inflationary pressures that could intensify and
require atightening of monetary policy. Furthermore, oil prices could increase
further and activity inthe U.S. housing market could dampen morerapidly than
expected, stimulating amore abrupt slowdown of the US economy.

Economic Survey October 2006

21



22

Projections
Table 1.7

2005 2006* 2007*

Real GDP (% change)

EU 25 1.6 2.3 22

United States 3.5 3.2 2.7

Japan 2.7 2.8 2.4
Inflation (% change)

EU 25 2.2 2.1 2.2

United States 34 2.9 1.6

Japan -0.3 0.7 1.0
Unemployment Rate (% of labour force)

EU 25 8.7 8.5 8.2

United States 5.1 4.8 5.1

Japan 4.4 4.3 4.3

*Projections

Source: European Commission

Asportrayedin Table 1.7, the European Commission Spring Economic Forecast
projectsgrowthinthe EU 25 to accel erate thisyear, but to decline again dightly
in 2007 reaching 2.2 per cent, 0.1 percentage points below that forecasted for
2006. Consequently, the unemployment rate is expected to decline to 8.5 per
cent in 2006 down from 8.7 per cent in the previous year and to decline further
to 8.2 per cent in 2007. As aresult of weak domestic price pressures, inflation
is expected to fall to 2.1 per cent this year and reach 2.2 per cent in 2007.

Real GDP growth in the United Statesis expected to slow down to 2.7 per cent
in 2007 down from 3.2 per cent forecasted for 2006. Growth in consumer
spending is projected to be more subdued, hence resulting in alower inflation
rate of 1.6 per cent next year down from 2.9 per cent expected this year.
Moreover, the unemployment rate in 2007 is expected to reach again the 2005
rate of 5.1 percent up from 4.8 percent this year.

Despite the planned fiscal consolidation, Japan’seconomy is projected to grow
at arate of 2.4 per cent in 2007, with the large carryover from the final quarter
of 2005 boosting the growth rate in 2006 close to 3 per cent. Notwithstanding
improving labour market conditions unemployment in Japan is forecasted to
remain at the same level of thisyear while the inflation rate is expected at 1.0
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per cent next year. Unit labour costs are expected to continue falling through
2006, limiting the extent of the pick-up ininflation.
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2. Economic Growth

Theimprovement in GDP growth registered during 2005 was sustai ned further
during thefirst six months of 2006. Indeed, the Maltese economy expanded in
nominal terms by 6.8 per cent and by 2.6 per cent in real terms during this
period. All components of GDP increased in real terms apart from exports of
goods and services which registered a decline during the period under review.
Thiswas conditioned by price developments in export prices which primarily
concerned the electronics sub-sector of the economy.

In linewith recent Economic Surveys, national accounts data presented in this
Chapter are based on the European System of Accounts (ESA95) methodol ogy.
Thisinternationally compatible accounting framework providesfor asystematic
and detailed description of thetotal economy and its componentswhilefacilitating
an analytical comparison with other economies. It is pertinent to note that data
in this publication, is not directly comparable to data published in previous
Economic Surveys, in view of thefact that a change in methodol ogy hastaken
place. Financial Intermediation Services Indirectly Measured (FISIM) is now
being allocated to user sectors/industries, and is not anymore recorded entirely
asintermediate consumption, but can also be final consumption and exports.

Box 2.1
GDP Flash Estimatefor January-September 2006

Estimates for GDP and its expenditure components, at current and constant prices for
the first nine months of 2006 have been compiled by NSO. Such estimates are based
on data for the first six months of 2006, estimates from the domestic and external
sectors for part of the third quarter and statistical imputations. It is pertinent to point
out that the methodology used for the derivation of flash estimates for the first nine
months of the year are not comparable to that used in the normal production of GDF
data.

These estimates indicate that GDP growth stood at 2.6 per cent at constant prices, and
6.1 per cent at current market prices during the January-September 2006 period.
Underpinning this estimated GDP growth rate are increases in private consumption
coupled with growth in gross fixed capital formation. On the other hand, these
estimates indicate that for the first nine months of the year, net exports are
contributing negatively to overall GDP growth. This occurred since although exports
and imports are estimated to have both increased in value and volume terms, the
overall growth in imports was substantially higher than the growth in exports.
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The National Statistics Office (NSO) estimates Gross Domestic Product at
current market pricesfrom the production side, involving the aggregation of the
output of various productive sectors net of the cost of intermediateinputs. The
production side estimate is reconciled with estimates of expenditures on output
produced.

National Expenditure

During thefirst six months of 2006, nominal GDP at market prices advanced by
6.8 per cent to reach Lm987.7 million. Inreal terms, GDP increased by 2.6 per
cent, to Lm858.9 million. Real GDP per capita increased to Lm2,113.3 from
L m2,075.0 recorded for the January-June 2005 period. Table 2.1 provides data
on GDP by category of expenditure at current and constant market prices,
whilst the relevant percentage changes are presented in Table 2.2. Chart 2.1
illustrates real GDP per capita covering the period 2002 to June 2006.

GDP by Category of Expenditure
Table 2.1 Lm million

2003 2004 2005 2005 2006
Jan/Jun  Jan/Jun

At Current Market Prices

Private Final Consumption Expenditure(l) 1,191.7 1,234.2 1,301.1 622.0 651.6
General Government Final

Consumption Expenditure 398.3 416.1 425.4 2115 223.1
Gross Fixed Capital Formation 365.9 3725 406.5 195.7 210.1
Changes in Inventories -33.8 -46.4 5.8 -5.5 41.4
Acquisitions less Disposals of Valuables 15 -2.2 -1.7 -0.8 3.0
Exports of Goods and Services 1,461.3 1,467.9 1,406.7 654.8 698.0
Total Final Expenditure 3,384.9 3,442.1 3,5438 1,677.7 1,827.2
Less Imports of Goods and Services 1,526.0 1,580.9 1,602.7 752.3 839.5
Gross Domestic Product 1,858.8 1,861.3 1,941.1 925.2 987.7

At Constant 2000 Prices

Private Final Consumption Expenditure® 1,133.7 1,146.2 1,1786  566.7 579.5
General Government Final

Consumption Expenditure 350.8 355.8 357.9 179.1 184.4
Gross Fixed Capital Formation 338.1 340.9 366.3 176.3 183.0
Changes in Inventories -31.4 -42.0 5.3 -5.0 36.6
Acquisitions less Disposals of Valuables 14 -2.0 -1.5 -0.8 2.7
Exports of Goods and Services 1,576.1 1,640.8 1,539.3 734.4 720.0
Total Final Expenditure 3,368.7 3,439.7 3,4459 1,650.7 1,706.2
Less Imports of Goods and Services 1,665.3 1,736.2 1,704.9 814.0 847.2
Gross Domestic Product 1,703.5 1,703.5 1,741.0 836.8 858.9

Dincludes NPISH final consumption expenditure

Source: National Statistics Office
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GDP by Category of Expenditure
Percentage Changes
Table 2.2

2003 2004 2005 2005 2006
Jan/Jun  Jan/Jun

At Current Market Prices

Private Final Consumption Expenditure(l) 3.9 3.6 5.4 5.5 4.8
General Government Final

Consumption Expenditure 5.3 4.5 2.2 0.7 5.5
Gross Fixed Capital Formation 29.7 1.8 9.1 8.7 7.4

Changes in Inventories - = o - -
Acquisitions less Disposals of Valuables - - - - -

Exports of Goods and Services -3.6 0.5 -4.2 -6.8 6.6
Total Final Expenditure 1.9 1.7 3.0 1.5 8.9
Less Imports of Goods and Services 2.5 3.6 14 0.1 11.6
Gross Domestic Product 15 0.1 4.3 2.6 6.8

At Constant 2000 Prices

Private Final Consumption Expenditure® 3.3 1.1 2.8 2.8 2.3
General Government Final

Consumption Expenditure 3.0 1.4 0.6 -0.2 3.0
Gross Fixed Capital Formation 29.0 0.8 7.5 7.0 3.8

Changes in Inventories - - = o -
Acquisitions less Disposals of Valuables - - - - -

Exports of Goods and Services -2.4 4.1 -6.2 -6.1 -2.0
Total Final Expenditure 1.7 2.1 0.2 0.0 3.4
Less Imports of Goods and Services 6.2 4.3 -1.8 -1.3 4.1
Gross Domestic Product -2.4 — 2.2 1.3 2.6

®includes NPISH final consumption expenditure

Source: National Statistics Office

Domestic demand conditions remained amajor contributor to economic growth
inrecent years. Following the subdued performancein 2003 and 2004, apositive
rate of growth in real GDP of 2.2 per cent was registered for 2005. Indeed,
developmentsin the first six months of 2006 show that the Maltese economy
has managed to sustain the economic recovery experienced in 2005. In fact,
during the first quarter of 2006 real GDP increased by 3.1 per cent, whilst an
increase of 2.2 per cent was recorded for the second quarter of the year.
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Chart 2.1
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Private Final Consumption Expenditure

Thiscategory of expenditure comprises household final consumption expenditure
and non-profit institutions serving households (NPISH) final consumption
expenditure. Thelatter ismade up of expenditure by non-profit institutions such
asuniversities, charities and trade unions. During thefirst six months of 2006,
privatefina consumption expenditure advanced by 4.8 per centin nominal terms
and by 2.3 per cent in real terms, reflecting the increase in average consumer
pricesregistered during the period under study. Theincreaseregistered in nominal
consumption during the first six months of 2006 was |ower than that recorded
for the same period in 2005. The share of thiscomponent to GDPfell from 67.2
per cent to 66.0 per cent.

The increase recorded in private consumers expenditure was broadly based
among most of the components included in this category of expenditure. In
particular, significant increasesin nominal termswereregistered in expenditure
outlays on health, housing, water, electricity, gas and other fuels and on
miscellaneous goods and services. Minor decreasesin expenditurewererecorded
in few categories, mainly in the clothing and footwear category.

Private consumers' expenditure also includes expenditure by Maltese tourists
abroad, and during the first six months of 2006 an increase of 6.2 per cent was

Economic Survey October 2006



GNI, Private Final Consumption Expenditure
and Expenditure by Tourists
(at current market prices)

Table 2.3
2003 2004 2005 2005 2006
Jan/Jun  Jan/Jun
Per Capita (Lm)
GNI* 4,636 4,577 4,727 2,262 2,425
Private Final Consumption Expenditure* 2,980 3,065 3,218 1,542 1,603
Expenditure by Tourists 243.4 230.3 224.1 209.3 215.2

Per Capita (% change)

GNI* - -1.3 3.3 25 7.2
Private Final Consumption Expenditure* &8 2.8 5.0 4.8 3.9
Expenditure by Tourists 4.6 5.4 -2.7 -0.9 2.8

*Based on total population

Source: National Statistics Office

recorded in this category. On the other hand, expenditure by touristsin Malta
maintained practically the same levels. Since this category of expenditureis
included in exports of goods and services, spending by tourists in Malta is
deducted from the computation of privatefinal consumption expenditure, so as
to avoid the problem of double counting in the computation of the GDP,

Table 2.3 provides information in per capita terms on Gross National Income
(GNI), private final consumption expenditure and expenditure by tourists in
nominal terms. Improvements of 3.9 per cent and of 7.2 per cent were recorded
during thefirst six months of 2006 in private consumption expenditure per head
and GNI per capita respectively. Furthermore, tourist expenditure per capita
increased by 2.8 per cent.

General Government Final Consumption Expenditure

During thefirst six months of 2006, final consumption expenditure by general
Government increased by 5.5 per cent innominal terms, to Lm223.1 million. In
real terms, thiscomponent of expenditure advanced by 3.0 per cent. In nominal
terms, increases were recorded in al categories that comprise this item of
expenditure. In particular, theincreasein expenditure rel ated to health and social
protectionisnotable.
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It isimportant to highlight that, for GDP purposes, general Government final
consumption expenditure excludes outlays which finance transfer payments,
such as National Insurance benefits, subsidies and grants. This is due to the
fact that such items of expenditure do not reflect the production of goods and
services, but merely the redistribution of funds between different sectors of the
economy.

Gross Capital Formation

In line with ESA 95 methodology, this component of expenditure comprises
grossfixed capital expenditure, changesin inventoriesand the acquisitionsless
disposalsof valuables. Grossfixed capital formation, the main item within gross
capital formation, registered an increase of 7.4 per cent in nominal termsduring
the first six months of 2006. In real terms, this reflects an increase of 3.8 per
cent. Growth ratesfor grossfixed capital formation have fluctuated significantly
over therecent years, primarily dueto significant one-off exceptional transactions
which materialized during particular years. Changes in inventories and the
acquisitions less disposal of assets, mainly cover the change in value of
inventories over the period under review and goods which are not used in the
production process and which are generally held asastore of value. During the
January-June 2006 period, inventory changesstood at L m41.4 millionin nominal
terms.

Data on gross fixed capital formation at current market prices and constant
market prices are presented in Table 2.4. The ratio of investment to GDP

Gross Fixed Capital Formation
Table 2.4

2003 2004 2005 2005 2006
Jan/Jun  Jan/Jun

At Current Market Prices

Gross Fixed Capital Formation (Lm million) 365.9 372.5 406.5 195.7 210.1
% change 29.7 1.8 9.1 8.7 7.4
GDP (Lm million) 1,858.8 1,861.3 1,941.1 925.2 987.7
(GFCF/GDP) % 19.7 20.0 20.9 21.2 21.3

At Constant 2000 Prices

Gross Fixed Capital Formation (Lm million) 338.1 340.9 366.3 176.3 183.0
% change 29.0 0.8 7.5 7.0 3.8
GDP (Lm million) 1,703.5 1,703.5 1,741.0 836.8 858.9
(GFCF/GDP) % 19.8 20.0 21.0 21.1 21.3

Source: National Statistics Office

Economic Survey October 2006



practically maintained the same rate asin the previous January-June comparable
period, amounting to 21.3 per cent of GDPinreal terms.

Grossfixed capital formation is further subdivided into three main categories:
metal products and machinery, transport equipment category, construction
category and other products category. Marginal increases were recorded in the
construction component whilst significant increases were recorded in the two
other components of gross fixed capital formation. The latter includes the
importation of sea-vesselsand cranes during the period under review. A further
subdivision of grossfixed capital formation showsthat investment undertaken
by the private sector during the January-June period, increased by 11.4 per cent
in nominal terms. On the other hand, a decrease of 5.2 per cent was recorded
in investment undertaken by Government. In 2005, Government capital
expenditureincluded substantial outlays on road projects financed by the Fifth
Italian Protocol .

Foreign Demand and Supply

The external sector is of paramount importance to the performance of a small
open economy like Malta. In recent years, the Maltese economy has been
subjected to anumber of negative supply shocksmainly intheform of significant
fluctuationsin the priceof oil, increasing international competitive pressurefaced
by anumber of industries as well as volatility in market conditions of a major
export category.

Following the decline recorded in exports of goodsand servicesin 2005, during
the January-June 2006 period an increase of 6.6 per cent in nominal termswas
registered. Exports of goods and services in nominal terms reached L m698.0
million. Theincrease recorded in exports of goodsand services primarily results
from increases recorded in exports of goods which more than offset the decline
recorded in exports of services. The positive performance in the exports of
goods reflects the recovery in the semiconductors industry, higher exports of
food and the positive performance of the chemicalsindustry. On the other hand,
exports of services registered declinesin receipts of transport related services
and other services, whilst tourism earnings remained relatively stable.
Developmentsin export performance reflect price dynamicsin the sector.

Nominal imports of goods and services registered an increase of 11.6 per cent
during the January-June 2006 period to reach Lm839.5 million. In real terms,
imports of goods and servicesincreased by 4.1 per cent. The nominal increase
in imports of goods and services was underpinned by increases in imports of
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goodswhich morethan offset the marginal fall inimports of services. Increases
were recorded in imports of industrial supplies, capital goods and consumer
goods reflecting increased export activity, growth in investment as well asin
private consumption expenditure. Furthermore, the increase in the fuel import
bill also contributed to the overall increase in imports of goods. The marginal
fall recorded in imports of services reflects lower payments on other services
which more than offset higher payments by Maltese tourists abroad. Payments
on transportation services remained practically unchanged.

The increase recorded in imports of goods and services for the January-June
2006 period more than offset the improvements registered in exports of goods
and services in nominal terms, thus contributing towards a further increase in
the current account deficit, reaching Lm2123.4 million, for the January-June
2006 period.

Sectoral Contribution to Gross Value Added

Gross Value Added (GVA) is defined as the value generated by units that are
engaged in a production activity and is egual to the excess of output over
intermediate consumption. Intermediate consumption consists of the value of
the goods and services consumed asinputsin the production process, excluding
the consumption of fixed assets. Given that output is valued at basic prices,
gross value added does not include taxes less subsidies on products, while
intermediate consumption is measured at purchaser’s prices.

In the first six months of the year, GVA at basic prices increased by 5.3 per
cent to Lm844.3 million. Economic growth asmeasured by GVA at basic prices
was mainly attributableto financial intermediation and other community, social
and personal service activities. The growth registered in these sectors, as well
as increases in other sectors offset declines registered in agriculture, hunting
and forestry, mining and quarrying and hotels and restaurants.

Chart 2.2 outlinesthe sectoral contribution of agriculture, hunting and forestry,
industry and services activities to GVA at basic prices. In recent years the
Maltese economy has become more service oriented.

The share of agriculture, hunting and forestry, which also includesfishing stood
at 2.7 per cent, marginally higher than that recorded in recent years. This
improvement is due to the higher value added registered in the fishing sector.
Meanwhile aredistribution of sectoral contribution occurred between industry
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Chart 2.2
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and service activities. In the period under review, the share of industry which
comprises mining and quarrying, manufacturing, €l ectricity, gasand water supply
and construction, stood at 22.8 per cent, reflecting adecrease of 0.9 percentage
points compared to thefirst two quarters of 2005. The services sector generated
74.5 per cent of the entire GVA at basic prices in the six months up to June
2006, anincrease of 0.8 percentage points over the comparable period in 2005.
Thisisin line with the general trend of the past few years.

Table 2.5 exhibits the sectoral contribution to GVA at basic pricesfor the 2003
to June 2006 period. In the period January-June 2006, GVA at basic pricesin
agriculture, hunting and forestry, fishing and operation of fish hatcheries and
fish farms increased by Lm2.1 million, to Lm22.7 million. Such a rise was
underpinned by a considerable improvement registered in the fishing sector,
where GVA more than doubled in the first half of 2006. It is pertinent to note
that a significant increase in exports of tuna was registered this year. GVA at
basic pricesin theindustry category increased by Lm2.5 million or 1.3 percent
thereby reaching Lm192.7 millionin the period under review. Thisimprovement
prevailedinall segmentsof industry, except for the mining and quarrying sector
where amarginal drop in GVA was recorded.
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Sectoral Contribution to Gross Value Added
(at basic prices)
Table 2.5 Lm million

2003 2004 2005 2005 2006
Jan/Jun Jan/Jun

Agriculture, Hunting and

Forestry 36.9 36.2 37.6 18.8 18.7
Fishing 4.6 4.3 4.0 1.8 4.0
Mining and Quarrying 5.2 5.4 5.8 3.1 3.0
Manufacturing 314.0 281.6 286.0 138.6 139.9
Electricity, Gas and Water

Supply 24.9 20.4 11.0 8.3 8.8
Construction 72.6 74.4 80.9 40.2 41.0
Wholesale and Retail Trade™ 206.3 206.7 2163 103.6 1055
Hotels and Restaurants 109.2 107.0 98.5 39.1 37.3
Transport, Storage and

Communication 156.0 161.1 169.9 78.5 81.6
Financial Intermediation 81.8 65.0 82.9 38.3 50.1
Real Estate, Renting and

Business Activities 209.0 217.4 221.0 109.1 112.6
Public Administration and

Defence® 126.3 1295 130.6 65.0 67.8
Education 112.8 118.0 122.5 60.4 62.3
Health and Social Work 94.9 102.4 105.9 52.9 55.5
Other Community, Social and

Personal Service Activities® 80.5 81.7 93.2 44.5 56.2
Gross Value Added 1,635.3 1,611.1 1,666.0 802.1 844.3

Wincludes Repair of Motor Vehicles, Motorcycles and Personal and Household Goods
@Includes Compulsory Social Security
®Includes Private Households with Employed Persons

Source: National Statistics Office

In the first six months of 2006, gross value added generated in the services
sector of the economy experienced asignificant improvement. In fact, the GVA
at basic pricesin the services sector stood at Lm628.9 million, an increase of
Lm37.5million or 6.3 per cent over the comparable period in 2005. All sectors
classified under the services category registered an improvement, except for
the hotels and restaurants sector. The main increases were registered in the
financid intermediation and other community, socia and persona serviceactivities
sector. Moreover, the real estate, renting and business activities and transport,
storage and communi cation sectors a so exhibited considerable improvements.

During the period under review, GVA at basic pricesin agriculture, hunting and
forestry decreased marginally to Lm18.7 million. This decrease reflects arise
of LmO0.7 million in output that was more than offset by an increase of Lm0.8
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millioninintermediate consumption. The shareof agriculture, hunting and forestry
intotal GVA stood at 2.2 per cent, dightly lower than the share prevailinginthe
January-June period in 2005.

In the first two quarters of 2006, amarginal increasein GVA at basic prices of
Lm21.3 million was registered in manufacturing. Underlying such a changeis
thefact that output increased by ahigher amount than intermediate consumption.
Infact, output increased by L m43.3 million whereasintermediate consumption
increased by alower Lm42.0 million. A considerable proportion of theincrease
in output and intermediate consumption pertain to the pick-up registered in the
semi-conductors sub-sector. When taking a sub-sectoral focus, the results are
diverse. The mgjor improvements in GVA at basic prices occurred in the
manufacture of chemicalsand chemical products (Lm3.7 million), manufacture
of radio, television and communi cation equipment and apparatus (Lm3.5 million),
and manufacture of furniture (Lm0.5 million). On the other hand, declineswere
registered in the manufacture of food products and beverages (LmO0.8 million),
manufacture of textiles (Lm0.9 million), tanning and dressing of leather (LMO0.5
million), manufacture of rubber and plastic products (LmO.5 million), manufacture
of machinery and equipment (L m0.4 million), manufacture of electrical machinery
and equipment (Lm1.4 million) and manufacture of medical equipment and optical
instruments (Lm1.3 million). Consequently, during the first six months of 2006,
the share of the manufacturing sector in total GVA stood at 16.6 per cent, a
decrease of 0.7 percentage points.

An increase of Lm0.5 million was recorded in GVA at basic prices in the
electricity, gas and water sector. Both output and intermediate consumption
registered considerableincreasesin thefirst six months of 2006, namely Lm22.3
million and Lm21.8 million respectively. This was largely attributed to the
continued increase in the international price of fuel. From a sub-sectoral
perspective, in the electricity, gas, steam and water supply sub-sectors an
increase of LmO0.3 million was registered, whilst an increase of Lm0.2 million
occurred inthe collection, purification and distribution of water sub-sectors. In
the period being analysed, the share of the electricity, gas and water sector in
total GVA at basic prices remained constant at around 1 per cent.

In the period January-June 2006, GVA at basic pricesin the construction sector
increased by LmO0.8 million, to Lm41.0 million. This rise corresponds to an
increase of 2.0 per cent. Underlying thisresult in value added isan increasein
output of Lm3.2 million which was partly offset by anincrease of Lm2.5million
in intermediate consumption. The GVA generated in the construction sector
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amountsto 4.9 per cent of total GVA, amarginally lower sharethan that recorded
in the corresponding January-June period.

In the wholesale and retail trade sector (including repair of motor vehicles,
motorcycles and persona and household goods) GVA at basic prices stood at
Lm2105.5 million in the first two quarters of 2006, representing an increase of
LmZ1.9 million or a 1.8 per cent rise. During the period under review, output
increased by Lmd4.2 million, whilst intermediate consumption increased by a
lesser amount of Lm2.4 million. On a sub-sectoral level there was an increase
in GVA at basic prices of Lm1.3 million inthewholesal e trade and commission
trade services (excluding motor vehicles and motor cycles) sub-sector and an
increase of LmO.5 millionin the sub-sector encompassing the sal e, maintenance
and repair of motor vehicles and motor cycles (including the retail sale of
automotive fuel). Despite thisimprovement, the overall share of the sector in
total GVA at basic prices declined from 12.9 per cent to 12.5 per cent.

In the services sector a decline in GVA at basic prices occurred in the hotels
and restaurants sector where value added declined by L m21.8 million and stood
at Lm37.3 million for the period under review. Thisdeclineisequivalent to a4.6
per cent decrease on the comparable period in 2005. These developments,
whichreflect the overall performance of the tourism industry, were underpinned
by an increase in intermediate consumption of Lm2.2 million which was only
partially compensated by aLm0.3 million risein output. Consequently, the share
of the sector intotal GVA at basic prices declined by 0.5 percentage points and
stood at 4.4 per cent.

The GVA at basic prices in the transport, storage and communication sector
registered an increase of Lm3.1 million, or 3.9 per cent in the period January-
June 2006. Thisimprovement resulted from anincreasein output (Lm8.5 million)
whichwashigher than that recorded inintermediate consumption (Lm5.4 million).
Notwithstanding the outlined gains, the share of the sector intotal GVA at basic
pricesremained practically at the samelevel recorded in the previous period at
9.7 per cent. From a sub-sectoral perspective, one notes that the increase is
segmented over al sub-sectors, with the major gains being registered in air
transport services (LmO0.7 million), support and auxiliary transport services
(including travel agency services) (Lm1.2 million) and postage and
telecommunications services (Lm0.9 million).

The advance of Lm11.8 million in GVA in the financial intermediation sector
accounted for around 28 per cent of the increase in total GVA. Indeed, this
sector expanded by a significant 30.8 per cent during the first two quarters of
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2006, to reach Lm50.1 million. The main contributor to thisincrease was higher
profitability in the banking sub-sector. Themagjor increasesoccurred in financial
intermediation services (except insurance and pension funds servi ces) sub-sector
(Lm9.1 million), and the servicesauxiliary to financial intermediation sub-sector
(Lm2.7 million). Following these developments, the share of value added
generated by thefinancial intermediation sector out of total GVA at basic prices,
increased by 1.1 percentage points such that the sector’s overall contribution
amounted to 5.9 per cent. Output in this sector increased by Lm16.1 million,
whilst intermediate consumption was L m4.3 million higher.

Output in the real estate, renting and business activities sector increased by
L m6.2 million, whilst intermediate consumption increased by Lm2.7 million,
leading to anincreasein GVA at basic pricesof Lm3.5 million over thefirst six
months of 2006. Sectoral growth was underpinned by the real estate services
sub-sector (Lm1.4 million), other business services sub-sector (Lm2.2 million)
and the computer and rel ated services sub-sector (LmO0.3 million). Onthe other
hand amarginal reduction of Lm0.3 million wasrecorded in the renting services
of machinery and equipment sub-sector. The overall share of real estate, renting
and business activitiesin total GVA at basic prices has declined by 0.3 per cent
to 13.3 per cent during the first two quarters of 2006.

The public administration and defence (including compulsory social security)
sector has recorded arise of Lm2.8 million in GVA at basic prices which is
equivalent to an increase of 4.3 per cent during January-June 2006. The
improvement in the sector was brought about by a rise in intermediate
consumption of Lm8.4 millionwhilst output increased by ahigher Lm11.2 million.
At 8.0 per cent, the contribution of this sector towardstotal GVA at basic prices
remained practically unaltered.

In the educational sector the GVA at basic prices improved by 3.1 per cent to
Lm62.3 million in the first six months of 2006. This improvement was due to
higher sectoral output of LmZ1.6 million and lower intermediate consumption of
LmO.3million. The share of education intotal GVA at basic priceshasremained
practically unchanged at 7.4 per cent.

The value added generated by the health and social work sector has increased
by Lm2.6 million during the period under review, signaling a4.9 per centincrease.
Thusgross sector val ue added amounted to L m55.5 million during the January-
June 2006 period. The sectoral share in total GVA at basic prices remained
unaltered during the period at 6.6 per cent. The improvement in sectoral GVA
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at basic pricesisexplained by an output increase of Lm9.1 million which offset
the expansion in intermediate consumption of Lm6.5 million.

The other community, social and personal service activities sector registered a
significant expansion in value added increasing by Lm211.7 million to Lm56.2
million inthefirst two quarters of 2006 when compared with the same period of
2005. As a result the sector’s share in total GVA at basic prices increased
markedly by 1.2 percentage points to reach 6.7 per cent. During the period
under review, in this sector, output increased by Lm32.2 million whereas
intermediate consumption rose by Lm20.5 million. Analysing from asub-sectoral
dimension, it emergesthat the significant improvement in this sector was almost
entirely caused by the recreational, cultural and sporting activities sub-sector
which expanded by Lm11.7 million, largely dueto thefact that continued positive
results were registered by international internet betting companies operating
from Malta

Gross National Income

Gross National Income (GNI) is calculated by augmenting Gross Domestic
Product at market prices by net compensation received from the rest of the
world, subsidies|esstaxesfrom/to rest of the European Union and net property
incomefrom therest of theworld. Thus GNI representsthetotal primary income
receivable by resident institutional units.

During the period under review, the GNI at market pricesincreased by Lm73.8
million, or 8.1 per cent, to Lm985.8 million. Thisincrease was mainly caused by
ahigher level of GDP at market prices that was coupled with alower outflow
of net property income. Table 2.6 provides information on the components of
GNI at market prices during the 2003-2006 period.

The compensation of employees advanced by Lm13.4 million or 3.0 per cent
during the first six months of 2006, reflecting a combination of both higher
average nominal incomes as well as an increase in the gainfully occupied
population. Chart 2.3 illustrates the devel opmentsin compensation of employees
and GDP at market prices over the period covering 2002 to 2006. During the
period under review the contribution of employee compensation to GDP at
market prices declined by 1.7 percentage pointsto 46.7 per cent.

Theincreasein employee compensation prevailed in al sectors of the economy
except for agriculture, hunting and forestry, manufacturing and el ectricity, gas
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Gross National Income

Table 2.6 Lm million
2003 2004 2005 2005 2006
Jan/Jun Jan/Jun
Compensation of employees 873.7 881.8 899.8 447.6  461.0
Gross operating surplus
and mixed income 783.2 737.1 775.8 362.2 387.9
Taxes on production and
imports 2429 279.2 3054 136.6 155.2
Less Subsidies 41.0 36.9 39.9 21.1 16.4
Gross Domestic Product
at current market prices 1,858.8 1,861.2 1,941.1 925.2 987.7
Net compensation of employees
from the rest of the world 5.7 6.0 4.8 2.5 3.9
Subsidies less Taxes on
products from/to the rest of
the EU — -4.7 -7.9 -3.5 -3.0
Net property income from the
rest of the world -10.6 -19.6 -26.7 -12.3 -2.8
Gross National Income
at current market prices 1,853.9 1,843.0 1,911.4 912.0 985.8
Source: National Statistics Office
Chart 2.3
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and water supply reflecting lower employment levels. On the other hand, the
major increases occurred in the services sector primarily in financial
intermediation sector (Lm2.7 million), education (Lm2.0 million) and health and
social work (Lm1.9 million).

Chart 2.4 and Table 2.7 il lustrate devel opmentsin the compensation of employees
and total employment through an analysis of average weekly compensation per
employee. Data on compensation of employees includes the earnings of both
full-time and part-time employees. As a full-time equivalents measure of the
number of employeesis not available, this analysisis based on Labour Force
Survey datawhich covers both full-time and part-time employees.

Developments during the period under review followed the trend recorded over
recent years with average weekly compensation per employee registering
relatively low nominal increasesand declining in real terms. During thefirst six
months of 2006, the average weekly compensation per employee increased by
2.2 per cent to Lm127.53, in nominal terms. In real terms average weekly
compensation during thefirst two quarters of 2006, declined by 1.0 per cent to
Lm116.73. The real average weekly compensation was obtained by deflating
the nominal figures by the Retail Prices Index using the base year December
2002=100.

Chart 2.4
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Average Weekly Compensation per Employee*

Table 2.7
Nominal Real
Value Change Value Change
Lm % Lm %
2003 124.19 4.7 123.26 3.3
2004 125.13 0.8 120.83 -2.0
2005 126.43 1.0 118.53 -1.9
2005 (Jan/Jun) 124.82 — 117.85 -2.9
2006 (Jan/Jun) 127.53 2.2 116.73 -1.0

*Excludes employers' National Insurance contributions

Source: National Statistics Office

The gross operating surplus and mixed income stood at Lm387.9 millioninthe
January-June 2006 period. Thisrepresentsanincrease of Lm25.7 millionor 7.1
per cent over the comparable period in the previous year. At a sectoral level,
the major increases were registered in other community, social and personal
service activities, financia intermediation and fishing sector. The major decline
occurred in the hotels and restaurants sector.

Taxes on production and importsincreased by Lm18.6 million or 13.6 per cent
during the period under analysis to reach Lm155.2 million. Underlying such
increaseswere higher receiptsfrom VAT. Subsidies declined by Lm4.7 million
during thefirst six months of 2006 thereby reaching Lm16.4 million.

Net property income from therest of theworld measuresthe difference between
income receivable by Maltese ownersin respect of financial assets held abroad
and incomereceivableby foreign residentsin respect of Maltesefinancial assets.
Inthefirst two quarters of 2006 net property income from the rest of the world
improved by Lm9.5 million, yet itispertinent to point out that the amount remained
negative implying anet outflow of income. Such improvement reflectsthefact
that receipts from abroad increased at a higher pace than payments abroad in
the investment income account in the Balance of Payments, thereby resulting
in anet gain. The net compensation of employees from the rest of the world,
defined asthe difference between total remuneration earned abroad by Maltese
nationalslesstotal remuneration earned locally by foreign nationals, increased
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by Lm1.4 million. Taxes paid to the rest of the EU decreased marginally by
LmO.5million.

International Comparison

Likemany small idand economies, Maltahasarel atively high degree of openness.
Such openness renders the island’s economic growth inherently dependent on
movements occurring in the international environment, especially in the
economies of mgjor trading partners. This section summarisesthe latest trends
prevailing in such countries. Table 2.8 shows the growth rates of real GDPfor

Gross Domestic Product
at constant market prices

Table 2.8 % change

2003 2004 2005 2006*
Austria 14 2.4 1.9 25
Belgium 0.9 2.6 1.2 2.3
Cyprus 1.9 3.9 3.8 3.8
Czech Republic 3.2 4.7 6.0 5.3
Denmark 0.7 1.9 3.1 3.2
Estonia 6.7 7.8 9.8 8.9
Finland 2.4 3.6 2.1 3.6
France 0.8 2.3 1.4 1.9
Germany -0.2 1.6 0.9 1.7
Greece 4.8 4.7 3.6 35
Hungary 3.4 4.6 4.1 4.6
Ireland 4.4 4.5 4.7 4.9
Italy — 1.1 — 1.3
Latvia 7.2 8.5 10.2 8.5
Lithuania 10.5 7.0 7.5 6.5
Luxembourg 2.0 4.2 4.2 4.4
Netherlands -0.1 1.7 1.1 2.6
Poland 3.8 5.3 3.2 4.5
Portugal -11 1.1 0.3 0.9
Slovakia 4.5 5.5 6.0 6.1
Slovenia 2.7 4.2 3.9 4.3
Spain 3.0 3.1 3.4 3.1
Sweden 1.7 3.7 2.7 3.4
United Kingdom 25 3.1 1.8 2.4
EU 25 1.2 2.4 1.6 2.3
Euro Area 0.7 2.0 1.3 2.1
Malta -2.4 — 2.2 2.6

*Forecast. For Malta, this figure relates to January - June

Source: European Commission
National Statistics Office
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GDP by Category of Expenditure
at constant market prices
Table 2.9 % change

2003 2004 2005 2006*

EU 25

Private Consumption 15 2.0 15 1.9
Government Consumption 2.2 1.4 1.6 2.1
Gross Fixed Capital Formation 0.9 3.0 2.9 4.4
Exports of Goods and Services 1.7 6.9 4.7 5.9
Imports of Goods and Services 3.2 7.3 5.2 6.2
Gross Domestic Product 1.2 24 1.6 2.3

*Forecast

Source: European Commission

the EU 25 Member Statesfor the four yearsto 2006, whilst Table 2.9 illustrates
the composition of economic growth inreal termsfor the EU 25 countries. The
datais based on the European Commission’s Spring 2006 forecasts.

Following a growth rate of 1.6 per cent recorded for 2005, the economic
performance of the European economy is expected to gather pace in 2006 and
reach 2.3 per cent. Furthermore, the recently published interim forecast -
September 2006 - shows that European economies have performed markedly
better than expected so far in 2006. For the year as a whole, GDP growth has
been revised upwards by 0.4 percentage points from 2.1 per cent to 2.5 per
cent in the Euro Area and from 2.3 per cent to 2.7 per cent inthe EU 25. This
improvement reflects an increase in resilience of the European economies,
boosted by itsgreater ability to rely on domestic demand. Neverthelessanumber
of potential risksmay dent thisupturn in performance, including risks of further
oil price hikes, the risk of a slowdown in world economic growth and the
persistence of global imbalances.

Growth in the EU is expected to be triggered by an expansion of domestic
demand, especially investment which isexpected to grow by 4.4 per cent during
2006, the highest ratein the past four years. Improved profitability in thebusiness
sector on the one hand, and slow growth in households' disposable income on
the other, appear to be the main factors behind the differencesin the performance
of investment and consumption. Nevertheless, the recorded higher consumer
confidence should help to increase momentum in private consumption. In fact
the growth ratein both private and public consumption isexpected to pick upin
2006. During the current year private consumption is expected to grow by 1.9
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per cent whilst Government consumption is expected to grow at around 2.1 per
cent. The net trade contribution is expected to be negative as exports are
expected to grow by 5.9 per cent whilst imports are expected to advance at a
higher pace of 6.2 per cent.
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3. Employment

The developments in the Maltese labour market over the twelve months to
June 2006 reflect the state of flux of the domestic economy, whereby the
economic expansion experienced during the same period contributed to the
increasein employment levels. At the sametime, during the period under review
the restructuring process advanced further particularly as specific sectors of
the economy are increasingly exposed to thereality of the global marketplace.
At the sametime, trends noted in previous years regarding the shift away from
direct production activitiestowards market servicesaswell asthe expansion of
part-time employment as a primary occupation were consolidated during the
period under study.

Thefull-time gainfully occupied popul ation stood at 139,437 at the end of June
2006, anincrease of 621 or 0.4 per cent over June 2005. Additionally, the number
of personsregistering for employment under Part | of the Register rose by 383
t0 6,601 by the end of June 2006. Asaresult, the unemployment rate under Part
| of the Register rose marginally by 0.2 percentage pointsto 4.5 per cent. The
increase in the gainfully occupied population and in the number of registered
unemployed resulted in an increasein the labour supply of 752 or 0.5 per cent to
146,498. At the same time, the number of persons in a part-time job as their
primary occupation stood at 24,386 thereby implying anincrease of 1,752 over
June 2005.

A deeper analysis of labour market developments reveal s the declining role of
the public sector as provider of employment, reflecting Government’spolicy in
thisarea. Asshown in Table 3.1, employment in the private sector, inclusive of
temporary employment, increased by 2,963 or 3.2 per cent to 96,238 relative to
June 2005. Inlinewith trends noted in the past, this devel opment reflectsadrop
of 424 in privatedirect production that was more than countered by theincrease
of 3,606 recorded in the private market services category. Consequently, the
share of the private sector in the gainfully occupied population stood at 69.0 per
cent, arise of 1.8 percentage points over June 2005. Meanwhile, employment
in the public sector, inclusive of temporary employment stood at 43,199 down
from 45,541 recorded at the end of June 2005. As aresult, at the end of June
2006, the share of the public sector in the gainfully occupied population stood at
31.0 per cent, down from 32.8 per cent recorded during the previous comparable
period. The declinein public sector employment mainly reflects Government’s
policy to restrict employment in non-essential categories aswell asthe sale of
shares that Government held in Maltacom plc, which in June 2006 employed
closeto 1,500 employees.
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Labour Market Performance

Table 3.1
2002 2003 2004 2005 2006
Jun Jun Jun Jun Jun
Labour Supply 145,010 145,607 145,732 145,746 146,498
Males 104,041 103,876 103,755 103,185 102,985
Females 40,969 41,731 41,977 42,561 43,513
Gainfully Occupied 137,889 138,369 137,790 138,816 139,437
Males 98,111 97,996 97,321 97,681 97,473
Females 39,778 40,373 40,469 41,135 41,964
Total Private Sector 90,105 90,904 90,837 93,275 96,238
Private Direct Production 35,137 34,275 33,206 33,063 32,639
Private Market Services 54,170 55,909 56,974 59,598 63,204
Temporary Employment 798 720 657 614 395
Total Public Sector 47,784 47,465 46,953 45,541 43,199
Public Sector 47,497 47,166 46,679 45,288 43,070
Temporary Employment 287 299 274 253 129
Registered Unemployed* 7,121 7,238 7,942 6,930 7,061
Males 5,930 5,880 6,434 5,504 5,512
Females 1,191 1,358 1,508 1,426 1,549
% of Labour Supply 4.9 5.0 5.4 4.8 4.8
of which unemployment
under Part | (%) 4.5 4.5 5.0 4.3 4.5
Self-Employed** 15,577 15,668 15,953 16,336 16,428
Males 13,577 13,609 13,812 14,095 14,079
Females 2,000 2,059 2,141 2,241 2,349
% of Gainfully Occupied 11.3 11.3 11.6 11.8 11.8
Memorandum:
Total Direct Production*** 46,386 45,236 43,034 42,618 42,305
Total Market Services*** 90,418 92,114 93,825 95,331 96,608
Total Private Sector Share 65.3% 65.7% 65.9% 67.2% 69.0%
Total Public Sector Share 34.7% 34.3% 34.1% 32.8% 31.0%
Part-time Employment as
Primary Job 17,812 18,688 20,736 22,634 24,386

*Includes both Parts | and Il of the registered unemployed

**Included in the Private Sector
***Excluding temporary employees

Source: Employment and Training Corporation
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Box 3.1
The Labour Force Survey

The Labour Force Survey (LFS) is a household survey carried out by the National Statistics
Office in accordance with the methodologies of the European Union's statistical agency,
Eurostat, and of the International Labour Organisation. The LFS provides detailec
information regarding the labour market, in addition to other relevant statistics on indicators
such as educational levels, salary conditions, hours worked, and activity rates. However, the
LFS is not directly comparable to statistics emanating from the Employment and Training
Corporation (ETC) mainly due to differences in definitions and methodologies of the twc
datasets. Moreover, one must express caution in interpreting LFS results over time as
absol ute changes in employment of 1,800 or less may be the result of sampling error.

Salient Labour Market Developments

The latest LFS statistics show that for the period ranging from April to June 2006 the
number of people employed amounted to 151,953, an increase of 1,222 over the comparable
period in 2005. As aresult, the employment rate stood at 54.3 per cent, down from 54.5 per
cent recorded in April-June 2005. These developments were underpinned by an increase in
male employment of 1,275 while the number of females in employment decreased by 53.
Consequently, the male employment rate stood 73.9 per cent, an decrease of 0.3 percentage
points over twelve months earlier. Meanwhile, the femal e employment rate stood at 34.5 per
cent, adecrease of 0.3 percentage points from the rate recorded in April-June 2005.

At the end of the period April-June 2006, the number of unemployed persons stood at
12,726, a decrease of 115 persons or 0.9 per cent from the figure recorded in April-June
2005. The share of males in total unemployment stood at 56.9 per cent, while females
accounted for 43.1 per cent. Meanwhile, the unemployment rate stood at 7.7 per cent, down
from 7.9 per cent recorded in April-June 2005. This development reflects a drop in the male
unemployment rate by 0.6 percentage points to 6.5 per cent whilst the female
unemployment rate rose by 0.9 percentage points to 10.3 per cent.

The highest annual salary related to legislators, senior officials and managers at the end of
the period April-June 2006 averaged Lm8,533, whilst the lowest paid occupations were
elementary occupations at an average of Lm4,178 per year. The average gross annual salary
stood at Lm5,360 during April-June 2006, reflecting an increase of 2.1 per cent over April-
June 2005. Since the highest paid category earns only about twice the salary of the lowest
paid category, this is indicative of the degree of salary compression in the Maltese labour
market.

Human Capital and the Labour Market

Education may be considered as a form of investment in human capital as it augments an
employee’s productivity and is also closely associated with a high level of income per
capita. A more educated labour force is more mobile and adaptable, can learn new tasks anc
skills more easily, can use a wider range of technologies, and is more creative in thinking
about how to improve the management of work. These attributes not only make a more
highly skilled worker more productive than a less skilled one, but also enable employers to adjusl
better to changes necessitated by competition.
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Box 3.1 continued

In the area of human capital, Malta has in recent years recorded considerable
improvements. Such improvements reflect to an extent public investment in
education over the years. As shown in the Table, the participation in education and
training for people aged between 25 to 64 years at the end of December 2005
stood at 5.3 per cent, an increase of 1.4 percentage points over the previous year.
The increased participation was recorded amongst employed and unemployed as
well as inactive persons. In particular, the participation rate in education and
training of the employed and unemployed stood at 6.9 per cent and 10.2 per cent,
up from 5.3 per cent and 6.7 per cent recorded during April-June 2005.

Linking occupational requirements to educational output is yet another important
challenge. The Table provides information regarding the percentage of persons
aged between 25 and 64 that participate in education or training by level of
educational attainment. A low level of education comprises persons with no school
or primary education, while the medium level incorporates persons having
achieved post secondary general education. The share of people with medium
education in December 2005 stood at 8.1 per cent, 1.6 percentage points below the
rate recorded during the comparable period the previous year. Meanwhile, the
share of people attaining a low level of education stood at 2.4 per cent, up from
1.6 per cent in December 2004. Yet, significant improvements were recorded in
the share of people attaining a high education level. In December 2005, they
accounted for 21.3 per cent of the people aged between 25 and 64, an increase of
9.1 percentage points over December 2004.

Another indicator of participation in education is the percentage of 20 to 24 year
olds who have achieved at least an upper secondary level of education, which is
equivalent to a medium level of education. In this regard, it is noteworthy that
during 2005 the participation rate stood at 56.2 per cent, up from 49.1 per cent
recorded in 2004. This increase is attributable to improved participation rates for
both males and females, as the increase over the previous comparable period
amounted to 8.2 and 6.0 percentage points, respectively. Early school leavers are
defined as persons aged between 18 and 24 years, who have achieved lower
secondary education or less. The percentage of early school |eavers dropped by 4.5
percentage points from 42.6 per cent in 2004 to 38.1 per cent in 2005. It is notable
that, the percentage of male early school leavers dropped by 4.0 percentage points
while for femal es the improvement amounted to a decline of 5.3 percentage points.

The above statistics indicate that Malta has achieved an improvement in the
human capital aspect of the labour force and population at large. However, further
effort isrequired in order to converge to the EU average levels.
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Box 3.1 continued

Selected Education and Training Indicators

per cent
2003 2004 2005
Participation in Education and Training (25-64)
by Labour Status (as at December)
Employment 5.8 5.3 6.9
Unemployment 4.7" 6.7" 10.2"
Inactive 2.0" 1.9" 2.7
Total 4.2 3.9 5.3
Participation in Education and Training (25-64) by
Level of Education Attainment (as at December)
Low 2.2 1.6 2.4
Medium 8.9 9.7 8.1
High 16.6 12.2 21.3
Total 4.2 3.9 53
Percentage of 20-24 years old having achieved at
least Upper Secondary
Males 42.0 47.0 55.2
Females 49.9 51.3 57.3
Total 45.8 49.1 56.2
Early School Leavers
Males 51.7 45.2 41.2
Females 48.2 39.9 34.6
Total 50.0 42.6 38.1

= Under-represented

Source: National Statistics Office

The data presented in this Chapter are based on the distribution of the
administrative records of the Employment and Training Corporation (ETC) of
the gainfully occupied population according to the standard NA CE classification
of economic activities. During 2006 the ETC, in line with its policy for the
revision of provisiona datahasrevised itsemployment statistics published earlier,
with theaim of attai ning a continuous update of labour market data. Asaresult,
thedatain this Chapter are not directly comparableto those presentedin previous
issues of the Economic Survey.

Itisimportant to note that the dataon registered unemployment is composed of
both Part | and Part |1 of the Register. Part | of the Register includes those
people who are eligible for work and registering with the ETC as unemployed,
while Part 11 incorporates other categories of persons searching for work but
not eligible to register under Part |. Such categories include those who were
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dismissed from work dueto disciplinary action or who | eft employment at their
freewill, those who refused work and training opportunities, thosewho failed to
submit the necessary documentsrequired for registration under Part | and those
who were struck off after an inspection by the Law Enforcement Personnel.
Thus unemployment under Part | of the Register provides a better indicator for
analysing developmentsin the domestic labour market.

Labour Market Developments

Thissection providesan overview of the main [abour market devel opmentsthat
occurred during the period covering June 2002 to June 2006. As shownin Chart
3.1, the labour supply rose by 1,488 or 1.0 per cent between June 2002 and
June 2006, reaching a level of 146,498 at the end of June 2006. During this
period, thelabour supply registered an upward trend, though therate of expansion
varied from year-to-year in reflection of developments in both the gainfully
occupied population and the number of registered unemployed.

When analysed on a gender basis, the increase in the labour supply recorded
over therecent yearswas driven by ahigher number of females, asthe number
of malesin the labour market recorded adecline. In fact the male component in
the labour force declined by 1,056 or 1.0 per cent between June 2002 and June
2006, as drops were recorded in every year. The number of females in the
labour force stood at 43,513 in June 2006 thus reflecting an increase of 2,544 or

Chart 3.1
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6.2 per cent over June 2002. Hence, the share of males in the labour force
declined by 1.4 percentage points to 70.3 per cent. Conversely, the share of
females in the labour force rose from 28.3 to 29.7 per cent at the end of June
2006.

At the end of the period under review, the gainfully occupied population stood
at 139,437 reflecting an increase of 1,548 or 1.1 per cent over June 2002. The
gainfully occupied population recorded increases on a consistent basis during
the period under review, except for adrop of 579 recorded in the twelve months
to June 2004. The number of malesinthe gainfully occupied population declined
by 638 or 0.7 per cent during the period under review, thus reaching 97,473 at
theend of June 2006. |n contrast, the number of femalesin the gainfully occupied
population stood at 41,964 at the end of June 2006 representing an increase of
2,186 or 5.5 per cent over June 2002.

In reflection of these developments, the number of unemployed persons under
Part | of the Register in the four yearsto June 2006 rose marginally by 83. The
number of unemployed persons under Part | of the Register rose by 60 and 677
during the year to June 2003 and June 2004, respectively. Following the sharp
declineof 1,037, the number of unemployed personsunder Part | of the Register
in the year to June 2005, an increase of 383 recorded between June 2005 and
June 2006. Hence the unemployment rate under Part | stood at 4.5 per cent at
the end of June 2006, unchanged from the rate recorded four years earlier.

Private Sector Employment

Private sector employment, inclusive of temporary employment, registered
increases over the period ranging from June 2002 to June 2006, except for a
decline of 67 recorded during the twelve monthsto June 2004. During the four-
year period to June 2006, private employment increased by 6,133 or 6.8 per
cent, reaching 96,238 at the end of June 2006. Thisincreasewasentirely driven
by higher employment in private market services as employment in private
direct production recorded consistent declines throughout the period under
review.

Employment in private direct production stood at 32,639, adecrease of 2,498 or
7.1 per cent over June 2002. As stated above, employment in direct production
was on a downward trend as declines of 862 and 1,069 were recorded in the
twelve months to June 2003 and June 2004, respectively. During 2005 and
2006, the pace of decline somewhat slowed down as decreases of 143 and 424
wererecorded during thesetwo years. These developmentsreflect mainly private
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sector restructuring especially in specific sectors of the manufacturing industry.
Asaresult, the share of private direct production in total employment declined
from 25.5 per cent in June 2002 to 23.4 per cent in June 2006.

However, the decline in private direct production was more than offset by the
strong expansion recorded in private market services over the period under
review. Private market services stood at 63,204 at the end of June 2006,
representing an increase of 9,034 or 16.7 per cent over the period June 2002 to
June 2006. The developmentsin this category were strongly influenced by the
increasing contribution of servicesactivitiesaswell asthe privatisation of state-
owned entities. Consequently the share of private market servicesinthegainfully
occupied population rose by 6.0 percentage pointsto 45.3 per cent at the end of
June 2006.

The number of temporary employed in the private sector was on a downward
trend over the period June 2002 to June 2006. At the end of June 2006, temporary
employment in the private sector stood at 395, adecline of 403 over June 2002.

During the period under review, the number of self-employed personsfollowed
an upward trend. At the end of June 2006, the number of self-employed persons
stood at 16,428 reflecting an increase of 851 over June 2002. The share of self-
employment inthe gainfully occupied population in June 2006 stood at 11.8 per
cent, an increase of 0.5 percentage points over June 2002. The rise in self-
employed persons was underpinned by increases in both male and female
components.

The number of male self-employed stood at 14,079 at the end of June 2006, an
increase of 502 when compared to June 2002. In the meantime, the number of
femal e self-employed stood at 2,349 thus representing an increase of 349 over
June 2002. Consequently, the share of female self-employed in total self-
employed stood at 14.3 per cent at the end of June 2006, up from 12.8 per cent
recorded June 2002. Despitethisrise, the share of femalesin total self-employed
persons remains relatively low when compared to the share of femalesin the
gainfully occupied population, probably reflecting theinfluence of cultural traits
and traditional role-playing.

Public Sector Employment

During the period under review, public sector employment followed adownward
trend. As shown in Table 3.2, at the end of June 2006 total employment in the
public sector, inclusive of temporary employment stood at 43,199 thus
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Public Sector Employment

Table 3.2

2002 2003 2004 2005 2006
Jun Jun Jun Jun Jun
Government Departments 31,805 31,846 31,735 31,106 30,658

Companies with public sector
majority shareholding 7,900 7,244 6,403 5,500 3,591
Independent Statutory Bodies 7,792 8,076 8,541 8,682 8,821
Temporary Employees 287 299 274 253 129
Total 47,784 47,465 46,953 45,541 43,199

Source: Employment and Training Corporation

representing adecrease of 4,585 over the same period in 2002. Thisdevelopment
reflectsprivatisation initiatives, the restructuring of public sector entitiesaswell
as Government’spolicy to restrict employment into non-essential categoriesin
Government Departments. Over thefour-year period, employment in companies
with public sector shareholding dropped by 4,309. Moreover, employment in
Government Departments declined by 1,147 while employment in Independent
Statutory Bodies increased by 1,029 over the period June 2002 — June 2006.
Hence, as shown in Chart 3.2, the share of total public sector employment in
the gainfully occupied population stood at 31.0 per cent at the end of June 20086,
3.7 percentage points below the rate recorded four years earlier.

During the twelve monthsto June 2006, public sector employment declined by
2,342 or 5.1 per cent over the previous comparable period. Employment in
companieswith public sector majority shareholding declined by 1,909 to 3,591
at the end of June 2006. This development mainly reflects the sale of shares
Government held in Maltacom plc, the sale of Air Supplies and Catering Co.
Ltd, and the closing down of SeaMaltaCo. Ltd. Meanwhile MaltaDesalination
Services Ltd was transferred to the Independent Statutory Body category. As
aresult, the share of companieswith public sector mgjority shareholdingintotal
public sector employment declined from 12.1 per cent in June 2005 to 8.3 per
cent at the end of June 2006.

At the end of June 2006, employment with the Independent Statutory Bodies
stood at 8,821, anincrease of 139 over the same period last year. These changes
aremainly attributed to the reclassification of MaltaDesalination ServicesLtd.
from the companies with public sector mgjority shareholding category aswell
asother minor increasesinthe employment level sof other entities. Conseguently,
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Chart 3.2
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the share of Independent Statutory Bodiesin public sector employment rose by
1.3 percentage points to 20.4 per cent.

Employment in Government Departments stood at 30,658 at the end of June
2006, a decrease of 448 over the same period of 2005. As highlighted earlier,
this devel opment reflects Government’s policy to restrict employment into non-
essential categories of the public sector. As a result of the developments
described in this section, the share of employment in Government Departments
in total public sector employment rose by 2.7 percentage points to 71.0 per
cent. Temporary employment in the public sector stood at 129 at the end of
June 2006, as it dropped almost by half when compared to the level of 253
recorded a year earlier. Consequently the share of temporary employment in
total public sector employment declined from 0.6 per cent at the end of June
2005 to 0.3 per cent at the end of the period under review.

Sectoral Employment

At the end of the period under consideration, the direct production category
exclusive of temporary employees, accounted for 30.3 per cent of the gainfully
occupied population, down from 30.7 per cent recorded twelve months earlier.
On the other hand, the share of market services exclusive of temporary
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employees, stood at 69.3 per cent of the gainfully occupied population, up from
68.7 per cent in June 2005. Thefollowing analysis provides adetailed overview
of the employment performance of clustersof economicsactivitiesin both direct
productive and market services categories.

Direct Production

Anoverview of themain developmentsin direct production for the period ranging
from June 2002 to June 2006 is shown in Table 3.3. Total employment in direct
production stood at 42,305 in June 2006, representing adecline of 313 or 0.7 per
cent over June 2005. The private sector accounts for the vast mgjority of jobs
in total direct production, with a share of 77.2 per cent while the public sector
accounted for 22.8 per cent of employment. The overall declinein total direct
production employment is mainly attributable to manufacturing while lower
employment levels were also reported by the electricity, gas and water and
agriculture, hunting and forestry sub-sectors. Thisdeclinewas partially mitigated
by the rise recorded in construction and to a lesser extent, in fishing activity.

Employment in Direct Production*

Table 3.3
2002 2003 2004 2005 2006
Jun Jun Jun Jun Jun
Agriculture, Hunting and Forestry 2,823 2,825 3,073 3,107 3,044
Private 1,656 1,670 1,683 1,658 1,636
Public 1,167 1,155 1,390 1,449 1,408
Fishing 364 402 412 436 462
Private 364 402 412 436 462
Public 0 0 0 0 0
Mining and Quarrying 496 497 506 510 509
Private 496 497 506 510 509
Public 0 0 0 0 0
Manufacturing 27,991 27,130 24,954 24,635 23,696
Private 25,177 24,383 23,131 22,852 21,944
Public 2,814 2,747 1,823 1,783 1,752
Electricity, Gas and Water 3,135 3,060 3,558 3,406 3,259
Private 2 1 1 1 5
Public 3,133 3,059 3,557 3,405 3,254
Construction 11,577 11,322 10,531 10,524 11,335
Private 7,442 7,322 7,473 7,606 8,083
Public 4,135 4,000 3,058 2,918 3,252
Total Employment in Direct Production 46,386 45,236 43,034 42,618 42,305
Private 35,137 34,275 33,206 33,063 32,639
Public 11,249 10,961 9,828 9,555 9,666

* Excluding temporary employees

Source: Employment and Training Corporation
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The developments in the level of employment in direct production activities
over the June 2002-June 2006 period areillustrated in Chart 3.3.

At the end of June 2006, employment in the agriculture, hunting and forestry
category stood at 3,044, a decrease of 2.0 per cent compared to June 2005.
The contributorsto this decline were both the public and the private sectors. In
fact, the private sector recorded adrop of 22 employees, whilethe public sector
recorded adecline of 41 employees. Employment in fishing stood at 462 at the
end of June 2006, a 6.0 per cent increase over the comparable period of the
previous year. The labour complement in mining and quarrying stood at 509,
relatively unchanged from the previous year. The share of these categoriesin
total direct production were practically unchanged from those recorded in the
same month in the previous year, at 7.2 per cent for agriculture, hunting and
forestry, 1.1 per cent for fishing and 1.2 per cent for mining and quarrying.

Employment in the manufacturing sector stood at 23,696, representing adecline
of 939 when compared to June 2005. The private sector accounted for adecline
of 908 jobs, while the public sector complement decreased by 31. The
manufacturing sector has recorded continuous drops in employment levels
throughout the period under review, as depicted in Chart 3.4. The share of
manufacturing in total employment in direct production in June 2006 stood at
56.0 per cent, 1.8 percentage points below thelevel recorded during the previous
year.

Chart 3.3
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Chart 3.4

30,000
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Changes in Manufacturing Employment*

Table 3.4

Manufacturing
Total Sector Employment

Jun-04

Jun-05

Jun-06

26,000
24,000 ]
22,000
20,000

Total Change
Private
Public

Total Sectoral Increases
Private
Public

Total Sectoral Decreases
Private
Public

* Excluding temporary employees

2003-02

Jun

-861
-794
-67

364
299
65

1,225
1,093
132

2004-03
Jun

-2,176
-1,252
-924

127
127
0

2,303
1,379
924

2005-04
Jun

-319
-279

124
124

443
403
40

2006-05
Jun

-939
-908
-31

478
470

1,417
1,378

Source: Compiled from Employment and Training Corporation data
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Manufacturing Employment*
Table 3.5

2002 2003 2004 2005 2006

Jun Jun Jun Jun Jun
Mfg of Food Products, Beverages and
Tobacco 3,914 3,979 3,978 3,919 3,836
Private 3,914 3,979 3,978 3,919 3,836
Public 0 0 0 0 0
Mfg of Textiles and Textile Products 4,111 3,352 2,707 2,648 1,723
Private 4,111 3,352 2,707 2,648 1,723
Public 0 0 0 0 0
Mfg of Leather and Leather Products 756 606 473 379 217
Private 756 606 473 379 217
Public 0 0 0 0 0
Mfg of Wood and Wood Products 241 174 184 202 191
Private 174 174 184 202 191
Public 67 0 0 0 0
Mfg of Pulp, Paper and Paper Products;
Publishing and Printing 1,819 1,903 1,930 1,895 1,885
Private 1,768 1,787 1,817 1,799 1,828
Public 51 116 113 96 57
Mfg of Coke, Refined Petroleum Products
and Nuclear Fuel 19 15 4 1 3
Private 19 15 4 1 3
Public 0 0 0 0 0
Mfg of Chemicals, Chemical Products and
Man-Made Fibres 621 739 558 552 586
Private 621 739 558 552 586
Public 0 0 0 0 0
Mfg of Rubber and Plastic Products 1,887 1,828 1,755 1,744 1,647
Private 1,887 1,828 1,755 1,744 1,647
Public 0 0 0 0 0
Mfg of Other Non-Metallic Mineral Products 1,277 1,258 1,223 1,202 1,256
Private 1,277 1,258 1,223 1,202 1,256
Public 0 0 0 0 0
Mfg of Basic Metals and Fabricated
Metal Products 1,310 1,305 1,283 1,284 1,298
Private 1,302 1,297 1,280 1,284 1,298
Public 8 8 3 0 0
Mfg of Machinery and Equipment n.e.c 434 410 463 528 524
Private 434 410 463 528 524
Public 0 0 0 0 0
Mfg of Electrical and Optical Equipment 5,373 5,386 5,288 5,179 5,516
Private 5,373 5,386 5,288 5,179 5,516
Public 0 0 0 0 0
Mfg of Transport Equipment 3,043 3,062 2,180 2,137 2,130
Private 355 439 473 450 435
Public 2,688 2,623 1,707 1,687 1,695
Manufacturing n.e.c. 3,186 3,113 2,928 2,965 2,884
Private 3,186 3,113 2,928 2,965 2,884
Public 0 0 0 0 0
Total Manufacturing Employment 27,991 27,130 24,954 24,635 23,696

* Excluding temporary employees

Source: Employment and Training Corporation
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As shown in Table 3.4, total sectoral increases in manufacturing employment
during the twelve months to June 2006 amounted to 478. This constitutes an
improvement relative to the performance over the June 2002 to June 2005
period. Theseincreaseswere mainly attributableto the private sector. However,
the total sectoral decreases more than countered total sectoral increases, as
total job losses amounted to 1,417. Job losses in textiles and textiles products
amounted to 925, whileleather and |eather products, rubber and plastic products,
manufacturing of food products, beverages and tobacco and manufacturing
n.e.c. categories also recorded lower employment levels. On the other hand,
jobincreaseswere primarily recorded in el ectrical and optical equipment, whilst
improvements were also recorded in the manufacture of chemicals, chemical
products and man-made fibres and the manufacture of other non-metallic mineral
products. Employment trends in the manufacturing industry are increasingly
sensitive to cyclical developmentsin the particular product markets as well as
competitive price pressures from emerging economies. Table 3.5 presents the
developmentsin employment in the manufacturing industry over the period June
2002-June 2006.

Manufacture of Food Products, Beverages and Tobacco

Aggregate employment in the food products, beverages and the tobacco sectors
stood at 3,836, representing a decline of 2.1 per cent when compared to June
2005. The decreases were recorded in both the manufacture of food products
and beverages and the manufacture of tobacco products. At the end of the
period under review, the share of the food, beverages and tobacco sector stood
at 16.2 per cent of total manufacturing employment, as compared to 15.9 per
cent recorded in June 2005.

Manufacturing of Textile and Textile Products

Employment in textile and textile products as at June 2006 stood at 1,723, a
decline of 925 or 34.9 per cent over the previous twelve months. The decline
was reported in both the manufacture of textiles and the manufacture of wearing
apparel (including dressing and dyeing of fur) sub-sectors and mainly reflects
the closing down of a major operator. The downward trend depicted in Chart
3.5, istheresult of theincreasing price competition from low-cost operators. At
the end of June 2006, the share of manufacture of the textile and textile products
category in total manufacturing stood at 7.3 per cent, adrop of 3.4 percentage
points when compared to June 2005.
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Chart 3.5
Manufacturing of Textiles and Textile Products
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Manufacture of Leather and Leather Products

At theend of June 2006, employment in the manufacturing of leather and |eather
products stood at 217, a drop of 162 or 42.7 per cent from the previous
comparable period, reflecting the closing down of amain operator. Thedeclining
trend reported for this sector is aso being influenced by increasing price
competition. By theend of the period under review, the share of the manufacture
of leather and leather products sector in total manufacturing stood at 0.9 per
cent, down from 1.5 per cent in June 2005.

Manufacture of Pulp and Paper Products

Employment in the manufacture of pulp and paper products stood at 1,885 at
the end of June 2006, marginally down from June 2005. On asub-sectoral level,
the decrease reflects the drop in the manufacture of pulp, paper and paper
productsthat was partly mitigated by therise recorded in the publishing, printing
and reproduction of recorded media sub-sector. At the end of June 2006,
employment in the manufacture of pulp and paper products sector accounted
for 8.0 per cent of the total manufacturing employment, up by 0.3 percentage
points when compared to the same month of 2005.

Manufacture of Rubber and Plastic Products

At the end of June 2006, employment in the manufacture of rubber and plastic
products stood at 1,647, down from 1,744 in June 2005. The decrease mainly
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Chart 3.6
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reflects lower employment complement by two main operators in the sector
and confirmsthe gradual downward trend recorded in recent years. By the end
of the period under review, the share of rubber and plastic products in total
manufacturing stood at 7.0 per cent, relatively unchanged from June 2005.

Manufacture of Electrical and Optical Equipment

Employment in the manufacture of electrical and optical equipment stood at
5,516 at the end of June 2006, up from 5,179 recorded in the same month last
year. This increase mainly reflects an expansion in the manufacture of radio,
television and communication equi pment and apparatus and the manufacture of
electrical machinery and apparatus n.e.c. sub-sectors whilst declines were
reported principally in the manufacture of medical, precision and optical
instruments, watches and clocks sub-sector. Chart 3.6 shows the main
developmentsin the sector over the period June 2002 to June 2006. At the end
of June 2006, the share of manufacture of electrical and optical equipment in
total manufacturing employment stood at 23.3 per cent, up by 2.3 percentage
points when compared to June 2005.

Manufacture of Transport Equipment

The manufacture of transport equipment sector employed 2,130 people at the
end of June 2006, amarginal decrease when compared to June 2005. Chart 3.7
showsthat following thelarge drop recorded in June 2004, dueto therestructuring
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Chart 3.7
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of the shipyards, employment levels within the manufacture of transport
equipment sector were relatively stable. At the end of June 2006, the share of
manufacture of transport equipment in total manufacturing stood at 9.0 per
cent, an increase of 0.3 percentage points compared June 2005.

Market Services

Inlinewith thetrendsnoted in previousyears, market servicesactivitiesremained
the main source of employment creation in the Maltese economy. Asshownin
Table 3.6 and 3.7, during the twelve months to June 2006 employment in this
category recorded an increase of 1,277 to 96,608. Theincreasein employment
inthe market services category was underpinned by an expansion in the private
sector as the public sector recorded an overal decline. These developments
were heavily influenced by the sale of shares Government held in Maltacom
plcwhich employed closeto 1,500 persons, the sale of Air Suppliesand Catering
Co. Ltd, and the closing down of SeaMalta Co. Ltd. In fact, total employment
in the private sector increased by 3,606 persons. Conversely, the public sector
reduced its workforce by 2,329. Chart 3.8 depicts the trend in employment in
the market services category.

Total sectoral gains in the market services activities reached 3,726 during the
twelve months to June 2006 from 3,206 ayear earlier, and were driven by the
private sector. Meanwhile, total sectoral job losses amounted to 2,449, up from
1,700 in June 2005 and were driven mainly by the public sector. The most
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Chart 3.8
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Changes in Employment in Market Services*

Table 3.6
2003-02  2004-03  2005-04  2006-05
Jun Jun Jun Jun
Total Change 1,696 1,711 1,506 1,277
Private 1,739 1,065 2,624 3,606
Public -43 646 -1,118 -2,329
Total Sectoral Increases 2,454 2,127 3,206 3,726
Private 1,828 1,201 2,928 3,629
Public 626 926 278 97
Total Sectoral Decreases 758 416 1,700 2,449
Private 89 136 304 23
Public 669 280 1,396 2,426

*Excluding temporary employees

Source: Compiled from Employment and Training Corporation data
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significant gainsin employment in the market services category were recorded
inreal estate, renting and business activities category, wholesale and retail and
financial intermediation. On the contrary, job losses originated primarily from
public administration and defence, transport, storage and communications, and
the other community, social and personal services activities category.

Employment in Market Services*

Table 3.7
2002 2003 2004 2005 2006
Jun Jun Jun Jun Jun
Wholesale and Retail (including Repair of
Motor Vehicles, Motorcycles and Personal
and Household Goods) 20,089 20,445 20,833 21,442 21,558
Private 19,938 20,298 20,695 21,324 21,533
Public 151 147 138 118 25
Hotels and Restaurants 8,832 8,769 8,674 9,166 9,107
Private 8,484 8,415 8,329 8,887 8,867
Public 348 354 345 279 240
Transport, Storage and Communications 11,526 11,095 11,003 11,202 11,053
Private 5,474 5,684 5,754 6,562 8,056
Public 6,052 5,411 5,249 4,640 2,997
Financial Intermediation 5,057 5,088 5,074 5,078 5,188
Private 4,602 4,611 4,587 4,580 4,685
Public 455 477 487 498 503
Real Estate, Renting and Business Activities 8,222 8,778 9,623 10,120 11,569
Private 7,533 8,113 8,456 9,006 10,426
Public 689 665 1,167 1,114 1,143
Public Administration and Defence (including
Compulsory Social Security) 10,518 10,716 10,841 10,850 10,647
Private 7 8 2 3 2
Public 10,511 10,708 10,839 10,847 10,645
Education 10,997 11,312 11,619 12,042 12,173
Private 2,445 2,611 2,720 2,884 2,962
Public 8,552 8,701 8,899 9,158 9,211
Health and Social Work 9,052 9,414 9,543 9,158 9,176
Private 1,229 1,351 1,395 1,389 1,397
Public 7,823 8,063 8,148 7,769 7,779
Other Community, Social and Personal
Service Activities** 5,888 6,280 6,160 6,109 5,975
Private 4,221 4,601 4,581 4,799 5,114
Public 1,667 1,679 1,579 1,310 861
Extra-Territorial Organisations and Bodies 237 217 455 164 162
Private 237 217 455 164 162
Public 0 0 0 0 0
Total Employment in Market Services 90,418 92,114 93,825 95,331 96,608

* Excluding temporary employees
**Includes Private Households with Employed Persons

Source: Employment and Training Corporation
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Wholesale and Retail (including Repair of Motor Vehicles,
Motorcycles and Personal and Household Goods)

During the twelve months to June 2006, the wholesale and retail trades sector
increased its labour complement by 116 or 0.5 per cent, to 21,558. Chart 3.9
shows that employment in this sector was on an upward trend in recent years.
Increases were mainly recorded in the sale, maintenance and repair of motor
vehicles and motorcycles (including retail sale of automotive fuel) and the
wholesale and commission trade (except of motor vehicles and motorcycles)
sub-sectors that exceeded the decrease recorded in the retail trade (except of
motor vehiclesand motorcycles, but including repair of personal and household
goods) sub-sector. Moreover, the increase was mainly due to increases in the
private sector, that more than exceeded the declinein labour complement inthe
public sector. In fact, private employment in this category increased by 209 to
21,533, whilst public sector employment dropped to 25 from 118 recorded in
June 2005. The decline reported in the public sector complement reflects the
privatisation of Air Supplies and Catering Co. Ltd. The share of thewholesale
and retail sector in total market services employment amounted to 22.3 per
cent in June 2006, amarginal decrease over the rate of 22.5 per cent recorded
the same month in the previous year.

Chart 3.9
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Chart 3.10
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Hotels and Restaurants

Chart 3.10illustrates employment levelsin hotel s and restaurants between June
2002 to June 2006. The number of people employed in this category as at the
end of the period under review amounted to 9,107, adecrease of 0.6 per cent or
59 workers. This decrease is attributable to both the private and public sector
complements of the sector. Developmentsin this sector were influenced by the
overall performance of thetourism industry. Meanwhile during the period under
review, two five star hotels started their operations as the sector continued to
renew itself in the face of increasing competitive pressures. As a share of total
employment in market services, the hotels and restaurants sector accounted
for 9.4 per cent at the end of June 2006, marginally down from 9.6 per cent
recorded during the same period of the previous year.

Transport, Storage and Communications

At the end of June 2006, the employment level in the transport, storage and
communications sector stood at 11,053, a decrease of 1.3 per cent over June
2005. This decrease is mainly attributable to the water transport and the air
transport sub-sectors while increases were recorded in the land transport and
supporting and auxiliary transport activities sub-sectors. Employment in the
private sector rose by 1,494 while the public sector complement declined by
1,643. The drop reported in the public sector is attributabl e to the privatisation
of Maltacom plc and the subsequent reclassification of employees from the
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Chart 3.11
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public to the private sector as well as the closing down of Sea Malta Co Ltd.
Chart 3.11 depicts employment levels in the transport, storage and
communications sector for the period ranging from June 2002 to June 2006.
Theshare of thissector intotal market servicesemployment isof 11.4 per cent,
0.4 percentage points below the share recorded in June 2005.

Financial Intermediation

Employment in the financial intermediation sector stood at 5,188 at the end of
June 2006, showing an increase of 2.2 per cent or 110 over the same period of
the previous year. This increase is mainly due to an increase in the private
sector. On asub-sectoral basis, theincrease was mainly attributableto financial
intermediation (except insurance and pension funding) and insurance and pension
funding (except compulsory social security) sub-sectors while increases were
alsorecorded inthe activitiesauxiliary to financial intermediation sub-sector. At
the end of June 2006, the share of financia intermediation in total market services
employment amounted to 5.4 per cent, marginally up from that recorded in June
2005.

Real Estate, Renting and Business Activities

Aggregate employment in thereal estate, renting and business sectors stood at
11,569 at the end of June 2006, an increase of 1,449 or 14.3 per cent over June
2005. Thisincreaseismainly attributable to the private sector, whilst the public
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Chart 3.12

Real Estate, Renting and Business Activities
Total Sector Employment

13,000

11,000

9,000
7,000
5,000
3,000

1,000
Jun-02 Jun-03 Jun-04 Jun-05 Jun-06

sector reported amarginal increasein itslabour complement. On a sub-sectoral
basis, the growth in employment was mainly underpinned by the increase
recorded in the other business activities category while other improvements
were recorded in computer and related activities and real estate activities sub-
sectors. Chart 3.12 showsthe upward trend in the number of personsemployed
in the real estate, renting and business sector. This sector constitutes 12.0 per
cent of total market services employment, an increase of 1.4 percentage points
over June 2005.

Unemployment

The analysis in this section focuses on the registered unemployed statistics
under Part | of the Register. The number of registered unemployed stood at
6,601 at the end of June 2006, an increase of 383 over the previous comparable
period. Consequently the unemployment rate stood at 4.5 per cent, up from 4.3
per cent recorded during the same month of 2005.

Onagender bas's, theincreasein unemployment was almost evenly split amongst
males and femal es. The number of malesregistering for employment increased
by 194 to 5,154, whilst the number of females registering for employment in
June 2006 edged up by 189to 1,447. The share of malesin total unemployment
stood at 78.1 per cent, as compared to 79.8 per cent recorded in June 2005.
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Conversely, the share of females increased by 1.7 percentage points to 21.9
per cent at the end of the period under review.

When analysed on a per duration basis, an increase was recorded in the share
of personsregistering for employment for aperiod under 9 weeks and between
9to 48 weeks. Thisincrease was partly mitigated by a decrease in the share of
persons registering for employment for over 48 weeks. In fact, as shown in
Table 3.8, the share of people registering for less than 9 weeks stood at 16.9
per cent, anincrease of 0.6 percentage points over the same comparabl e period.
The share of personsregistering for employment for aduration period between
9to 48 weeks stood at 41.4 per cent, an increase of 4.0 percentage points over
June 2005. On the other hand, the share of persons registering for over 48
weeks stood at 41.8 per cent, down from 46.3 per cent recorded in June 2005.

Table 3.9 shows the age structure of the persons registering for work. During
the twelve monthsto June 2006, an increase was recorded in the share of youth
unemployment in total unemployment, where youth unemployment is defined
as the group of persons aged between 16 and 24. On the other hand, declines
were recorded in the shares of other categories. At the end of June 2006, the
share of personsaged 16 to 24 in total unemployment stood at 26.7 per cent, an
increase of 1.9 percentage pointsover June 2005. However, the share of persons
aged 2510 49 yearsin total unemployment stood at 56.1 per cent, adrop of 1.2
percentage points over the previous comparable period. Meanwhile, the share
of persons aged over 49 years declined by 0.7 percentage points, from 17.9 per
cent recorded at the end of June 2005 to 17.2 per cent in June 2006.

Registered Unemployed*
by duration of registration

Table 3.8
Registered under 9 weeks 9 - 48 weeks over 48 weeks
Unemployed % % %
2001 6,753 19.1 35.4 45.5
2002 6,774 15.8 37.3 46.9
2003 7,494 20.8 41.2 38.0
2004 7,390 16.8 38.6 44.6
2005 6,696 21.6 37.0 41.4
2005 (Jun) 6,218 16.3 37.4 46.3
2006 (Jun) 6,601 16.9 41.4 41.8

*Includes Part | of the registered unemployed

Source: Employment and Training Corporation
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Registered Unemployed*
by age distribution

Table 3.9
Registered 16 - 24 years 25 -49 years over 49 years
Unemployed % % %
2001 6,753 29.2 55.4 154
2002 6,774 28.3 56.2 155
2003 7,494 28.4 55.1 16.5
2004 7,390 26.3 56.4 17.3
2005 6,696 28.2 55.1 16.7
2005 (Jun) 6,218 24.8 57.3 17.9
2006 (Jun) 6,601 26.7 56.1 17.2

*Includes Part | of the registered unemployed

Source: Employment and Training Corporation

Registered Unemployed Classified by Occupation*
at June 2006

Table 3.10
Registered Unemployed Percentage Share
Males Females Total Males Females Total
Non-Manual
Clerical & related workers 416 484 900 8.1 334 13.6
Supervisory 32 7 39 0.6 0.5 0.6
Technological & professional 705 191 896 13.7 13.2 13.6
Miscellaneous non-manual 274 205 479 5.3 14.2 7.3
Total Non-Manual 1,427 887 2,314 27.7 61.3 35.1
Manual
Agriculture 202 1 203 3.9 0.1 3.1
Construction 534 0 534 10.4 0.0 8.1
Textiles 5 10 15 0.1 0.7 0.2
Printing 11 0 11 0.2 0.0 0.2
Metal working 248 0 248 4.8 0.0 3.8
Catering 221 39 260 4.3 2.7 3.9
Other services 435 107 542 8.4 7.4 8.2
Labouring 236 73 309 4.6 5.0 4.7
Miscellaneous 1,552 250 1,802 30.1 17.3 27.3
Total Manual 3,444 480 3,924 66.8 33.2 59.4
Disabled persons 283 80 363 55 5.5 5.5
Total 5,154 1,447 6,601 100.0 100.0 100.0

*Includes Part | of the registered unemployed

Source: Employment and Training Corporation
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Table 3.10 showsthe registered unemployed classified by occupation asat end
of June 2006.The increase in unemployment recorded during the period under
review, was driven by an increase amongst persons registering for non-manual
unemployment as the manual category recorded an absolute decrease. At the
end of the June 2006, the number of persons seeking non-manual employment
stood at 2,314, an increase of 357 over the previous comparable period. This
development is mainly attributable to increases recorded in the technol ogical
and professional and clerical and related workers categories, whilst a decrease
was recorded in the miscellaneous non-manual category. The share of persons
seeking non-manual employment in total unemployment stood at 35.1 per cent,
up from 31.5 per cent in June 2005. The number of males seeking non-manual
employment increased by 234 to 1,427 hence accounting for 61.7 per cent of
the persons seeking non-manua employment. Meanwhile, the number of females
seeking non-manual employment rose by 123 to 887 asthe share of femalesin
the number of persons seeking non-manual employment stood at 38.3 per cent.

The number of persons seeking manual employment stood at 3,924 at the end
of June 2006, a decrease of 15 from the same month of the previousyear. This
decrease was mainly recorded in the labouring, catering and miscellaneous
categories. These decreases were partly countered by increases recorded in
the other service workers, construction, and agriculture categories. The share
of persons seeking manual employment in total employment stood at 59.4 per
cent, down from 63.3 per cent in June 2005. The share of malesin the persons
seeking manual employment stood at 87.8 per cent, while the share of females
recorded at the end of June 2006 stood at 12.2 per cent.

In June 2006, the number of disabled persons registering under Part | of the
Register rose by 41 to 363, of which 283 were males, whilst 80 were females.
Hence, the share of disabled persons in total unemployment stood at 5.5 per
cent, up by 0.3 percentage pointsfrom theratein the same month of the previous
year.

Part-time Activity

Total part-time employment at the end of June 2006 stood at 43,177, anincrease
of 2,982 or 7.4 per cent over the comparable period of 2005. Since June 2002,
total part-time employment increased by 10,874 or 33.7 per cent reflecting
increases in both part-timers holding afull time job and part-time asa primary
job. As shown in Table 3.11, part-timers holding a full-time job increased by
4,300 since June 2002, while part-time as a primary job increased by 6,574.
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Part-Time Employment

Table 3.11

2002 2003 2004 2005 2006
Jun Jun Jun Jun Jun
Part-Timers holding a full-time job 14,491 15,162 16,314 17,561 18,791
Males 11,366 11,628 12,262 13,041 13,801
Females 3,125 3,534 4,052 4,520 4,990
Part-Timers as a primary job 17,812 18,688 20,736 22,634 24,386
Males 6,843 7,142 8,036 8,882 9,684
Females 10,969 11,546 12,700 13,752 14,702
Total Part-Time Employment 32,303 33,850 37,060 40,195 43,177
Males 18,209 18,770 20,298 21,923 23,485
Females 14,094 15,080 16,752 18,272 19,692

Part-Timers as a primary job as % of total

gainfully occupied

Males 7.0 7.3 8.3 9.1 9.9
Females 27.6 28.6 31.4 33.4 35.0
Total 12.9 135 15.0 16.3 17.5

Source: Employment and Training Corporation

These devel opments reflect the creation of job openings on a part-time status
and theflexibility of thelabour supply in matching labour demand.

During the twelve months to June 2006, the number of part-timers holding a
full-timejob increased by 1,230 or 7.0 per cent to 18,791. Of these part-timers,
13,801 persons or 73.4 per cent of the total were males, thus representing a
decline from 74.3 per cent recorded in June 2005. During the period under
review, the number of female part-timers holding afull-time job stood at 4,990
thus representing an increase of 470 or 10.4 per cent over June 2005.

The number of persons holding a part-time job as their primary job stood at
24,386, of which 9,684 were males, while 14,702 werefemales. The number of
persons holding a part-time job as their main occupation increased by 7.7 per
cent over the same period of last year. Meanwhile, the number of males and
femal es holding a part-time job as their main occupation increased by 9.0 per
cent and 6.9 per cent respectively. Females continue to represent the major
category of persons holding a part-time job astheir primary occupation, with a
share of 60.3 per cent, suggesting that part-timework offersfemalesthe chance
of abetter balance between working life and family responsibilities. At theend
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of June 2006, the share of personsholding apart-timejob astheir main occupation
stood at 17.5 per cent of the gainfully occupied population, up from 16.3 per
cent in the same month of last year.
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4. Productive Activities

Over therecent years, thelocal manufacturing industry has been facing anumber
of challenges. The large number of locally-owned small and medium-sized
enterprises (SMEs) within the industry has been exposed to international
competitive pressures following the removal of protectionist levies prior to
European Union (EU) membership. For this reason, the local-oriented sectors
in theindustry have been undergoing arestructuring processto enable themto
withstand emerging competitive pressures. Furthermore, the relatively large
foreign-owned export-oriented subsidiaries are continuously facing challenges
from international market forces, including competition arising from emerging
countries, fluctuationsin foreign demand, movementsin semiconductor prices
ininternational markets and the economic performance of Malta’'smain trading
partners, which affect demand for local production. In addition, both local- and
export-oriented firms have been incurring higher costs due to increasing
international oil prices.

During the January-June 2006 period, theworld economy maintained the positive
performance registered during 2005. In particul ar, Malta' smain trading partners
registered apositive economic performancein the period under review. During
thefirst six months of 2006 the domestic manufacturing sector recovered from
the negative performance recorded ayear ago, with sales almost reaching their
pre-2005 levels. The recovery was underpinned by an increase in exports of
11.5 per cent. Thisrecovery reflectsthe restructuring process carried out inthe
manufacturing industry particularly by a major international company in the
semiconductor sector. Higher exports were also recorded in a number of
emerging industries such asin the pharmaceutical s sub-sector. In addition, certain
established sectors such as the food, beverages and tobacco, furniture and
other manufacturing and medical, precision and optical instruments sector also
registered an improved export performance. On the other hand, exports by the
traditional manufacturing sectors, in particular textilesand textile products and
leather and leather products registered a notable decline mainly reflecting the
recent closure of operators in these sectors. Other sectors which registered a
downturnin export level swere the wearing apparel and clothes, publishing and
printing, rubber and plastic products and electrical machinery and apparatus
sectors.

It is noteworthy that the general trend decline in local sales has continued in
2006, mainly underpinned by increased competition from importsaswell asthe
downsizing of enterprisesand firmsthat have moved out of productive activities
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and into the wholesale and retail services sector. In contrast, modest increases
inlocal saleswere mainly registered in the furniture and other manufacturing
and fabricated metal products sectors. It is noteworthy that during the two
yearsfollowing the subdued local turnover levelsreflecting the dismantling of
protective levies on imported furniture productsin October 2002, the furniture
and other manufacturing sector registered a recovery in local sales levels as
from the first half of 2005. This recovery was sustained in the period under
review.

Capital outlaysrose by 29.9 per cent in thefirst half of 2006, mainly reflecting
investment undertaken by the radio, TV and communication equi pment sector.
Thisindicatesthat restructuring efforts continued throughout 2006. Restructuring
in the manufacturing sector isalso evident from the downsizing in anumber of
industries and the migration to services which is leading to a decline in
manufacturing employment. Neverthel ess, asthe manufacturing industry moves
towards higher value-added sectors, income per capita increases. This is
confirmed by thetrend increase in earnings per capita between 2003 and 2006,
which in the January-June 2006 period rose by 6.1 per cent.

Despite its modest contribution to domestic economic activity, the agriculture
and fisheries sector has important linkages with other economic sectors such
as tourism apart from having a social and environmental impact. During the
first six months of this year, the wholesale value of fruit and vegetables sold
through organi sed marketsincreased marginally by 2.8 per cent when compared
to the same period last year. On the other hand, the volume and value of fish
landings registered a decrease of 10.1 and 5.9 per cent respectively from the
corresponding figures of last year. Exports and value of tuna during the first
eight months of 2006 registered a large increase when compared to the same
periodin 2005.

The Maltese shipyard sector has been increasingly affected by low cost
competitors in the Black Sea, Croatia and Turkey. Nonetheless, positive
devel opmentswere recorded in the beginning of thisyear with the continuation
of work on amajor contract commenced in the last quarter of 2005. Issues of
safety and environmental protection continueto be addressed while employment
levelsduring thefirst six months of 2006 remained practically unchanged over
the same period in the previous year.

This Chapter first provides a review on the performance of the local
manufacturing industry during the first half of the 2006. Data provided by the
National Statistics Office (NSO) and analysed in this Chapter are based on the
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results of a monthly survey conducted amongst a representative sample of
manufacturing firms. Hencethey are not directly comparableto thosefoundin
other Chapters of this Economic Survey.

Furthermore, in 2004 the NSO conducted are-classification exercise that took
into consideration the fact that anumber of enterprises among different sectors
shifted their main reported activity while others stopped carrying out
manufacturing-related activities and started operating in the services industry.

As from May 2004, the NSO started using the Intrastat Supplementary
Declaration to collect data on trade of goods between the EU Member States,
instead of the Customs Declaration. Since the Supplementary Declarationisa
source document for trade statistics, total exports can no longer be broken
down into domestic exports and re-exports. Thus, export figures since 2004
found in this Chapter may include elements of re-exports.

This Chapter then reviews the activity in the agriculture and fisheries sector
and concludes with an analysis of developmentsin the shipyards.

Domestic Manufacturing Performance

During thefirst six months of 2006, total turnover for the manufacturing industry
registered an increase of 8.2 per cent when compared to the same period last
year, thusreaching Lm494.7 million and reversing the downturn registered | ast
year. This performance was mainly underpinned by an 11.5 per cent increasein
exports, which stood at Lm393.3 million. Notable increases in export levels
were mainly registered in the radio, TV and communication equipment and
chemicals and chemical products sectors, and to a lesser extent in the food,
beveragesand tobacco, furniture and other manufacturing and medical, precision
and optical instruments sectors. It is noteworthy that the food, beverages and
tobacco sector, which is traditionally a domestic-oriented sector, is exploiting
new opportunities abroad. On the other hand, the main downturns in export
levels were recorded in the textiles and textile products, electrical machinery
and apparatus, publishing and printing, wearing apparel and clothes, rubber and
plastic products and leather and leather products sectors.

Local salesfor the total manufacturing industry fell by 3.1 per cent during the
period under review and stood at Lm101.4 million, mainly reflecting anincreased
demand for imported food, beverages and tobacco products. However, it is
noteworthy that modest increasesin local sales were mainly registered in the
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Chart 4.1
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furniture and other manufacturing sectors, fabricated metal products, other non-
metallic mineral products and chemicalsand chemical products.

Chart 4.1 presents developmentsin exports and local sales. Between 2003 and
2006, theshare of local salesintotal manufacturing turnover fell by 2.4 percentage
points, to 20.5 per cent, whilethe share of exportsin total turnover increased to
79.5 per cent. Thisisevidence of amanufacturing industry which is becoming
more export-oriented.

Earnings from employment in the manufacturing industry for the period under
review did slightly below thelevel recorded in the comparable period last year,
reflecting a decline in employment levels, and stood at Lm59.5 million, as
illustrated in Chart 4.2. As shown in Chart 4.3, capital outlays recorded an
increase of 29.9 per cent during the first half of 2006, and reached Lm31.5
million.

Chart 4.4 presents the trend followed by average weekly sales per employee,
which rose by 15.9 per cent and stood at Lm21,035.82, mainly underpinned by
the performance of theradio, TV and communication equipment sector during
the first six months of 2006. Chart 4.5 illustrates average weekly per capita
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Chart 4.2
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compensation levels, which continued on an upward trend, increasing by 6.1
per cent to Lm124.66, reflecting adecrease in employment levelsin the period
under review that more than outweighed the decline in remuneration in the
industry.

Chart 4.6 presents the average rates of change in exports and local sales
recorded in eleven major sectors within the manufacturing industry during the
January-June 2002-2006 period. Positive growth ratesin exportswere registered
in all sectors depicted in the Chart, except for the wearing apparel and clothes
sector. The textiles and textile products and the food, beverages and tobacco
products sectors registered the largest positive growth rates. However, the
result for thetextiles and textile products sector reflectsthe significant increases
registered in 2004 and 2005. On the other hand, positive growth ratesin local
sales were only recorded in the medical, precision and optical instruments,
publishing and printing and rubber and plastic products sectors.

Manufacturing activity in the main sectorswithin theindustry isanalysed inthe
following section. Appendix Table 4.1 provides statistical dataon theindustrial
performance at a sectoral level.

Chart 4.6
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Food, Beverages and Tobacco Products

The food, beverages and tobacco sector remained the largest local-oriented
sector in the manufacturing industry. The sector’s share in total manufacturing
turnover reached 13.5 per cent, being the second largest sector contributing
most to total industrial turnover, after theradio, TV and communi cation egquipment
sector. However, the gap between the contributions of these two sectors is
significant. The food, beverages and tobacco products sector directed around
80 per cent of itsturnover to the local market during the period under review.
The beverages and tobacco sub-sectors are largely locally-oriented, while the
food sub-sector exported over 32 per cent of its output when compared to 28.2
per cent exported in the same period last year.

The sector registered a 2.7 per cent decrease in total turnover in the first six
months of 2006 when compared to the same period ayear earlier and stood at
L m66.6 million. Thisperformancewas underpinned by a7.1 per cent declinein
local sales. The declinein domestic oriented turnover reflected adeclinein the
production of beverage products, partly resulting from the effects of theremoval
of leviesonimported agro-industrial products. A declinewasalso registeredin
thetobacco sub-sector’ soutput mainly reflecting the changein economic activity
within the industry from the production to the wholesale activity of tobacco
products. On the other hand, local sales of food products registered a marginal
increase in the period under review.

Chart 4.7
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Chart 4.8
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During the period under review, exports of food products underpinned the 20.2
per cent increase in output directed to the foreign market. This performance
reflects the successful restructuring process undertaken by certain firmsin the
food sub-sector to direct production towards the export market, in light of the
removal of leviesonimported agro-industrial productsin 2004.

Net investment in the food, beverages and tobacco products sector declined by
L mo0.6 million during the period under review and stood at Lm2.1 million. As
depictedin Chart 4.7, average weekly sales per empl oyee decreased by Lm14.70
to reach Lm829.75 in the January-June 2006 period, reflecting a decrease in
sales that outweighed the decrease in employment levels. Furthermore, per
capitacompensation levels, presented in Chart 4.8 fell by Lm2.44 to Lm106.32.

Textiles and Textile Products

During the first six months of 2006, the closure of major export-oriented firms
within the textiles and textile products sector contributed to the significant
downturninthissector’s performance. Consequently, total turnover in the sector
registered adecline of 39.0 per cent, to Lm9.9 million, mainly underpinned by a
declinein exportsof the samemagnitude. At Lm 0.3 million, local salesremained
at the same level recorded during the comparable period last year. Despite the
difficultiesfaced by this sector investment levelsrose by LmZ1.0 million during
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the period under review and reached L m2.2 million, following capital outlaysby
aparticular export-oriented firm in the sector.

Average weekly sales per employee for the sector recorded a 45.4 per cent
increase and reached L m825.51, while average weekly exports per capitarose
by 43.9 per cent and stood at L m803.80 during the first half of 2006. Average
weekly per capitacompensation levelsrose by 22.9 per cent to Lm129.00. This
reflectsthe declinein employment level sthat outwei ghed the decline recorded
in sales and compensation levels.

Wearing Apparel and Clothes

During the period under review, turnover in the wearing apparel and clothes
sector declined by 6.8 per cent to Lm12.4 million. Thisdecreasereflectsincreased
international competition particularly from manufacturersin low-cost locations.
Domestic exports made up 91.7 per cent of total turnover, and stood at Lm11.4
million. The sector still remains largely export-oriented, although a decline of
5.1 per cent in the export levelswas registered during the period under review.
Furthermore, local salesfell fromLm21.3 millionto Lm1.0 million, being affected
by the shift in the economic activity of certain firms within the sector from
production to wholesale services of wearing apparel and clothes.

Chart 4.9
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Chart 4.10
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Average weekly sales per employee rose by 15.3 per cent to Lm387.83 and
average weekly exports per employeeimproved by 17.3 per cent to Lm355.78.
However, since both total sales and exports have declined in the period under
review, these increases are due to a lower employment level in the sector.
Average weekly earnings per employee declined marginaly from the level
recorded in thefirst six months of 2005 and stood at L m92.29, being Lm32.37
less than the average for the total manufacturing industry. Average weekly
sales and earnings per capita for the sector are illustrated in Charts 4.9 and
4.10 respectively.

Publishing and Printing

During thefirst half of 2006, the publishing and printing sector directed 60.8 per
cent of its production towardsthe export market. Turnover in the sector declined
by 16.0 per cent and stood at Lm22.4 million. Thiswas underpinned by a24.0
per cent drop in exports, which were recorded at Lm13.6 million. Local sales
remained stable at the level recorded in the same period last year and stood at
Lm8.8 million. Net investment declined significantly, from Lm2.1 milliontoLm0.8
million.

During the January-June 2006 period, a 14.0 per cent decline in the average
weekly sales per capita was recorded, reaching Lm554.20. Furthermore,
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average weekly exports per employee declined by 22.2 per cent and stood at
L m336.87. These results reflect the decreases in total turnover and exports
which outwe ghed the declinein employment level s. Despite these devel opments,
average weekly earnings per capita increased by 14.0 per cent to Lm152.20
whichisLm27.54 higher than the average for the total manufacturing industry.

Chemicals and Chemical Products

Over 87 per cent of the chemicals and chemical products sector’s output was
exported during the period under review. The chemicalsand chemical products
sector represents one of the emerging sectors in the manufacturing industry.
The sector comprises export-oriented enterprises which are engaged in the
production of pharmaceuticalsand toil etries and | ocal-oriented firmsthat produce
products such as paints, detergents and insecticides. The sector’s turnover
increased significantly during thefirst six months of 2006, from Lm18.5million
to Lm29.5 million, being mainly underpinned by arise of Lm210.8 millionin
exports of pharmaceutical products, which reached Lm25.8 million. Local sales
also registered amodest increase during the period under review and stood at
Lm3.7 million. Capital outlaysdeclined by Lm0.9 millionto reach Lm3.0 million.
Developments registered in the sector during recent years indicate that the
sector is becoming increasingly oriented towards the pharmaceutical export-
market.

Chart 4.11
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Chart 4.12
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Average weekly sales per employee recorded a marked improvement of 47.6
per cent following the devel opmentsregistered in sectora turnover, and reached
L m1,299.91 during the period under review, being Lm264.09 higher than the
average recorded for the manufacturing industry. Developments in average
weekly sales per capita are presented in Chart 4.11. Furthermore, average
weekly exports per capita rose by 59.9 per cent to Lm1,137.08. Chart 4.12
presents average per capitaweekly compensation levelswhich rose by 8.6 per
cent to Lm134.91, thus exceeding the averagefor thetotal industry by Lm10.25.

Rubber and Plastic Products

Therubber and plastic products sector directed nearly 79 per cent of itsturnover
towardsforeign markets during the period under review. Total turnover declined
marginally and stood at Lm19.9 million, reflecting a 2.8 per cent decline in
exportswhich reached Lm15.7 million. On the other hand, local salesremained
practically at thelevel recorded in the same period last year and stood at L m4.2
million. Capital outlaysreturned tothelevel registered in the January-June 2004
period and stood at LmQ.5 million.

Average weekly sales per employee increased by 11.1 per cent and reached
Lm475.21. Average weekly exports per employee rose by 10.0 per cent and
stood at Lm374.24. These developments reflected a decline in employment
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levelsthat outweighed the declineintotal turnover and export levels. Furthermore,
average weekly earnings per employeeincreased by 4.0 per cent to Lm122.68.

Electrical Machinery and Apparatus

The electrical machinery and apparatus sector is largely export-oriented since
nearly 98 per cent of its productionisdirected to foreign markets. Following the
significant increase in 2005, the sector’s turnover registered an 18.1 per cent
declineduring the period under review, and reached Lm20.8 million. Thisreflects
a 19.3 per cent decline in exports which stood at Lm20.3 million. Domestic
saesroseto Lm0.4 million from LmO0.2 million ayear earlier. Net investment in
this sector dropped by asignificant margin.

Average weekly sales per capita decreased by 16.2 per cent to Lm741.34
while the average weekly exports per capita decreased by 17.4 per cent to
Lm725.19. These drops reflect the deterioration in the sector’s turnover that
outweighed the lower employment level sregistered in the period under review.
Average weekly earnings per capita remained practically unchanged over the
level recorded in the comparable period last year and stood at Lm129.44, which
is dightly higher than the average weekly earnings registered for the whole
manufacturing sector.

Radio, TV and Communication Equipment

The radio, TV and communication equipment sector’s share in total
manufacturing turnover stood at nearly 48 per cent during the first six months
of 2006, thus remaining the sector which contributes most towards output
generated by the local manufacturing industry.

The main manufacturing activity in thissector consists of el ectronic components
and other precision communication products. The sector’s turnover mainly
reflects the performance of a small number of relatively large foreign
subsidiaries, whichin turn are affected by international economic developments,
in particular market conditionsfor el ectronic products.

During the period under review, the sector’s turnover registered an increase of
21.9 per cent, reaching Lm235.4 million. Thiswas underpinned by an increase
of the same magnitude in exports, which stood at Lm235.0 million. This
development in the sector reversed the significant declinein turnover registered
in the first six months of 2005 and followed the restructuring process carried
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out by amajor export-oriented subsidiary in the sector. Local sales remained
practically at the same level recorded in the January-June 2005 period and
stood at LmO0.4 million. Investment levelsmore than doubled in thefirst half of
2006 and were recorded at Lm20.7 million, reflecting increased capital outlays
by the main export-oriented firm in the sector.

Average weekly salesand average weekly exports per capitareflect the sector’s
positive performance during the period under review, where both indicators
rose by 16.6 per cent and reached Lm2,863.73 and Lm2,859.34 respectively.
Average weekly sales per employee for the sector, presented in Chart 4.13, as
well as average weekly exports per capita are around three times the average
for the industry. Furthermore, Chart 4.14 depicts the sector’s average weekly
per capitacompensation levels, which rose by 9.0 per cent to Lm147.02, being
L m22.36 higher than the industry’s average.

Medical, Precision and Optical Instruments

Themedical, precision and optical instruments sector islargely export-oriented
with over 82 per cent of its turnover directed to foreign markets. During the
January-June 2006 period, total turnover increased by 4.9 per cent and was
recorded at Lm14.0 million. This reflects a 7.6 per cent increase in exports
which stood at Lm11.5 million. On the other hand, local sales fell by 6.3 per
centtoLm2.5 million. Net investment maintained therelatively low level recorded
in thefirst six months of last year and stood at Lm0.2 million.

The increase in turnover and export levels outweighed the slight drop in the
level of employment and as a result average weekly sales per employee and
average weekly exports per capita rose by 5.2 per cent and 8.0 per cent
respectively. Averageweekly earnings per employee decreased marginally during
thefirst half of 2006 and stood at Lm116.83.

Furniture and Other Manufacturing

This sector comprises a cluster of primarily local-oriented manufacturers of
furniture products, whileanumber of other firmsare engaged in the manufacture
of toys, gamesand jewellery itemswhich are mainly directed towardsthe export
market.

During thefirst half of 2006, sectoral turnover registered a12.3 per centincrease
and reached Lm24.2 million. Thisparticularly reflectsa9.0 per centincreasein
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Chart 4.15
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export levels being mainly underpinned by an increase in exports of products
related to toys and games. Moreover, local sales in the sector rose by Lm1.3
millionto Lm7.3 million, mainly reflecting increased turnover by the furniture
sub-sector. It is noteworthy that during the period under review the furniture
sub-sector has maintained the recovery registered in the first six months of
2005, thus reversing the lower local sales levels recorded in the two years
following the dismantling of levies on imported furniture products in October
2002. The jewellery and related articles and games and toys sub-sectors aso
registered modest increasesin local sales. Sectoral capital outlays declined by
L m0.8 million and stood at Lm1.5 million. It isnoteworthy that capital outlays
mainly reflect investment levelsin the games and toys sub-sector. Over recent
years, a major foreign-owned subsidiary in this sub-sector had conducted
significant investment activity to accommodate its expanding production
requirements. Thedeclinein capital outlays during thefirst six months of 2006
reflects the fact that this project is nearing compl etion.

Asshown in Chart 4.15, average weekly sales per capitaincreased by 9.7 per
cent to Lm561.19 during the period under review. This reflects an increase in
turnover that outweighed the increase in employment levels. Furthermore,
average weekly exports per capitarose by 6.5 per cent and stood at Lm392.56.
Chart 4.16 presents average weekly per capita compensation levels, which
increased by 3.4 per cent to Lm124.84, whichisinlinewith the average recorded
for thetotal manufacturing industry.

Agriculture and Fisheries

Theagriculture and fisheriesindustry constitutesaminor part of thesmall island
setting of the Maltese economy. In fact in the period January—June 2006 this
sectors contribution towards total economy remained rather low at 2.7 per
cent of Gross Value Added. Over the last four years this sector has maintained
a low but stable share in the Maltese economy. However, its importance
transcends its contribution to the Maltese economy. Agriculture exhibits an
integrated framework within the varied produce of its sector and the economy
of marketing and distribution. Apart from providing for thewelfare of thefarming
community, agriculture also servesin part to enhance the island' s fragile rural
landscape. Meanwhile, fishing has been practiced in Maltafor along time and
has cometo form part of theisland’s heritage and social fabric, becoming also
atypical seascapeinthemainfishing villageswhichinitself isatourist attraction.
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Agriculture

Maltese agriculture primarily comprisesfruit and vegetable production, livestock
and dairy production and the processing of such produce, such as meat and
meat preparation, canning of fruit and vegetables, wines and beer, and animal
feeds. The Maltese agricultural sector faces a number of structural challenges
and natural constraints such as water irrigation scarcity, fragmented land
ownership and the absence of scale economies. Agriculture still holds an
important role in the economy even though the small scale of the industry may
be detrimental to its performance.

In order to assist the Maltese agricultural sector adapt to new circumstances
following theremoval of import levieson agricultural and agro-food productsin
2004, the Special Market Programmefor Maltese Agriculture providesfinancial
assistance and incentive schemes. In fact, total aid given by Government in
agricultural support schemesfor the first nine months of thisyear amounted to
Lm3.6million.

Table 4.1 presents datafor the volume of beef, pork and broiler slaughtering in
tonnesfor the period January-June 2006 as compared to the same period of the
previous year. Both beef and pork slaughtering decreased when compared to
the same period of the previous year registering decreases of 3.9 and 4.1 per
cent respectively. However, the most significant drop in slaughtering was
attributed to broilers which amounted to 17.5 per cent less than 2005. Pork
constituted the largest portion of the three meat products with atotal share of
61.1 per cent.

Slaughtering
Beef, Pork and Broilers
Table 4.1 tonnes
Beef Pork Broilers

2005 2006 2005 2006 2005 2006

January 146 136 676 652 417 344
February 121 118 650 662 375 264
March 112 112 763 754 301 249
April 115 103 696 648 360 283
May 132 125 712 729 388 394
June 98 102 700 579 420 332
Total 724 696 4,197 4,024 2,261 1,866

Source: National Statistics Office
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Box 4.1
Economic Accountsfor Agriculture

The Economic Accounts for Agriculture published by the National Statistics Office
(NSO) capture agricultural statistics based on methodologies according to the
European Accounts for Agriculture and Forestry (EAA/EAF 97, rev. 1.1), as well a
the revised methodology on Agriculture Labour Input Statistics. The following
analysis is based on agriculture statistics covering private enterprises and is thus not
comparable with data presented in other Chapters in this Economic Survey.

Agricultural factor income at current market prices decreased by 5.0 per cent and
reached Lm25.8 million in 2005, as illustrated in Table 4.A. This decrease was
mainly underpinned by lower total final production at producer prices. In fact, total
fina production at producer prices decreased by Lm0.9 million, representing
decrease of 1.8 per cent from the previous year. On the other hand subsidies or
production rose by 8.9 per cent. Fina consumption at basic prices decreased tc
Lm53.7 million, marking a decline of 0.8 per cent from 2004 to 2005. Adding to ¢
lower factor income at current prices were a higher intermediate consumption level
and lower subsidies. In fact, intermediate consumption in 2005 was 2.3 per cent
higher than in 2004 while subsidies not directly linked with production decreased by
8.8 per cent over the same period. Net value added at basic prices as at December
2005 stood at Lm23.0 million, representing afall of 4.5 per cent over 2004.

Factor Income at Current Prices
Table 4.A Lm thousand

2002 2003 2004 2005

Total final production at producer prices 54,954 50,493 49,186 48,304
add subsidies on production 799 4,051 4,950 5,392
Total final production at basic prices 55,753 54,544 54,135 53,697
less intermediate consumption 27,563 26,291 28,322 28,979
Gross value added at basic prices 28,190 28,253 25,813 24,718
less fixed capital consumption 1,795 1,756 1,743 1,729
Net value added at basic prices 26,395 26,498 24,071 22,989
add other subsidies not directly linked with production 429 268 3,086 2,813
Factor income at current prices 26,824 26,766 27,157 25,802

Source: National Statistics Office
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Box 4.1 continued

Table 4.B presents the distribution of factor income at current prices. Nominal
entrepreneurial income decreased by 5.5 per cent between 2004 and 2005. Over
the same period, compensation levels of employees increased by 2.2 per cent.
Interest levels as well as rents, maintained the same level from the previous year,
standing at L m0.4 million and Lm0.3 million respectively.

Distribution of Factor Income at
Current Prices
Table 4.B Lm thousand

2002 2003 2004 2005

Factor Income 26,824 26,766 27,157 25,802
Entrepreneurial income (profits) 24,827 24,876 25,289 23,908
Compensation of employees (wages) 1,115 1,140 1,161 1,186
Interest 591 458 415 415
Rents 292 292 292 292

Source: National Statistics Office

During thefirst six months of 2006, 23.2 million kilograms of fruit and vegetables
were sold. This marked a 14.7 per cent increase from the same period in the
previous year and was reflected in a 10.4 per cent decline in average prices of
fruits and vegetables. Despite lower prices, the wholesale value of fruits and
vegetables sold through organised markets from January to June 2006 increased
by 2.8 per cent to Lm4.07 million. Thisindicatesthat demand for fresh fruit and
vegetablesis price elastic.

Generadly, anincrease of 11.9 per cent inthe priceindex for fresh fruit hasbeen
registered. Thiswas accompanied with a consistent decrease in the volume of
the product sold. A marked increase of around 7 per cent can be observed
when comparing the fresh fruit volume index in January-June 2006 compared
to the sameperiod in 2005. Thiswasdueto asubstantial increasein the volume
of peaches. When compared to 2005, the price index for fresh vegetables has
steadily decreased from January till June 2006 with the most marked decrease
occurring in February. In fact, in February 2006 the price index for fresh
vegetables was around 42 per cent less than the same month in the previous
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Fresh Fruit and Vegetables Indices
Table 4.2 2000=100

Fresh Fruit Index Fresh Vegetables Index
Price Index Volume Index  Price Index Volume Index

2005

January 59.49 88.96 144.86 80.68
February 113.33 48.79 165.02 60.31
March 146.10 44.10 129.00 82.61
April 97.69 73.33 140.93 98.88
May 92.07 77.86 139.24 109.19
June 92.77 241.26 89.77 146.25
2006

January 96.36 68.94 100.08 93.88
February 133.61 33.94 94.98 84.20
March 139.72 30.54 122.08 97.26
April 85.31 81.41 124.19 102.58
May 108.87 75.09 118.30 124.45
June 100.20 325.75 85.26 163.42

Source: National Statistics Office

Imports of Major Agricultural Commodities
Table 4.3 Lm million

2002 2003 2004 2005 2005 2006
Jan/Aug Jan/Aug

Live Animals 0.49 0.41 0.68 0.36 0.21 0.23
Meat and Edible Offals 9.03 10.50 14.30 14.56 9.56 10.76
Fish 10.20 7.08 6.56 5.49 3.57 4.22
Dairy Produce 11.88 12.33 13.59 13.02 8.61 8.38
Edible Fruits and Nuts 8.52 8.74 8.48 11.74 7.39 5.95
Cereals 9.91 10.17 6.46 9.36 6.88 5.34
Preparations of Meat, Fish 8.26 8.75 9.68 10.48 6.86 7.13
Sugar & Confectionery 5.50 5.39 6.93 6.30 3.14 3.14
Cereal Prep. 11.82 12.32 15.74 16.87 10.27 10.49
Veg. and Fruit Prep. 6.99 7.51 8.59 7.68 5.01 4.99
Misc. Edible Prep. 9.83 10.59 10.49 11.45 7.67 7.73
Beverages, Spirits, Vinegar 11.28 12.08 13.97 12.91 8.93 8.71
Feeds 7.29 6.80 7.56 8.05 5.32 481
Total 111.00 112.67 123.03 128.27 83.40 81.88

Source: National Statistics Office
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year. Average prices for the January-June period of 2006 were almost 13 per
cent lower than last year. Asshown in Table 4.2, the volume of fresh vegetables
has increased by around 15 per cent between January and June 2006 when
compared to the same period in 2005. Due to the price elastic demand for
vegetables, the volume of vegetables sold registered an increase of 0.4 per
cent.

Asshownin Table 4.3, mgjor agricultural commodity importsfor the January—
August 2006 period stood at L m81.88 million which was 1.8 per cent lessthan
that registered in the same period in the previous year. The general declinein
import value was due to decreases attributed to dairy produce, edible fruit and
nuts, cereals, feeds, beverages, spirits and vinegar, vegetables and fruit
preparations.

Fisheries

Malta sfishing industry iscomposed both of traditional fishing methodsaswell
as fish farming and aquaculture techniques, the products of the latter serving
mainly for exportation. Traditional fishing methods supply thelocal market with
avariety of fish mainly dolphin-fish (lampuki), blue-fin tuna and swordfish.
Despite being relatively small, thefishing industry still maintainsacertain level
of importance due to its social and environmental aspects.

Fresh Fish Indices
Table 4.4 1995=100

Fresh Fish Index
Price Index Volume Index

2005

January 131.33 14.99
February 104.31 8.69
March 114.65 21.98
April 204.96 23.55
May 153.29 170.95
June 149.26 97.58
2006

January 125.63 30.42
February 187.62 12.47
March 121.78 15.62
April 150.32 21.01
May 181.01 122.06
June 153.27 102.99

Source: National Statistics Office
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Exports of Fish
(January - August)

Table 4.5
2005 2006

Qty Value Qty Value

(Kg) Lm 000 (Kg) Lm 000
Sea-bream/Sea-bass 713,439 1,209 714,662 1,778
Tuna 696,743 3,231 1,641,088 8,505
Swordfish 28,422 117 2,465 17
Total 1,438,604 4,557 2,358,215 10,300

Source: National Statistics Office

Table 4.4 shows fresh fish indices for the first six months of 2005 and 2006.
The volume of fresh fish has decreased by around 10 per cent when compared
to thefirst six months of 2005. Thisis consistent with the 4.7 per cent increase
in average prices observed during the same time frame in 2006 compared to
2005. Demand for fish appearsto berelatively inelastic and lower volumesand
high pricesled to alower value of fish sold on the market.

As can be seen in Table 4.5, the volume of fish exports during the first eight
months of thisyear increased significantly by almost 64 per cent from 2005 to
2006. Meanwhile, a126 per cent increase was recorded in the val ue of exported
fishfor the same period. Exportation of sea-bream/sea-bassremained practically
unchanged in volume but an increase of 47 per cent was recorded in value
terms, indicating asignificant risein average prices. Themain contributor to the
increase in export quantity and value of fish during the first eight months of
2006 isattributableto tuna. Infact, tunaexport quantity and valuerose by 135.5
and 163.2 per cent respectively when compared to the same period in 2005.
Thisrise contrastswith the notable declinein swordfish exports. Tunaaccounted
for amost 70 per cent of total export quantity between January and August of
this year, thus now exceeding the share of sea-bream/sea-bass. Its total value
for the same period accounted to 83 per cent, thus reducing the share of sea-
bream/sea-bass by a bigger margin than last year.

The Shipyard Sector

Over the past years, the shipyard sector has experienced substantial competition
from low cost shipyards. It has al so been undergoing arestructuring processto
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increaseits productivity and transformitself from abeneficiary of stateaidto a
commercially viable company by 2008.

For Malta Shipyards Limited the year opened with the continuation of work on
amajor contract started in the last quarter of 2005, involving work to convert
and enhance the capability of a seismic survey vehicle. In addition to this, the
construction of an offshore power generation barge continued. Two major
conversion projects also contributed to improve performance in the shipyards.
Meanwhile, activities in the ship repair sector were reduced. The last quarter
of 2006 again promisesto be very busy with work underway on thefirst of the
heavy lift barges.

Turnover for thefirst eight months of thisyear reached Lm15.9 millionwhichis
L m6.7 million higher than budgeted. Thiswasmainly dueto the continuation of
work on amajor contract from the previous year. Nevertheless, |osses over the
same period amounted to Lm4.9 million, marginally exceeding projected | osses
by Lm0.6 million. Although there are positive indicatorsfor turnover, however,
challengesremain, particularly the achievement of thetarget efficiency gainsin
all areas so asto improve margins.

Safety and environmental protection improvementswithin the shipyards continued
to be addressed. Quality management systems procedures have been enhanced
continuing the process towards | SO accreditation.

As at the end of June 2006, employment at Malta Shipyards Limited stood at
1,760, practically at the same level as in the comparable period of 2005.
Contributions by Government to Malta Shipyards for the first nine months of
theyear amounted to Lm4.5 million.
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Sampled Manufacturing Firms*®
(January-June)
Appendix Table 4.1

2003 2004 2005 2006**
MANUFACTURING TOTAL
Sales (Lm 000) 496,176 499,581 457,258 494,690
Wages (Lm 000) 62,578 60,637 60,075 59,537
Net Investment (Lm 000) 24,211 30,412 24,295 31,549
Exports (Lm 000) 382,699 395,126 352,645 393,303
Local Sales (Lm 000) 113,477 104,455 104,613 101,387
Avg. Weekly Sales/Employee (Lm) 900.58 966.24 894.03 1,035.82
Avg. Weekly Earnings/Employee (Lm) 113.58 117.28 117.46 124.66
Avg. Weekly Exports/Employee (Lm) 694.61 764.21 689.49 823.53
FOOD AND BEVERAGES & TOBACCO
PRODUCTS
Sales (Lm 000) 71,642 71,849 68,414 66,598
Wages (Lm 000) 8,950 9,053 8,811 8,533
Net Investment (Lm 000) 4,082 2,827 2,727 2,119
Exports (Lm 000) 8,183 10,016 11,104 13,348
Local Sales (Lm 000) 63,459 61,833 57,310 53,249
Avg. Weekly Sales/Employee (Lm) 834.48 846.51 844.45 829.75
Avg. Weekly Earnings/Employee (Lm) 104.25 106.66 108.76 106.32
Avg. Weekly Exports /Employee (Lm) 95.32 118.01 137.06 166.31
TEXTILES AND TEXTILE PRODUCTS
Sales (Lm 000) 7,932 13,159 16,280 9,927
Wages (Lm 000) 1,955 2,472 3,008 1,551
Net Investment (Lm 000) 304 1,037 1,226 2,219
Exports (Lm 000) 5,933 12,603 16,011 9,666
Local Sales (Lm 000) 1,999 556 269 261
Avg. Weekly Sales/Employee (Lm) 352.48 512.52 567.93 825.51
Avg. Weekly Earnings/Employee (Lm) 86.87 96.30 104.94 129.00
Avg. Weekly Exports/Employee (Lm) 263.67 490.86 558.54 803.80
WEARING APPAREL AND CLOTHES
Sales (Lm 000) 27,437 20,354 13,304 12,398
Wages (Lm 000) 5,515 3,987 3,677 2,950
Net Investment (Lm 000) 232 45 28 9
Exports (Lm 000) 24,649 18,176 11,990 11,373
Local Sales (Lm 000) 2,788 2,177 1,313 1,024
Avg. Weekly Sales/Employee (Lm) 452.51 462.81 336.41 387.83
Avg. Weekly Earnings/Employee (Lm) 90.96 90.65 92.99 92.29
Avg. Weekly Exports/Employee (Lm) 406.53 413.30 303.20 355.78
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Sampled Manufacturing Firms*®

(January-June)
Appendix Table 4.1 continued

2003 2004 2005 2006**

LEATHER AND LEATHER

PRODUCTS

Sales (Lm 000) 6,035 4,149 3,080 1,836
Wages (Lm 000) 1,291 979 777 514
Net Investment (Lm 000) 78 38 7 —
Exports (Lm 000) 5,951 4,069 3,005 1,770
Local Sales (Lm 000) 84 80 74 66
Avg. Weekly Sales/Employee (Lm) 391.08 362.29 349.91 344.47
Avg. Weekly Earnings/Employee (Lm) 83.69 85.52 88.24 96.53
Avg. Weekly Exports/Employee (Lm) 385.66 355.27 341.47 332.10

WOOD AND WOOD PRODUCTS

Sales (Lm 000) 241 155 231 150
Wages (Lm 000) 81 51 54 64
Net Investment (Lm 000) - — - —
Exports (Lm 000) 5 0 5 5
Local Sales (Lm 000) 236 155 226 145
Avg. Weekly Sales/Employee (Lm) 195.33 192.02 287.12 192.03
Avg. Weekly Earnings/Employee (Lm) 65.74 63.49 66.51 82.68
Avg. Weekly Exports/Employee (Lm) 4.06 0.00 6.62 6.14

PAPER AND PAPER PRODUCTS

Sales (Lm 000) 3,650 3,585 3,252 3,241
Wages (Lm 000) 865 902 869 955
Net Investment (Lm 000) — 401 68 3
Exports (Lm 000) 60 66 117 144
Local Sales (Lm 000) 3,590 3,518 3,135 3,097
Avg. Weekly Sales/Employee (Lm) 504.05 482.90 445.10 476.64
Avg. Weekly Earnings/Employee (Lm) 119.47 121.46 118.98 140.41
Avg. Weekly Exports/Employee (Lm) 8.32 8.95 16.01 21.18

PUBLISHING AND PRINTING

Sales (Lm 000) 23,090 23,892 26,731 22,442
Wages (Lm 000) 5,473 6,109 5,537 6,163
Net Investment (Lm 000) 2,260 4,550 2,116 769
Exports (Lm 000) 14,626 15,684 17,957 13,642
Local Sales (Lm 000) 8,464 8,208 8,773 8,801
Avg. Weekly Sales/Employee (Lm) 544.34 562.03 644.78 554.20
Avg. Weekly Earnings/Employee (Lm) 129.02 143.72 133.56 152.20
Avg. Weekly Exports/Employee (Lm) 344.80 368.95 433.15 336.87
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Sampled Manufacturing Firms*®

(January-June)
Appendix Table 4.1 continued

2003 2004 2005 2006**

CHEMICALS AND CHEMICAL

PRODUCTS

Sales (Lm 000) 17,140 16,570 18,526 29,505
Wages (Lm 000) 3,503 2,577 2,614 3,062
Net Investment (Lm 000) 2,136 6,708 3,850 2,957
Exports (Lm 000) 13,283 12,407 14,961 25,810
Local Sales (Lm 000) 3,857 4,163 3,565 3,696
Avg. Weekly Sales/Employee (Lm) 622.21 794.15 880.78 1,299.91
Avg. Weekly Earnings/Employee (Lm) 127.16 123.52 124.25 134.91
Avg. Weekly Exports/Employee (Lm) 482.21 594.65 711.28 1,137.08

RUBBER AND PLASTIC PRODUCTS

Sales (Lm 000) 20,130 19,866 20,289 19,936
Wages (Lm 000) 5,353 5,830 5,594 5,147
Net Investment (Lm 000) 1,446 594 805 549
Exports (Lm 000) 16,050 15,885 16,145 15,700
Local Sales (Lm 000) 4,079 3,980 4,144 4,236
Avg. Weekly Sales/Employee (Lm) 440.15 433.51 427.70 475.21
Avg. Weekly Earnings/Employee (Lm) 117.05 127.22 117.91 122.68
Avg. Weekly Exports/Employee (Lm) 350.95 346.65 340.34 374.24

OTHER NON-METALLIC MINERAL

PRODUCTS

Sales (Lm 000) 6,903 6,952 10,313 10,430
Wages (Lm 000) 1,556 1,583 1,687 1,887
Net Investment (Lm 000) 198 48 366 268
Exports (Lm 000) 910 966 1,018 922
Local Sales (Lm 000) 5,993 5,986 9,295 9,509
Avg. Weekly Sales/Employee (Lm) 383.66 391.50 542.24 544.69
Avg. Weekly Earnings/Employee (Lm) 86.50 89.12 88.68 98.52
Avg. Weekly Exports/Employee (Lm) 50.59 54.39 53.54 48.13

FABRICATED METAL PRODUCTS

Sales (Lm 000) 8,733 6,535 8,995 8,560
Wages (Lm 000) 2,051 1,991 2,011 1,705
Net Investment (Lm 000) 242 91 529 90
Exports (Lm 000) 3,781 3,058 3,871 3,055
Local Sales (Lm 000) 4,952 3,477 5,123 5,505
Avg. Weekly Sales/Employee (Lm) 461.07 386.41 523.37 526.37
Avg. Weekly Earnings/Employee (Lm) 108.29 117.75 117.02 104.87
Avg. Weekly Exports/Employee (Lm) 199.64 180.81 225.25 187.88
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Sampled Manufacturing Firms*®
(January-June)
Appendix Table 4.1 continued

2003 2004 2005 2006**

MACHINERY AND EQUIPMENT N.E.C.

Sales (Lm 000) 6,113 6,561 7,549 6,426
Wages (Lm 000) 1,085 1,215 1,300 1,263
Net Investment (Lm 000) 361 130 52 24
Exports (Lm 000) 4,597 5,089 5,609 5,663
Local Sales (Lm 000) 1,516 1,471 1,940 763
Avg. Weekly Sales/Employee (Lm) 648.58 601.53 642.32 650.44
Avg. Weekly Earnings/Employee (Lm) 115.09 111.39 110.61 127.88
Avg. Weekly Exports/Employee (Lm) 487.73 466.62 477.27 573.20

ELECTRICAL MACHINERY AND

APPARATUS

Sales (Lm 000) 19,213 18,678 25,356 20,769
Wages (Lm 000) 3,790 3,639 3,749 3,626
Net Investment (Lm 000) 987 889 905 96
Exports (Lm 000) 18,392 18,376 25,168 20,316
Local Sales (Lm 000) 821 302 188 452
Avg. Weekly Sales/Employee (Lm) 604.23 629.88 884.97 741.34
Avg. Weekly Earnings/Employee (Lm) 119.18 122.72 130.83 129.44
Avg. Weekly Exports/Employee (Lm) 578.41 619.68 878.40 725.19

RADIO, TV AND COMMUNICATION

EQUIPMENT

Sales (Lm 000) 236,936 245,525 193,080 235,396
Wages (Lm 000) 11,451 10,622 10,603 12,085
Net Investment (Lm 000) 8,759 9,603 8,908 20,698
Exports (Lm 000) 235,493 244,922 192,778 235,035
Local Sales (Lm 000) 1,443 603 302 361
Avg. Weekly Sales/Employee (Lm) 2,733.74 3,132.61 2,455.74 2,863.73
Avg. Weekly Earnings/Employee (Lm) 132.12 135.53 134.86 147.02
Avg. Weekly Exports/Employee (Lm) 2,717.09 3,124.92 2,451.89 2,859.34

MEDICAL, PRECISION AND OPTICAL

INSTRUMENTS

Sales (Lm 000) 9,702 12,912 13,339 13,986
Wages (Lm 000) 3,414 3,679 3,592 3,531
Net Investment (Lm 000) 221 944 261 233
Exports (Lm 000) 7,575 10,770 10,710 11,523
Local Sales (Lm 000) 2,127 2,142 2,630 2,463
Avg. Weekly Sales/Employee (Lm) 385.29 412.13 439.64 462.72
Avg. Weekly Earnings/Employee (Lm) 135.57 117.41 118.39 116.83
Avg. Weekly Exports/Employee (Lm) 300.83 343.77 352.97 381.24
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Sampled Manufacturing Firms*®

(January-June)

Appendix Table 4.1 continued
2003 2004 2005 2006**
MOTOR VEHICLES, TRAILERS AND
SEMI-TRAILERS
Sales (Lm 000) 356 316 304 265
Wages (Lm 000) 81 107 123 75
Net Investment (Lm 000) — — 24 —
Exports (Lm 000) 264 208 103 75
Local Sales (Lm 000) 92 108 201 191
Avg. Weekly Sales/Employee (Lm) 301.04 231.64 194.64 264.86
Avg. Weekly Earnings/Employee (Lm) 68.13 78.71 78.71 74.85
Avg. Weekly Exports/Employee (Lm) 223.51 152.70 65.91 74.48
OTHER TRANSPORT EQUIPMENT®
Sales (Lm 000) 7,242 7,050 6,647 8,598
Wages (Lm 000) 950 924 979 1,034
Net Investment (Lm 000) 593 34 90 14
Exports (Lm 000) 6,037 6,675 6,545 8,309
Local Sales (Lm 000) 1,205 375 102 289
Avg. Weekly Sales/Employee (Lm) 1,277.70 1,166.20 1,092.50 1,601.40
Avg. Weekly Earnings/Employee (Lm) 167.70 152.88 160.87 192.59
Avg. Weekly Exports/Employee (Lm) 1,065.14 1,104.23 1,075.78 1,547.55
FURNITURE AND OTHER
MANUFACTURING N.E.C.
Sales (Lm 000) 23,681 21,474 21,570 24,228
Wages (Lm 000) 5,214 4,915 5,091 5,390
Net Investment (Lm 000) 2,313 2,473 2,332 1,502
Exports (Lm 000) 16,906 16,154 15,548 16,948
Local Sales (Lm 000) 6,776 5,320 6,022 7,280
Avg. Weekly Sales/Employee (Lm) 520.47 520.27 511.48 561.19
Avg. Weekly Earnings/Employee (Lm) 114.60 119.09 120.72 124.84
Avg. Weekly Exports/Employee (Lm) 371.56 391.38 368.68 392.56

* As from 2004, data on exports may include re-exports

** Provisional

@ As from 2004, data reflects re-classification of enterprises according to their main manufacturing activity
@ Data for 2003 excludes Malta Shipbuilding Co. Ltd.

Source: National Statistics Office
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5. Services Activities

Over the years, the structure of the Maltese economy has gradually evolved to
become more services oriented. Tourismistheleading servicesactivity bothin
termsof employment and asakey foreign currency earner. However, thetourism
industry is subject to several externa influences. Terrorism, natural disasters,
health scares, ail pricerises, exchange rate fluctuations, economic and political
uncertainties, and an ever-changing competitive scenario with the constant
development of new destinationsfor thetourist, are external issues, which highly
influence the local tourism industry. Faced with the challenges emerging from
theseinternational conditions, both Government and the private sector continued
toinvestinthissector, including effortsto diversify thetourist market to upgrade
the domestic tourist market, aswell asto offer amore price competitive package
to the potential tourist. However, the tourism industry continues to face
competitiveissues.

During January-August 2006, tourist departures declined by 3.7 per cent over
the corresponding 2005 period, to 767,836 visitors. Despite this performance,
gross foreign exchange earnings from tourism remained stable, at a level of
L m2101.5 million during the January-June period. Per capitaearningsincreased
by 2.8 per cent during the first half of 2006, to a level of Lm215.2, whilst
earnings per night spent increased from Lm22.6 during the first six months of
2005 to Lm23.5 during the same period in 2006. At 9,107 full-time employment
in hotels and restaurants recorded a decline of 59 persons between June 2005
and June 2006. On the other hand, improvements were recorded in the number
of cruisepassengersarrivingin Mata. Infact, the cruiseliner business continued
to increase, with the number of cruise passengersrising to 233,265, during the
first eight months of 2006, an increase of 31.5 per cent over the same period of
2005.

The Madta Financial services Authority (MFSA) has been the single regulator
for the local financial services sector, which incorporates al financial activity
including banking, investment and insurance. The MFSA isalso responsiblefor
consumer education and protection in the financial services sector. Moreover,
the MFSA manages the Registry of Companies and has al so the responsibility
of the Listing Authority. During thisyear it hasissued new licensesand put into
force new acts and amendments to the Listing Rules. It has also worked to
bring Malta' sfinancia sector moreinlinewith EU legidation and al so contributed
to greater integration with international organizations.
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Malta Enterprise is Government’s agency focused on attracting inward direct
investment and supporting enterprises in Malta. Itsrole is to act as a single
point of contact for all enterprise support in Malta and to provide cohesion to
Government policies and efforts relating to enterprise. During the first nine
months of 2006, it has approved new and expansion projects (both from local
and foreign investors), granted assistance through soft loans and liaised with
potential investorsin various countriestargeting both manufacturing and services
sectors. Itisaso coordinating anumber of projectsaimed at promoting innovation,
technology transfers and providing more technological infrastructural support
to businesses.

Tourism

Tough international competition isleaving its mark on the performance of the
Maltese tourism industry. In fact, the relatively modest increases registered in
2004 and 2005 were reversed as tourist departures declined by 3.7 per cent
during thefirst eight months of 2006. Nights spent continued to follow the same
declining trend during thefirst eight months of 2006. However, it isnoteworthy
that the average length of nights spent increased marginally in contrast to
international trends where growth rates in tourist departures have tended to
outpace nights spent. Gross foreign exchange earnings from tourism increased
marginally by 0.3 per cent to Lm101.5 million during the first half of 2006,
despite the decline in tourist departures registered over the same period.

Following the significant decline registered in 2004, the domestic cruise liner
industry has continued to expand thus sustaining an increasingly important role
in the local tourism industry. In fact, during the January-August 2006 period,
cruise passenger arrivalsincreased by 55,891 to reach 233,265 as more cruise
liner operators started using Malta as a home port. Full-time employment in
hotels and restaurants registered a decline of 59 jobs in June 2006 over the
previous comparable period. Table 5.1 presents selected tourism indicators.

Through thefirst eight months of 2006, the world tourism market continued to
be characterised by an increasingly competitive environment, especially in the
Mediterranean region, where devel opmentsdirectly affect activity inthedomestic
tourism industry. Tunisia, Morocco and other emerging destinations, such as
Croatia, Montenegro and Bulgariaare offering attractive tourist packagesaimed
for high-spending tourists. These destinations have recently started to gain market
share to the detriment of Malta as well as of other traditional Mediterranean
and European destinations. Moreover, tourists continue to opt to travel more
frequently for shorter durations, whilelong-haul travel still remains attractive.
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Main Tourism Indicators

Table 5.1

2003 2004 2005 2005 2006
Jan/Aug Jan/Aug
Tourist Departures* 1,118,234 1,157,684 1,170,626 797,636 767,836
Nights spent (000's)** 11,293 11,175 11,085 7,726 7,527
Cruise Passengers*** 383,599 284,952 312,093 177,374 233,265

Total full-time employment in
hotels and restaurants**** 8,360 8,332 8,503 9,166 9,107"

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for sea departures taken from
Inbound Tourism Survey
**As from April 2004, data for sea nights taken from Inbound Tourism Survey
**Excluding Maltese cruise passengers
***The data presented is based on the distribution of the administrative records of the ETC of the gainfully occupied
population according to the standard NACE classification of economic activities.
®pata as at end of June

Source: National Statistics Office
Employment and Training Corporation

The simplification of, and even outright removal of frontier formalities also
contributed to increasing attractiveness of vacations outside the country of
residence since travelling to a vast range of foreign countries has become as
simpleastravelling within one’sown borders. The open-skies policies adopted
by most countries also had an impact on the way airlines operate services
between markets and destinations. Whilst these present opportunities for the
local tourismindustry, theimplied advantages are al so being enjoyed by Malta's
competing tourist destinationsin Europe.

The recent hike in energy prices is another issue that is impacting upon the
tourismindustry. Despitethefact that airlinefuel surchargeswereincreasingly
widespread in the first months of 2006, airlines have refrained from passing on
fuel energy pricesto consumers. Aggressive competition has driven real-price
reductionsinair transport. Infact, low-cost airlines have become amajor factor,
impinging significantly on the performance of the tourism industries within
European countries. In this context, new low-cost airlines will start to operate
to Maltaon anumber of selected routesin the coming months. An overview of
international tourism indicatesthat theincreasing attractiveness of low-cost air
travel often over-ridesany concernsthat tourists may have about external threats.

Inthelight of these challenges, effortsare being intensified by the MataTourism
Authority (MTA) to ensure that M altamaintains acompetitive position. During
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the first eight months of 2006, the MTA intensified its activities to promote
Maltaasatourism destination overseas. Following therestructuring of the M TA
in 2004, which wasimplemented during 2005, the Authority in August 2006 has
launched its Third Strategic Plan covering the period 2006-2009. The M TA has
adopted amarket segmentation approach whereby seven segmentsthat broadly
encompass all tourism activity on the Maltese Islands have been identified.
These segmentsincludeleisure and tour operating, history and culture, meetings,
incentives, conferences and exhibitions, sportstourism, including diving, English
language |earning, Gozo-based holidays, and other growth markets (cruise and
stay, spa, and short-breaks). The restructuring exercise in MTA involved a
review of the regions serviced by MTA offices. The MTA offices in the UK
and Germany were retained given that these are the two main source markets
totheMalteseldlands. In other regions, well-established representation agencies
were appointed to undertake marketing and sales activitiesin order to underpin
the marketing and salesdrive of the sevenidentified segments. Another strategic
measure by the MTA involves the commissioning of a common advertising
campaign for all source markets, rather than the fragmented advertising
campaigns in different source markets previously adopted by the MTA.
Additionally, the MTA isin the process of launching aweb portal for on-line
booking.

As a consequence of the restructuring exercise undertaken, the MTA isin a
position to allocate funds previoudly allocated to administration expensestowards
the marketing of Malta and Gozo. Besides, the MTA is carrying out a
comprehensive branding exercise. A brand platform for Matahas been developed
and the brand core values of Heritage, Hospitality and Diversity have been
identified. Accordingly, internal and external branding initiatives are being
undertaken.

Moreover, inthefirst eight months of 2006, the Government has continued with
itscommitment to invest in Malta' s historical heritage aswell asto upgradethe
tourism product. EU funds are also being used to finance such projects, aswell
as to finance training projects for employees in this industry. Another project
that was initiated during this period is the Medina project, which is funded by
the European Commission under the Eumedios Programme. Thisproject involves
collaboration between seven EU countries and seven Mediterranean partner
countries. The Medina project groups cultural and tourism resourcesinto five
areas, mainly the Material Heritage, Performing Arts, Folk traditions, Food and
Gastronomic culture, and Handicraft and Tourist Information. Thisproject should
help the countries forming part of this partnership to enhance the visitor’s

116 Economic Survey October 2006



knowledge of the vast cultura heritage in all the countries involved and thus
boost the cultural tourism sector.

Monthly Distribution

On amonth-to-month basis, tourist departures during the first eight months of
2006, recorded increases only in February and April, when compared to the
same months of 2005. The notable increase in April of 10.8 per cent ismainly
attributable to the rather late Easter recess. In fact, the level registered in April
2006 isthe highest level for this month during the 2003-2006 period. Thetiming
of the Easter recess affected tourist departures in March, when a drop of 9.7
per cent was recorded. Moreover, significant declines were also registered in
May and August when tourist departures declined by 8.7 per cent and 7.9 per
cent respectively. August remained the peak month accounting for 21.4 per
cent of total departures during the first eight months of the year, followed by

Monthly Tourist Departures*

Table 5.2

2003 2004 2005 2006
January 50,000 49,262 53,125 50,523
February 49,418 51,132 44,393 47,301
March 72,501 65,999 71,277 64,342
April 94,640 92,166 88,279 97,785
May 105,736 105,402 112,559 102,738
June 106,226 114,879 113,933 109,041
July 131,438 134,366 135,751 131,805
August 167,112 177,097 178,319 164,301
January/August 777,071 790,303 797,636 767,836
% change 2.2 1.7 0.9 -3.7
September 122,076 129,425 133,591
October 110,589 129,027 129,334
November 66,368 67,744 69,652
December 42,130 41,185 40,413
Total 1,118,234 1,157,684 1,170,626
% change -1.2 3.5 11

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for
sea departures taken from Inbound Tourism Survey

Source: National Statistics Office

Economic Survey October 2006

117



Chart 5.1
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*As from 2001 tourism data is based on the Inbound Tourism Survey, and therefore is not strictly
comparable to previous periods. Until March 2004, data for sea arrivals taken from embarkation cards.
Thereafter, data for sea departures taken from Inbound Tourism Survey.

July, with alevel of 131,805, or ashare of 17.2 per cent. Data on the monthly
distribution of tourist departuresisshownin Table5.2.

Tourist flows to Malta continued to exhibit strong seasonality patterns during
the first eight months of 2006 asillustrated in Chart 5.1. Asthe year unfolded,
tourist departuresincreased consistently up to the peak month of August, except
for February. Thishighlightsthe prevailing seasonality in Malta'stourism trends,
with ahigh concentration of touristsin the spring and summer monthsand alow
concentration inthewinter period. Thisseasona concentration involvesparticular
difficulties, including the effects on infrastructure, hotel occupancy, aswell as
on the labour market.

Tourist Nationality

Although the UK remains the major market in the Maltese tourism sector, its
share has generally declined over the years, while other markets registered an
increasing market share. This is depicted in Chart 5.2, which illustrates the
relative market shares of Malta’'s main source markets over the January-
December 1990-2005 period. Therelative share of the UK market hasdeclined
from 51.6 per cent in 1990 to 35.3 per cent in 2000 but edged up to 41.2 per
cent by 2005. The German's market share remains the second most important
market for tourismin Malta. Thismarket had increased its share between 1990-
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Chart 5.2

Tourist Market Shares*
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*As from 2001 tourism data is based on the Inbound Tourism Survey, and therefore is not strictly
comparable to previous periods. Until March 2004, data for sea arrivals taken from embarkation cards.
Thereafter, data for sea departures taken from Inbound Tourism Survey.

2000 but then registered a drop in its market share to 11.8 per cent by 2005,
which is below the 1990 ratio. The share of the Italian market fluctuated from
7.3 per centin 1990, to 8.7 per cent in 1995 and aratio of 7.9 per cent by 2005.
The share of the French market increased to 7.1 per cent in 2005 compared to
the 3.9 per cent in 1990. The share of the other markets category increased
from 22.2 per cent in 1990 to 32.0 per cent in 2005. Thelatest avail able datafor
tourist departures covering the first eight months of 2006 indicates that the
distribution of the market share amongst the main source markets remained
relatively the same with the UK tourist flows to Malta accounting for 38.0 per
cent, compared to 10.4 per cent from the German market, 11.1 per cent from
the Italian market, 7.4 per cent from the French market, and 33.1 per cent from
the other markets.

A detailed breakdown of tourist departures by nationality is presented in Table
5.3. During January-August 2006 arelatively high improvement was recorded
in the Italian source market. In fact, arrivals from the Italian market increased
by 12,905 or 17.9 per cent over the previous comparable period. Inflowsfrom
the Italian market are expected to continue to be positively affected by the
commencement of anew serviceto Maltaby an Italian low-fareairlineasfrom
June 2006. Other increases were registered by the Belgian market, which
increased by 1,586, or 8.2 per cent over January-August 2005. Meanwhile,
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Tourist Departures by Nationality*

Table 5.3
2003 2004 2005 2005 2006
Jan/Aug Jan/Aug
United Kingdom 473,097 453,021 482,642 322,030 292,106
Germany 125,415 135,201 138,215 86,144 79,738
Italy 92,680 102,640 92,405 72,091 84,996
France 77,382 87,147 82,606 62,387 56,877
Netherlands 40,044 38,460 37,101 25,468 26,843
Scandinavia** 46,957 62,106 64,291 42,657 41,417
Libya 17,463 12,832 10,665 7,766 6,154
Belgium 26,399 31,437 28,730 19,237 20,823
Austria 24,596 24,078 26,394 18,037 17,013
Switzerland 22,010 22,874 20,274 13,047 13,011
USA 15,174 18,897 18,108 13,134 11,674
Others 157,017 168,991 169,195 115,638 117,184
TOTAL 1,118,234 1,157,684 1,170,626 797,636 767,836

*Until March 2004, data for sea arrivals taken from embarkation cards. Thereafter, data for sea departures taken from
Inbound Tourism Survey
**Includes Denmark, Norway, Sweden

Source: National Statistics Office

arrivalsfrom the Dutch market increased by 1,375 or 5.4 per cent, whiletourists
from the group of other countriesincreased by 1,546 or 1.3 per cent.

In contrast, the other source markets registered drops in tourist departures.
Between January-August 2006, arrivalsfrom the UK declined by 29,924 or 9.3
per cent over the previous comparable period. Similarly, inthefirst eight months
of 20086, tourists from the German market declined by 6,406 or 7.4 per cent
over the corresponding 2005 period. Another notabl e decline registered during
thefirst eight months of 2006 was that from the French market, where tourists
declined by 5,510, or 8.8 per cent. These developments may be attributable to
the extremely low priced holidaysto other destinations. The announcement of
theavailability of cheap airfaresto major European citiesaugur well for tourist
inflows from the major tourist source markets.

Cruise Passengers

The cruiseliner industry continued to expand during the January-August 2006
period as Maltais increasingly becoming more attractive as a port of cal as
well as ahome port where cruises start and end. During the first eight months
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of 2006 cruise passenger arrivalsincreased by 31.5 per cent, reaching 233,265.
Since the concept of using Malta as a home port involves tourists flying to
Maltafrom wherethey start and end their cruise, the concept providesincreased
value added to the economy that goes beyond the cruiseliner industry. The new
Cruise Liner Terminal will continueto boost Maltaas animportant cruise liner
destination in the Mediterranean.

Accommodation

Accommodation and occupancy rates constitute an important element in the
overal analysis of the tourism industry. Table 5.4 provides data concerning
Malta's accommadation capacity by category of establishments and beds. The
changes in accommodation levels in the Table reflect the opening of new
accommodeation, closure of existing accommodation, aswell asreclassifications.

By the end of July 2006, there were 115 hotels with a bed-stock capacity of
33,448. Thetotal number of hotelsdeclined by 2 although therewas anincrease
in the bed-stock capacity of 352 beds when compared with December 2005
levels. The 5-Star, 3-Star and 2-Star accommodation categories all decreased
by 1 unit each. While this decreasein the level of unitsled to adecreasein the
bed-stock level within the 2-Star category, in the case of the 5-Star and 3-Star
categories, there was an increase in the bed-stock level of 249 beds and 200

Main Types of Tourist Accommodation

Table 5.4
2004 (Dec) 2005 (Dec) 2006 (Jul)
Establishments Bed-Places Establishments Bed-Places Establishments Bed-Places
Hotels
Five Star 13 4,798 14 5,526 13 5,775
Four Star 43 15,270 42 15,580 43 15,541
Three Star 45 10,359 49 11,198 48 11,398
Two Star 14 1,119 12 792 11 734
Total 115 31,546 117 33,096 115 33,448
Other N.E.C.
Guesthouses 32 757 29 728 28 763
Holiday Complex 32 6,239 30 5,368 30 5,85
Hostels 5 442 6 684 6 684
Other N.E.C. Total 69 7,438 65 6,780 64 6,762

Source: National Statistics Office
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beds respectively. The 4-Star accommodation category increased by 1 unit
while the bed-stock level declined by 39 beds.

The number of guesthouses at the end of July 2006 declined by 1 to 28 units,
while the bed-stock level increased by 35 beds to 763 beds, over December
2005. The number of holiday complexesremained stabl e at the December 2005
level, while the bed-stock level declined by 5310 5,315. The number of hostels
and their respective bed-stock level remained unchanged at the December 2005
level.

Table 5.5 provides data regarding monthly hotel occupancy rates for various
typesof accommodation. During thefirst seven monthsof 2006, all the categories
reached their peak inflow in July. The 4-Star accommaodation category recorded
the highest level of occupancy of 84 per cent, closely followed by that of the 3-
Star category of 82 per cent.

Another important indicator of the performance of the tourist industry is that
related to the average length of nights spent by tourists. During January-August
2006, the average length of nights spent stood at 9.8, amarginal increase from
the corresponding 2005 level of 9.7. This must be viewed in the context of a
declining European average length of outbound-trips as tourists are opting for
shorter but more frequent holiday trips.

Monthly Accommodation Occupancy Rates - 2006*

Table 5.5 per cent
Hotels Complexes

Villages &

Aparthotels

Hostels &

5 Star 4 Star 3 Star 2 Star  Guesthouses

January 25 36 33 9 22
February 37 a7 33 12 27
March 38 50 37 19 29
April 55 62 45 23 36
May 57 66 41 22 43
June 67 74 48 21 53
July 70 84 82 30 68
Average 50 61 46 20 41

*Occupancy levels are based on the Collective Accomodation Establishments
Survey and the official bed-stock as supplied by the Malta Tourism Authority

Source: National Statistics Office
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Employment

Data for employment in hotels and restaurants is based on the distribution of
the administrative records of the Employment and Training Corporation of the
gainfully occupied population according to the standard NA CE classification of
economic activities.

Full-time employment in hotels and restaurants stood at 9,107 personsin June
2006, adecline of 59 jobsover the previous comparable period. Thiscorresponds
t0 6.6 per cent of the gainfully occupied popul ation. Private sector employment
in hotels and restaurants amounted to 8,867 or 14.0 per cent of the persons
employed in private market services.

Foreign Exchange Earnings

Tourism earnings are one of the most important sources of foreign exchange
generation for the local economy and thus contribute to the external payments
position of the domestic economy. Accordingly, foreign exchange earnings provide
an important indicator of the performance of the domestic tourism industry.

The sourcefor grosstourism earningsarethe TOURSTAT and the CRUISETAT
Surveys, replacing data collected from foreign currency transactions reported
to the Central Bank of Malta by the banking institutions and other authorised
dealers. As aresult, data has been revised backwards to 1995.

Data on foreign exchange earnings from tourism are provided in Table 5.6,
while Chart 5.3 depicts tourism earnings per capita. Gross foreign exchange
earningsreached Lm101.5 million during thefirst six months of 2006, amarginal
increase from Lm2101.2 million during the previous comparable period. Thus,
the decline in tourist departures was not reflected in a drop in gross foreign
exchangeearnings, asthelatter remained relatively unchanged. Thisdevel opment
could partly reflect the fact that the Sterling appreciated during the period.
Improvements were thus recorded in the per capita earnings and earnings per
nights spent. Per capitaearningsincreased by 2.8 per cent for the period January-
June 2006 over the comparable 2005 level. Similarly, earnings per nights spent
increased from Lm22.6 in the first six months of 2005 to Lm23.5 in the
corresponding 2006 period.

During the period January-June 2006, gross earnings from tourism accounted
for 14.5 per cent of exports of goodsand services. Thiscompareswith 15.5 per
cent measured for the first six months of 2005. The ratio of foreign exchange
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Earnings from Tourism

Table 5.6
Gross Per Capita Earnings Per Ratio to Ratio to
Earnings  Earnings Nights exports of exports of
(Lm million) (Lm) Spent* goods and manufactured
(Lm) services (%) goods (%)
2003 272.2 243.4 241 18.6 29.9
2004 266.6 230.3 23.9 18.2 29.9
2005 262.3 224.1 23.7 18.6 32.2
2005 (Jan/Jun) 101.2 209.3 22.6 15.5 19.4
2006 (Jan/Jun) 101.5 215.2 235 145 17.5

*As from April 2004, data for sea nights taken from Inbound Tourism Survey

Source: National Statistics Office

Chart 5.3
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earnings from tourism to exports of manufactured goods declined from 19.4
per cent in the first half of 2005 to 17.5 in the corresponding 2006 period.

Malta Financial Services Authority

Since 2002, the MaltaFinancial servicesAuthority (MFSA) hasbeenthesingle
regulator for al the financial servicesin Malta. The financial services sector
incorporatesall financial activity including banking, investment and insurance.
The MFSA isalso responsiblefor consumer education and consumer protection
in the financial services sector. Moreover, the MFSA manages the Registry of
Companiesand also hasthe responsibility of the Listing Authority.

During thefirst nine months of 2006 thelegal framework governing the Maltese
financial sector continued to be brought in linewith EU legidlation, contributing
to a greater integration of the domestic financial system with that of the EU.
Regulations related to the Prevention of Money Laundering were amended in
March 2006. Persons who are subject to the provision of the Prevention of
Money Laundering Act are now required to develop and establish new risk-
based policiesand proceduresinrelation to the acceptance of customers. These
amendments also introduced enhanced due diligence measures for higher risk
customers.

The Securitisation Act, which cameinto forcein April 2006 provides companies
with the opportunity of raising capital through the transfer of assetsand risksto
Special Purpose Vehicles (SPVs). The Securitisation Act also regulates the
application of a number of laws, including the Companies Act and the Civil
Code, inrelation to securitisation.

In June 2006, the amendmentsto the Listing Ruleswhich transpose the Takeover
Bids Directive came into force. The new rules cater for the supervision of
certain cross-border takeovers to operate on a shared responsihility basis.

The Insurance Intermediaries Act was enacted by Parliament and came into
force on October 1 of thisyear. The Act, which repeals the Insurance Brokers
and Other IntermediariesAct, consolidatesall insuranceintermediariesactivities
carried out in or from Malta and also introduces new provisions reflecting
developments both in the domestic and international insurance market. It is
now possiblefor the variousintermediaries activities provided for under theAct
to be carried out both by individualsor legal entities—as provided for inthe EU
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Mediation Directive. The new Act provides for consequential amendmentsto
various other financial serviceslaws.

During 2006, the MFSA signed a Memorandum of Understanding with
International Organizations of Securities Commissions (I0SCO) to facilitate
the exchange of information and provide for clearer channels of co-operation.
Thisisacross-border network seen as being an essential tool to strengthen the
capital markets against financial fraud.

Asat 30" September 2006, there were 18 Credit I nstitutionslicensed under the
Banking Act (1994) and 13 Financia Institution licensed under the Financial
Institutions Act (1994). There were no new banking and financial institutions
licensesissued during thefirst nine months of 2006.

During the first nine months of this year, the MFSA issued 8 new Investment
Services (1S) licenses, increasing the total number of licenses to 93 as at the
end of September 2006. The MFSA also issued 34 new Collective Investment
Scheme (CIS) licensesincluding 14 professional investor fundsand 19 locally
based Undertakings for the Collective Investment of Transferable Securities
(UCITS). The total number of CIS licensed as at the end of September 2006
stood at 184. During the first three quarters of 2006 two fund administrators
recognitions have been issued.

During the period January-September 2006, the MFSA also licensed two new
Insurance Managers, four General Insurance companiesand two LifeInsurance
companies. The number of local and foreign insurers authorized to carry on
business in Malta remained unchanged from the end of 2005 at 8 and 10
respectively. Thetotal number of registered insurance brokers as at the end of
September 2006 amounted to 73, of which 23 were companies while the
remaining 50 wereindividual brokers. Additionally, 21 insurer agents consisting
of 9local and 12 foreign insurers were registered with the MFSA as at the end
of September 2006.

During the first nine months of 2006, the Registry of Companies registered
2,024 new commercial partnerships, representing an 18 per cent increase over
the corresponding 2005 period.
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Box 5.1
SmartCity Malta

In March 2006, the Government and Tecom Investments of Dubai signed the Heads
of Agreement that will lead to the setting up of SmartCity Malta. Currently
discussions between the two parties are being finalised. The Government aims tc
locate the project at the present industrial estate in Ricasoli. The developers of the
project are committed to provide, by the time of the project’s completion, 5,600 jobs,
3,600 of which will be specialised positions in the ICT industry. Tecom will be
investing an estimated Lm110 million, making this project the largest ever foreign
investment initiative in the ICT sector ever to be undertaken in Malta The first
deliverables from thisinvestment can be expected by 2008.

This investment is part of Government’s efforts to create large-scale employment in
the country coupled with significant new sources of foreign direct investment with the
concomitant economic spin-offs. This program has been synergised over the past
three years with the national effort to place Malta on the global ICT map as aleader in
the region. The Government has also aimed to exploit this opportunity to regenerate
its infrastructure as well as support the creation of jobsin the South of Malta.

The new Malta facility will be the first European outpost for Dubai Internet City and
Dubai Media City and it is expected that global players will be able to focus their
European operations and business through SmartCity Malta

The new SmartCity Malta will include a new full-fledged ICT and Media Smart City
on the models developed by the same organisation in Dubai. This project will aso be
accompanied by development of a hotel, a lodging area and other activities to help
attract knowledge-based operations to the site. This is expected to create a cluster
environment and also service tenants in the site in a cost-effective and efficient
manner.

The company operating SmartCity Malta will also be promoting and participating in
initiatives to assist the further development of ICT education in Malta. It will aso
work with the local councils of the towns neighbouring the SmartCity Malta to ensure
that their residents will be among the first to benefit from this development. Specific
projects with persons with disabilities and to help inmates of drug-rehabilitation
programmes have also been agreed.

Malta Enterprise Corporation

Malta Enterprise is Government’s agency focused on attracting inward direct
investment and supporting enterprises in Malta. Its role is to act as a single
point of contact for al enterprise support in Malta and to provide cohesion to
Government policies and efforts relating to enterprise. Malta Enterprise is
dedicated to finding solutionsto the particular business needs of both local and
international companiesand does so by delivering arange of tailor-made services
whichinclude professional pre-investment advice and support, start-up assistance
as well as a range of post investment services and aftercare facilities. Malta
Enterprise also offersarange of trade promotion servicesaimed at introducing
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foreign companies to suitable manufacturers, service providers, suppliers and
potential strategic partnersin Malta.

During thefirst nine months of 2006, the Corporation approved 30 hew projects
and 34 expansion projects. Eighteen and thirteen of the new approved and
expansion projects respectively originated from foreign investment. Italy and
Germany were the two countries with the highest number of approvalsfor new
and expansion projects. More than 50 per cent of the new foreign project
approvalsoriginated from within the EU whileamost all new foreign expansion
projects originated from EU countries. There were also two new and one
expansion proj ects undertaken by joint ventures.

The magjority of local investment on new projectsis related to recycling while
foreign capital investment for new projects is linked to the medical,
pharmaceutical and biotechnological sectors, back office, call centersandinternet
related services sectors. Meanwhile, the majority of capital investment on
expansion projects by both locally owned and foreign concerns is earmarked
for the paper and printing sector and back office and other services sector.

During thefirst nine months of 2006, Mata Enterprise granted assistance through
soft loans to seven different companies. In fact, atotal of Lm1 million of soft
loans were granted to fund investments by the software, back office, internet
related and other services and recycling sectors, amongst others.

The expansionary trendin the Information and Communication Technology (ICT)
continued and the first nine months of 2006 witnessed an increased interest
from operators within this sector. Interest from the pharmaceutical industry
remained buoyant. Potential companies are incentivised by the search for cost
reduction and/or improved quality. Theinvestment promotion strategy of Malta
Enterprise sought to consolidate investment in the sectors of electrical and
electronic engineering, mechanical and precision instruments, healthcare and
pharmaceuticals, maritime and custom built structures, aviation maintenance
and software development and ICT.

During the first nine months of 2006, Malta Enterprise has organised various
meetings with potential investors coming from targeted industrial sectors such
as ICT, call centre operations, pharmaceuticals, aviation companies, logistics
(maritime and mai ntenance support), environmental technology and oil and gas
groups. Thisreflectsthe shift in focustowards high value added manufacturing
aswell astheservicesindustry. MaltaEnterprise pursued investment promotions
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invarious countries. Moreover, the Corporation intendsto devel op and nurture
linkageswith multiplierssuch asEmbassies, other institutionsand key stakeholders
inview of undertaking joint investment promotion activities.

Malta Enterprise embarked on various initiatives aiming to assist enterprise as
well asencouraging innovative capacity. Theseincentivesincludethe provision
of training for small and medium sized enterprises, the review of the current
incentives under the Business Promotion Act and initiatives towards trade
promotion. Furthermore as announced in the Budget Speech for 2006 the
Government is allocating Lm4 million in tax credits as incentives associated
with research and development of new technology in Malta, Lm0.5 millionin
tax credits for companies that set up back office operations in Malta, and a
further Lm0.5 million in tax credits for companies that set up eBusinesses in
Malta

The Corporationisalso coordinating the MARI S project which aimsto foster a
favorable environment and increase the capacity for creation and diffusion of
innovation. The Innovation Relay Center (IRC), which was hosted by Malta
Enterprise since January 2005, assists Transnational Technology transfer. In
particular, the IRC network hasidentified the need for more focused assistance
in specific environmental matters. To thisend, aproject waslaunched referred
toas METTTES or More Efficient Transnational Technology Transfersin the
Environmental Sector. The Kordin Business Incubation Center aimsto nurture,
grow and launch technol ogy oriented businesses by providing the physical space
and technology infrastructure required by incubating businesses. Meanwhile,
the Business Technology Network pursuesthe creation, devel opment and growth
of technol ogy-based ventures throughout Maltaand al so assistslocal businesses
in discovering technologies available locally that would be of benefit to their
competitiveness.
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6. Prices and Incomes

This Chapter analyses local inflationary trends during the twelve months to
September 2006 and subsequently provides a comparison to inflation ratesin
the EU member States. The analysis of fluctuations in international pricesis
important given the high degree of openness of the domestic economy. Thisis
followed by an in-depth analysis of the changes in domestic sectoral wages
occurring between September 2005 and September 2006.

The 12-month inflation rate (as measured by the Retail Prices Index) in Malta
reached 3.42 per cent in September 2006 as compared to 2.76 per cent in
September 2005. Theinflation rate hasfollowed an increasing trend in the last
guarter of 2005, declined marginally in thefirst few months of thisyear but has
resumed on an upward trend sinceApril 2006. These developmentswere heavily
influenced by variationsin energy prices.

The study of average weekly sectoral wage rates was analysed and compiled
from the collective agreements of 182 companies employing atotal workforce
of 27,399 persons, where 13,043 were employed in direct production and the
remaining 14,356 were engaged in the market services. The increase in the
average wage resulted to be 3.7 per cent. This was above the Lm2.25 cost of
living adjustment granted for 2006. The highest wage risein percentage terms
was recorded in the Community and Business sub-sector which registered an
increase of 7.5 per cent. Wage increasesin other sectors wererelatively lower,
ranging from 2.0 per cent to 5.3 per cent. The analysis aso shows that the
largest proportion of employees (58.0 per cent) earn an average weekly wage
higher than Lm96.25.

Inflation

Malta' s official measure of inflation isobtained from percentage changesin the
12-month moving averagefor the Retail Pricesindex (RPI). Thisindex isderived
fromthe monthly retail prices of alarge and representative basket of goods and
services as presented in the Household Budgetary Survey (HBS) carried out
between March 2000 and March 2001 by the National Statistics Office (NSO).
The NSO introduced the current RPI having December 2002 as a base year as
from January 2003, but started compiling it since January 2002.
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Box 6.1
Harmonised Index of Consumer Prices (HICP)

The Harmonised Index of Consumer Prices (HICP) published by the National Statistics Office
measures consumer price movements and is compiled according to the rules specified in €
series of European Union Regulations developed by Eurostat in conjunction with the EU
Member States. This facilitates comparisons of inflation rates across the European Union.

The scope of the price index is determined by following National Accounts concepts of what
constitutes household consumption.

The Table presents inflation rates as measured by the 12-month moving average HICP for the
period January 2003 to September 2006. The HICP inflation rate started to rise since
November 2005, from 2.2 per cent in the previous month. In 2006, the HICP inflation rate
stabilised at 2.6 per cent between January and March, but subseguently resumed rising to 3.2
per cent by September 2006. The increase in the HICP inflation rate during the nine months tc
September 2006 was mainly underpinned by an increase in the housing, water, electricity, gas
and other fuels and transport sub-indices.

Harmonised Index of Consumer Prices
12-Month Moving Average Inflation Rate

per cent
2003 2004 2005 2006
January 2.3 2.1 2.6 2.6
February 2.2 2.1 2.7 2.6
March 2.2 2.1 2.7 2.6
April 2.1 2.3 2.6 2.7
May 2.1 2.4 25 2.8
June 2.1 2.4 2.4 2.9
July 2.0 2.6 2.3 3.1
August 2.0 2.6 2.3 3.1
September 2.0 2.8 2.2 3.2
October 2.0 2.8 2.2
November 1.9 2.8 24
December 1.9 2.7 25

Source: National Statistics Office
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12-Month Moving Inflation Rate

Table 6.1 per cent
2003 2004 2005 2006
January 1.79 1.57 2.74 2.99
February 1.58 1.70 2.77 2.92
March 1.46 1.75 2.83 2.92
April 1.36 1.86 2.83 3.00
May 1.26 1.95 2.92 3.05
June 1.25 2.03 2.94 3.11
July 1.20 2.23 2.77 3.30
August 1.14 2.41 2.74 3.38
September 1.10 2.57 2.76 3.42
October 1.05 2.63 2.89
November 1.13 2.75 2.95
December 1.30 2.79 3.01

Source: National Statistics Office

The official inflation rates are obtained by comparing the average RPI in the
12-months leading to the month under review with the corresponding average
inthe previous 12-month period. Domestic inflation ratesare presented in Table
6.1, while monthly RPI readings between January 2003 and September 2006
are presented in Table 6.2. Chart 6.1 depicts the trend of the domestic 12-
month moving inflation rate for the period covering September 2001 to
September 2006.

As highlighted in Chart 6.1, the inflation rate has been following a declining
trend since April 2002, when it stood at a high of 3.65 per cent to reach alow of
1.05 per cent in October 2003. Subsequently, theinflation rate had thenin genera
been onan upward path until it reached 3.01 per cent in December 2005, declining
thereafter to 2.92 per cent in March 2006 and returning on an upward path in
the following month to reach 3.42 per cent in September 2006.

A review of trends inherent in each sub-index of the RPI provides an
understanding of the underlying inflationary movements. The average for the
twelve monthsto September 2006 for the 2004-2006 periodsfor the sub-indices
composing the RPI, grouped by commaodities, areillustrated in Table 6.3. During
the period under review, practically all the commaodity groups composing the
RPI have contributed towardstheincreasein theinflation rate. Marginal increases
were registered in the Recreation and Culture sub-index and in the Clothing
and Footwear sub-index. In particular, theinflation rate during thefirst six months
of 2006 was heavily influenced by arisein theaverage prices of water, el ectricity,
gas and fuels as well asin the Transport and Communication sub-index. The
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Retail Prices Index

Table 6.2 December 2002=100
2003 2004 2005 2006
January 99.12 102.20 104.70 107.06
February 99.60 102.23 105.33 107.70
March 100.36 102.66 105.82 109.05
April 100.40 103.32 106.27 110.32
May 100.73 103.13 106.69 110.89
June 100.88 103.62 106.65 110.52
July 100.54 104.14 105.77 109.95
August 100.47 103.25 105.83 109.50
September 100.82 103.56 106.59 110.19
October 101.91 104.36 108.40
November 101.75 104.96 109.01
December 102.38 105.27 109.02
Average Jan-Dec 100.75 103.56 106.67

Source: National Statistics Office

Chart 6.1

12-Month Moving Inflation Rate

per cent

Sep-01 Sep-02 Sep-03 Sep-04 Sep-05 Sep-06
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Index by Commodity Group
(Average for 12 months to September)

Table 6.3 December 2002=100
Commodity Group Weight 2004 2005 2006
Food 23.82 102.89 103.79 105.65
Beverages and Tobacco 6.11 109.80 113.70 116.45
Clothing and Footwear 8.24 90.96 89.24 89.52
Housing 7.57 104.71 110.13 115.20
Water, Electricity, Gas and Fuels 2.25 100.38 115.08 153.24
Transport and Communications 23.13 103.80 108.00 113.18
Recreation and Culture 8.84 100.03 101.26 101.29
Household Equipment & House Maintenance

Costs 7.65 100.48 102.97 104.78
Personal Care and Health 6.22 106.67 110.72 114.34
Other Goods and Services 6.17 109.82 114.11 116.92

Source: National Statistics Office

Housing and Personal Care and Health sub-indices also registered increases
which exceeded the overall inflation rate.

During the period under review, the Food sub-index, which carries the largest
weighting within the RPI, rose by 1.79 per cent when compared to 0.87 per
cent recorded in the same period last year. The contribution of this sub-index
towardsthe 12-month moving inflation rate was 0.43 per cent during the period
under review. The highest increase in average prices was recorded in October
for fruit, while in March and September the main increases were recorded in
the average prices of vegetables. These increases outweighed the marginal
decreases recorded in November mainly underpinned by dropsin the prices of
fruits and vegetables and in December mainly attributable to lower average
prices for fish. Other marginal declines occurred in May and June due to
decreases in average prices of vegetables as well as in August 2006 due to
lower average prices of fish and fruits.

The Beverages and Tobacco sub-index has followed an upward trend and
increased by 2.42 per cent during the period under review. This increase was
mainly dueto agenera increasein the average pricesof non-acoholic beverages.

The Clothing and Footwear sub-index experienced a 0.31 per cent increase,
reversing the declining trend recorded during the previoustwo years. Thismainly
reflects devel opmentsin the clothing category asaverage pricesin the footwear
category registered amarginal drop. It ispertinent to note that thissub-index is
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subject to high seasonal fluctuations. Thus, decreases in average prices were
recorded in January, July and August due to seasonal sales while increasesin
average priceswererecordedin practically al theremaining months, particularly
in October, March and February.

Thegenera upward trend in the Housing sub-index continued during the period
under review, with arise of 4.60 per cent and the contribution of this sub-index
towards the 12-month moving inflation rate reached 0.35 per cent. The highest
increases in average prices were primarily recorded in January and April in
respect of construction works, maintenance and parts of household appliances.

A significant increase was recorded in the Water, Electricity, Gasand Fuel sub-
index, which rose by 33.16 per cent and its contribution towards the 12-month
moving inflation rate stood at 0.75 per cent. The highest increase, amounting to
26.9 per cent, was recorded in November, due to increases in the water and
electricity charges, reflecting theincreasein the fuel surcharge during the month
which rose from 17 per cent to 55 per cent. Another substantial rise of 11.5 per
cent wasrecorded in March dueto afurther increasein the surcharge reflecting
further increases in international oil prices. On the other hand, average price
decreases were mainly recorded in January, May and July attributable to drops
inthewater and el ectricity surchargerates on electricity and water consumption.

Average prices for items falling within the Household Equipment and House
Maintenance Costs sub-index increased by 1.76 per cent. During the period
under review, a genera increase in the prices of household appliances was
recorded. However, decreases in average prices were mainly recorded for
household textiles and carpetsin February, August and September.

The Transport and Communication sub-index, continued to follow an upward
trend rising by 4.8 per cent. With acontribution of 1.11 per cent, the sub-index
had the largest contribution towards the 12-month moving inflation rate. Price
fluctuations within the sub-index were mainly due to changes in the average
pricesof fuel and air transport services. Thus, the price of fuel underpinned the
average price increases in the sub-index particularly in October and in May.
While the increase in the sub-index for April was due to increases in average
prices of air transport services. Conversely, in December and in March, lower
average prices for fuel were responsible for adeclinein average prices within
thetransport sub-index. The decreasein the sub-index in November and January
were due to a decrease in the average prices of air transport services.
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The Personal Care and Health sub-index maintained the upward trend registered
inrecent years, and increased by 3.27 per cent during the 12 monthsto September
2006. Main price increases were recorded in February, particularly reflecting
higher average prices for medical services.

Only dlight pricefluctuationswere recorded in the Recreation and Culture sub-
sector affecting only marginally the RPI sub-index for September 2006.
However, when considering monthly fluctuations over the twelve months to
September 2006, price decreases were registered in January 2006, particularly
due to lower average prices of cable TV installation and rental charges and
sports equipment. Conversely, main price increases were recorded in April,
underpinned by higher education expenses and higher average pricesfor sports
equipment.

The Other Goods and Services sub-index registered a 2.46 per cent increasein
average prices. Priceincreaseswere mainly registered in February, particularly
due to higher average prices of jewellery, watches and clocks.

International Comparison

Table 6.4 presents inflation rates for the EU Member States based on the 12-
month moving average of the Harmonized Index of Consumer Prices (HICP)
asat August 2006. The common methodol ogy underpinning thisindex enables
comparability between Member States.

The lowest inflation rates in August 2006 were registered in Finland (1.2 per
cent), Poland (1.3 per cent) and Sweden (1.4 per cent). In contrast, the highest
inflation rateswererecorded in Latvia, Estoniaand Slovakiaat 7.0 per cent, 4.4
per cent and 4.1 per cent respectively. The average inflation rate in the EU 25
Member States reached 2.3 per cent, increasing marginally from the inflation
rate recorded in 2005. Increases in the average cost of water and electricity
and gas (5.5 per cent), transport (4.6 per cent) — both driven by sharp increases
in oil prices—and restaurants and hotels (2.7 per cent) contributed to therisein
the inflation rate in the EU Member States during the last 12 months. These
increases outweighed declinesregistered in average pricesfor communications
(-2.5 per cent), clothing and footwear (-0.9 per cent) and recreation and culture
(-0.3 per cent).

Malta sinflationrateroseto 3.1 per cent when compared to 2.5 per cent recorded
last year, being 0.8 percentage points higher than the average for the EU 25
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European Union Inflation Rates
(Harmonised Index of Consumer Prices)

Table 6.4 per cent

2003 2004 2005 2006
Austria* 1.3 2.0 2.1 1.9
Belgium 1.5 1.9 2.5 2.6
Cyprus 4.0 1.9 2.0 2.3
Czech Republic -0.1 2.6 1.6 24
Denmark 2.0 0.9 1.7 2.0
Estonia 1.4 3.0 4.1 4.4
Finland 1.3 0.1 0.8 1.2
France 2.2 2.3 1.9 2.1
Germany 1.0 1.8 1.9 2.1
Greece 3.4 3.0 35 35
Hungary 4.7 6.8 35 3.0
Ireland 4.0 2.3 2.2 2.7
Italy 2.8 2.3 2.2 2.3
Latvia 2.9 6.2 6.9 7.0
Lithuania -1.1 1.2 2.7 3.4
Luxembourg 25 3.2 3.8 3.8
Netherlands* 2.2 1.4 15 1.7
Poland 0.7 3.6 2.2 1.3
Portugal 3.3 2.5 2.1 2.6
Slovakia 8.5 7.5 2.8 4.1
Slovenia 5.7 3.7 2.5 2.7
Spain 3.1 3.1 3.4 3.9
Sweden 2.3 1.0 0.8 1.4
United Kingdom 1.4 1.3 2.1 2.2
EU 25* 1.9 2.1 2.2 2.3
Malta 19 2.7 2.5 3.1

* Provisional for August 2006
@ For 2006, figures relate to August

Source: Eurostat
National Statistics Office

Member States. Mata' sHICPinflation rate was below or stood at the reference
value of the Maastricht price stability criterion during the period from July 2005
toApril 2006. In the subsequent months, the inflation rate exceeded thereference
benchmark with the gap rising to 0.3 percentage pointsin July and August 2006,
reflecting to alarge extent the developments in energy prices.
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Sectoral Wages

This section reviews movements in sectoral average weekly wage rates
recorded between September 2005 and September 2006. The analysisis based
onasampleof collective agreementsfinalised and deposited with the Department
of Industrial and Employment Relations up to September 2006. The sample
under review consists of 182 firms employing 27,399 employees. Of these, 80
firmsareengaged in direct production and employ 13,043, whilst the remaining
102 firms operate in the market services and have aworkforce of 14,356. The
study focuses on datafor different job gradesthat are classified into four major
employment categories namely labourer, skilled tradesman, clerical and
managerial grades. Definite contracts of employment arenot considered in this
analysis. Additionally, the data also excludes employment benefits over and
above the basic wage, such as production bonuses, overtime payments, social
security and alowances, and other non-wage income. This implies that the
employees' actual average weekly remuneration may be higher than that
reported in this study. Furthermore, since the information in this Chapter is
based on asample of collective agreements and includes only the basic weekly
wage, the results reported are not directly comparable to data based on the
gainfully occupied populationincluded in other Chaptersof this Economic Survey.

It is aso noteworthy that the study uses a sampling procedure that does not
allow adirect comparison between tables exhibited hereunder and those published
in previous versions of the Economic Survey. Thisis due to the methodol ogy
and sampling procedure adopted, mainly because of changesin the composition
of the sample aswell asthe employment levelsof the enterprises, which alter in
turntheindividual firm’srespectiveweightingsin each category. Besides, inthe
case of new collective agreements, reclassification of grades may occur. This
may also lead to instances where new trainees are paid the entry level of any
given wage scale, hencelowering the reported average remuneration level even
if the compensation level of existing employeeswould have remained unchanged.

The collective agreements included in the sample are grouped according to
their respective sub-sector of economic activity whereby the average of the
minimum and maximum wage scales for each individual collective agreement
isthen calculated. Thisgivesthe sub-sectoral mean wage. The figures obtained
arethenincreased by the cost of living adjustments, which stood at Lm1.75 and
L m 2.25in 2005 and 2006 respectively. The cost-of -living adjustment for 2006
includesthe anticipation by Lm0.50 of the COLA that would have been provided
in 2007. Thismeasure wasimplemented in view of theincreasein the surcharge
on water and electricity rates announced in October 2005.
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Table 6.5 shows the sectora average weekly wages as at September 2005.
The al firm average weighted wage rate stood at Lm2102.02. While for those
employed in direct production the average wage stood at L m92.25, the average
wagefor personsemployed in market services stood at Lm110.76, thusimplying
awage gap of Lm18.51. The highest average weekly wage rateswere recorded
in the Banking and Other Financial Institutions sub-sector (Lm142.19), the
Transport sub-sector (LmM118.36), and the Tobacco sub-sector (LmM111.99). On
the other hand the lowest paid sub-sectors were the Textiles, Footwear and
Clothing sub-sector (Lm72.26) and the Machinery sub-sector (Lm77.66). The
lowest weekly average wage rate in September 2005 amounted to Lm68.85
and was earned by the Labourer grade in the Textiles, Footwear and Clothing
sub-sector. This was Lm13.22 or 23.8 per cent higher than the 2005 national

Average Weekly Wages - September 2005

Table 6.5 Lm
Labourer Skilled Clerical/ Managerial Weighted

Tradesman Executive Average

Oil Drilling 89.25 89.75 86.25 95.25 89.35
Food 91.26 94.05 93.92 101.10 92.91
Beverages 87.26 105.76 100.27 108.57 95.79
Tobacco 91.62 115.20 101.09 171.30 111.99
Textiles, Footwear and Clothing 68.85 89.59 80.03 84.81 72.26
Furniture 82.21 102.26 101.75 105.21 94.21
Paper & Printing 97.27 109.29 98.25 105.63 102.29
Chemicals 88.45 107.34 107.42 118.25 95.62
Non-Metallic Products 74.00 93.50 - 97.25 85.91
Metal Products 91.81 91.15 89.21 105.50 92.40
Machinery 73.20 80.29 78.57 88.56 77.66
Electrical Machinery 79.76 100.26 88.15 109.62 90.08
Transport Equipment 82.15 91.77 93.30 110.20 94.62
Miscellaneous 83.25 106.32 99.68 112.11 90.94
Electricity & Gas Services 89.41 103.35 101.62 114.87 97.94
Construction 78.87 100.52 103.06 - 86.22
Wholesale & Retail Trade 80.60 98.76 89.30 104.87 90.24
Banking & OFI 103.58 113.08 134.44 193.18 142.19
Insurance & Real Estate 104.18 - 110.48 - 107.33
Transport 103.78 118.31 104.41 191.25 118.36
Storage and Warehousing 98.30 108.85 105.52 125.12 104.46
Communications 97.87 109.53 92.10 130.05 101.88
Community & Business 81.47 105.02 88.76 110.40 96.99
Recreation Services 92.10 97.22 102.61 103.87 96.97
Hotels & Catering Ests 88.87 96.20 95.30 93.15 91.70
All Firms 85.73 103.13 108.44 124.52 102.02
Direct Production 83.73 101.48 95.48 110.47 92.25
Market Services 90.51 105.63 110.34 133.52 110.76

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation
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minimum wage which stood at Lm55.63. On the other hand the highest weekly
average wage rates were earned by the Managerial grade in the Banking and
OFI sub-sector (Lm193.18) and in the Transport sub-sector (Lm191.25).

Table 6.6 providesinformation on the average weekly wagerate for the various
employment categories as at September 2006. It is noteworthy that both Table
6.5 and Table 6.6 are directly comparable since the same firms and the same
employment weighting structures are used. Thus, the changesin the respective
wage rates reflect the actual change in the nominal wage occurring during the
twelve months to September 2006. The weighted average weekly wage for al

Average Weekly Wages - September 2006

Table 6.6 Lm
Labourer Skilled  Clerical/ Managerial Weighted

Tradesman Executive Average

Oil Drilling 91.50 92.00 88.50 97.50 91.60
Food 94.07 96.66 96.91 104.37 95.78
Beverages 91.16 109.72 102.82 111.99 99.40
Tobacco 93.87 117.45 103.34 174.50 114.45
Textiles, Footwear and Clothing 71.61 93.79 83.47 88.10 75.21
Furniture 84.69 104.67 104.00 107.87 96.68
Paper & Printing 100.06 113.18 100.63 108.42 105.34
Chemicals 91.23 109.96 110.11 120.65 98.33
Non-Metallic Products 76.25 95.75 - 99.50 88.16
Metal Products 96.60 96.80 93.64 108.50 97.33
Machinery 75.45 82.65 81.26 90.94 80.00
Electrical Machinery 82.00 102.50 90.49 111.93 92.34
Transport Equipment 84.70 94.39 95.95 113.12 97.30
Miscellaneous 88.35 112.49 104.72 115.14 95.79
Electricity & Gas Services 91.66 105.60 103.87 117.12 100.19
Construction 81.12 102.77 105.31 - 88.47
Wholesale & Retail Trade 83.98 102.42 95.55 109.42 94.33
Banking & OFI 107.30 115.33 138.41 196.94 146.09
Insurance & Real Estate 106.43 - 112.73 - 109.58
Transport 106.19 120.61 106.79 193.53 120.73
Storage and Warehousing 101.25 112.42 108.98 129.14 107.71
Communications 101.84 113.60 94.75 133.37 105.20
Community & Business 85.34 108.47 94.69 122.63 104.28
Recreation Services 94.35 99.47 104.86 106.12 99.22
Hotels & Catering Ests 91.95 99.08 98.30 96.33 94.74
All Firms 88.73 106.24 112.39 130.93 105.81
Direct Production 86.58 104.40 98.12 113.07 95.06
Market Services 93.90 109.03 114.50 142.96 115.59

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation
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firmsasat September 2006 stood at Lm105.81. Thisrepresentsaweekly increase
of Lm3.79, of which Lm2.25 comprised the cost of living adjustment for 2006.

The best performing sub-sectors as at September 2006 remained unchanged
from those in September 2005, namely the Banking and Other Financial
I nstitutions sub-sector which had aweekly average remuneration of Lm146.09,
the Transport sub-sector with Lm2120.73 and the Tobacco sub-sector with a
weekly average wage of Lm114.45. Conversely, the least remunerated sub-
sectors in the sample were the Textile, Footwear and Clothing sub-sector
(Lm75.21) and the Machinery sub-sector (Lm80.00). The highest averagewage
was recorded in the Manageria grade in the Banking and other Financial

Changes in Average Weekly Wages
September 2006 - September 2005

Table 6.7 per cent
Labourer Skilled  Clerical/ Managerial Weighted

Tradesman Executive Average

Oil Drilling 25 25 2.6 2.4 25
Food 3.1 2.8 3.2 3.2 3.1
Beverages 4.5 3.7 25 3.2 3.8
Tobacco 25 2.0 2.2 1.9 2.2
Textiles, Footwear and Clothing 4.0 4.7 4.3 3.9 4.1
Furniture 3.0 2.4 2.2 25 2.6
Paper & Printing 2.9 3.6 2.4 2.6 3.0
Chemicals 3.1 2.4 25 2.0 2.8
Non-Metallic Products 3.0 2.4 - 2.3 2.6
Metal Products 5.2 6.2 5.0 2.8 5.3
Machinery 3.1 2.9 3.4 2.7 3.0
Electrical Machinery 2.8 2.2 2.7 2.1 25
Transport Equipment 3.1 2.9 2.8 2.7 2.8
Miscellaneous 6.1 5.8 5.1 2.7 5.3
Electricity & Gas Services 2.5 2.2 2.2 2.0 2.3
Construction 2.9 2.2 2.2 - 2.6
Wholesale & Retail Trade 4.2 3.7 7.0 4.3 4.5
Banking & OFI 3.6 2.0 3.0 1.9 2.7
Insurance & Real Estate 2.2 - 2.0 - 2.1
Transport 2.3 1.9 2.3 1.2 2.0
Storage and Warehousing 3.0 3.3 3.3 3.2 3.1
Communications 4.1 3.7 2.9 2.6 3.3
Community & Business 4.8 33 6.7 11.1 7.5
Recreation Services 2.4 2.3 2.2 2.2 2.3
Hotels & Catering Ests 3.5 3.0 3.1 3.4 3.3
All Firms 3.5 3.0 3.6 5.2 3.7
Direct Production 3.4 2.9 2.8 2.4 3.0
Market Services 3.7 3.2 3.8 7.1 4.4

Compiled from data provided by the Department of Industrial and Employment Relations
and Employment and Training Corporation
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Institutions sub-sector at Lm196.94, while other relatively high wages were
those for the Managerial grade in the Transport sub-sector (Lm193.53). The
lowest reported wage remained that of the Labourer grade in the Textiles,
Footwear and Clothing sub-sector which stood at Lm71.61, which stands at
Lm13.73 or 23.7 per cent higher than the national minimum wage which during
2006 stood at Lm57.88.

Table 6.7 shows the percentage changes in average weekly wages recorded
during the period September 2005 to September 2006. During the period under
review, the wage increase registered in the market services was higher than
that recorded in the direct production sector. Whilst the average wage in the

Proportion of Sampled Employees in Wage Ranges

Table 6.8 per cent

Upto  Lm66.25- Lm76.25-  Lm86.25- Over
Sector \ Wage Range Lm66.24 Lm76.24 Lm86.24 Lm96.24 Lm96.25
Oil Drilling 0.0 0.0 0.0 94.8 5.2
Food 0.0 0.0 13.4 23.4 63.2
Beverages 0.0 0.0 8.1 36.0 56.0
Tobacco 3.2 1.6 0.0 0.0 95.2
Textiles, Footwear & Clothing 51.3 2.1 12.9 22.9 10.9
Furniture & Fixtures 3.6 2.2 14.4 23.7 56.1
Paper & Printing 0.0 0.0 10.8 14.5 74.7
Chemicals 0.0 3.3 0.1 67.1 29.5
Non-Metallic Products 0.0 0.0 41.2 0.0 58.8
Metal Products 0.0 0.0 4.9 17.0 78.1
Machinery 134 17.0 25.0 375 7.1
Electrical Machinery 4.9 4.2 20.9 33.7 36.2
Transport Equipment 7.1 0.7 1.1 48.5 42.6
Miscellaneous 7.1 0.7 1.1 48.5 42.6
Electricity & Gas 0.0 0.0 0.0 47.8 52.2
Construction 0.0 0.0 66.4 0.0 33.6
Wholesale & Retail Trade 0.0 8.3 6.1 50.3 35.2
Banking & OFI 0.0 0.0 0.0 0.1 99.9
Insurance & Real Estate 0.0 0.0 0.0 0.0 100.0
Transport 0.0 0.7 0.0 0.0 99.3
Storage and Warehousing 0.0 0.0 0.0 0.0 100.0
Communications 0.0 2.9 5.5 32.3 59.3
Community & Business 1.0 6.0 14.5 21.8 56.7
Recreation Services 0.0 0.0 14.9 29.8 55.4
Hotels & Catering Ests 0.3 3.6 10.6 56.9 28.6
All Firms 3.1 2.7 12.6 23.6 58.0
Direct Production 6.1 21 21.0 27.5 43.3
Market Services 0.4 3.3 4.8 19.9 71.6

Compiled from data provided by the Department of Industrial and Employment Relations

and Employment and Training Corporation
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direct production increased by Lm2.81 or 3.0 per cent to reach Lm95.06 in
September 2006, the average weekly wage rate in the market services sector
increased by Lm4.83 or 4.4 per cent, thus reaching Lm115.59 in September
2006. It is relevant to highlight that the best performing sub-sectors as at
September 2006 were the Community & Business sub-sector which registered
an increase of 7.5 per cent followed by the Metal Products and Miscellaneous
sub-sectors, both with an increase of 5.3 per cent.

Table 6.8 provides data regarding the distribution of average weekly wages
along different bracketsas at September 2006. Thisdispersionisclosely related
totherelative skill-level and specialised expertise demanded by each sub-sector.
Generally speaking, specialised skillstend to receive apremium wagefor their
service. The largest share of employees (58.0 per cent) for all firms earned on
average a weekly wage that fell within the highest weekly wage bracket of
L m96.25 and above. The second largest proportion (23.6 per cent) fell within
the Lm86.25— L m96.24 bracket. Only 3.1 per cent of all employeesfell within
the lowest bracket (below Lm66.24). It isof interest to note that while 71.6 per
cent of those employed in the services sector fell in the highest wage bracket,
only 43.3 per cent of those employed in the direct production earned morethan
L m96.25 weekly. Themagjority of workersinthe Textiles, Footwear & Clothing
(51.3 per cent) sub-sector fell within the lowest income bracket. On the other
hand, al those employed in the Insurance and Real Estate and Storage and
Warehousing sub-sectors and almost all those employed in the Banking and
Other Financial Institutions sub-sector and in the Transport sub-sector earned
more then Lm96.25 per week. However, it is pertinent to note that the sample
under the former two categories was relatively small.

Thedispersion in average weekly wage rates between the different sub-sectors
and between firms engaged in direct production and thosein the market services
isindicative of the different typesand level s of skillsand expertise required and
the different operational structures. In fact, the actual take-home pay of alarge
number of workersin the direct production sector may be higher than the basic
wage owing to production bonuses and allowances.
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7. Foreign Trade and Payments

Following recent trends, the deficit in the current account of the balance of
payments continued to increase in the first half of 2006. This occurred despite
asignificantincreasein exportsduring the period. Thedeterioration in the current
account deficit was due to notably higher imports. The increase in imports of
goodsincluded higher importsof industrial supplies, capital goods, and afurther
rise in imports of fuel. An increase in imports of consumer goods was also
registered.

Thetrendsin the merchandise account apparent in thefirst half of 2006 continued
in the following two months. During the January-August 2006 period higher
exports were registered in the machinery and transport equipment sector,
chemicals and the food, beverages and tobacco sector. These positive
devel opments compensated for the continuous declinein exports of clothing as
well asthe contractionsrecorded in other categories. Higher output and exports
by the Maltese economy during this period led to a comparable increase in
importsof industrial supplies. Importsof capital goodsalsoregistered anincrease,
reflecting the investment activity in the economy. The increase in imports of
capital goodsincluded one-off items of asubstantial magnitude, including imports
of cranes and sea-vessels. Therisein the fuel import bill continued in the first
eight months of 2006, in linewith higher international oil prices.

Trade activity during the period under review was marked by anotableincrease
in imports and exports to the EU and Asia. An increase in imports from the
American continent and from Oceania was also registered although the latter
included one off items.

Balance of payments datafor thefirst half of 2006 also show adeteriorationin
the services balance, marked by lower receipts on transport services, a further
increase in Maltese tourist expenditure abroad and an increase in net earnings
from other services. Meanwhile, tourism earnings were stable. The income
account improved primarily asaresult of lower earningsregistered by foreign-
owned companies operating from Malta. Current transfersincreased primarily
as a result of higher net receipts by General Government. This reflects the
receipts from EU funds.

A current account deficit of 12.5 per cent of GDP was registered in the first
half of 2006. Thiswasentirely financed by net Foreign Direct Investment (FDI)
inflowsand capital transfers. During the period under consideration, FDI inflows
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Box 7.1
Inter national Competitiveness

The real effective exchange rate (REER), which provides an indication of a country’s
international price competitiveness, is defined as the product of the nominal effective
exchange rate (NEER) and the relative price of domestic to foreign goods and
services. A decline in the REER implies that domestic prices are cheaper than foreign
prices. This may be brought about by a depreciation of the nominal exchange rate
and/or an increase (decline) in domestic prices which is lower (higher) than that
registered abroad.

During the 2000 to 2004 period, the NEER appreciated by an average rate of 0.2 per
cent per annum. Thereafter, the NEER depreciated by 0.6 per cent, possibly reflecting
the depreciation of the Maltese Lira against the Sterling and the US Dollar during this
period. The REER followed a similar trend, although the appreciation of the REER
between 2000 and 2004 exceeded that of the NEER. In 2005, the depreciation of the
NEER was not followed by a depreciation in the REER. Instead, the REER
appreciated by a further 0.3 per cent, reflecting relatively higher domestic consumer
priceinflation.

A note of caution is here warranted. The measurement of the NEER and the REER
tend to differ significantly due to different trade weights, price indices and aso due to
different base years. Thus different sources of data may tend to give different results.
However, most measures of the NEER and REER available indicate a deterioration in
competitiveness due to a relatively higher domestic inflation relative to that of main
trading partners and competitors in recent months.

Nominal and Real Effective Exchange Rates
(January 2000=100)

104.0

1035
Real Effective Exchange Ralel \

- " SN
\

\

102.0

1015

Nominal Effective Exchange Rate

1010
100.5
100.0

995 ~ J v

99.0
2000Q1 2000Q3 2001Q1 2001Q3 2002Q1 2002Q3 2003Q1 2003Q3 2004Q1 2004Q3 2005Q1  2005Q3  2006Q1

Source: Central Bank of Malta

150 Economic Survey October 2006



wereinfluenced by the sale of Government sharesin Matacom plc. Net outflows
in the portfolio investment account were more than offset by net inflowsinthe
other investment account. Meanwhile, anet outflow inthenet errorsand omission
account was registered.

Thestock of foreign exchange reservesin 2005 remained high as confirmed by
reserve adequacy ratios. Indicative estimates of the stock of foreign exchange
reserves continued to exceed the monetary base and covered more than 6
months of imports. Reserve assets continued to increase in the first half of
2006, primarily asaresult of privatisation proceeds.

Foreign Trade

Trade developments during the first eight months of 2006 were significantly
influenced by international events. External shocks to the Maltese economy
included further increases in international oil prices whilst competitive price
pressuresin anumber of industries continued.

On the positive side, the first eight months of 2006 were characterised by a
recovery in exports of semiconductors. Export figures were also affected by
the closure of amajor Maltese clothing manufacturer and the increase in sales
of pharmaceuticals. In addition, economic activity in Malta’'s main trading
partners improved, possibly stimulating foreign demand for Maltese exports.
All these factors contributed to an increase in the value of Maltese exports.

However, theincreasein exports, was not enough to compensatefor theincrease
inimports. Importsincreased in al major categories, leading to awider negative
trade gap of Lm371.4 million in the first eight months of 2006 compared to a
negative gap of Lm307.2 millionin the same period last year. Further detailsare
provided in Chart 7.1 and Table 7.1. As illustrated in Chart 7.2, the rate of
import cover, which has been on adownward trend since 2002, declined further
from 63.2 per cent in the January-August period of 2005 to 61.5 per cent in the
comparable period of 2006.

Exports

Inthefirst eight monthsof 2006, exportsincreased by Lm65.3 millionto Lm593.4
million. Thisrepresentsanincrease of 12.4 per cent. The machinery and transport
equipment sector was the major contributor to the increase in total exports.
Other notable improvements were registered by the chemicals sector, which
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Chart 7.1
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Table 7.1 Lm million
2002 2003 2004 2005 2005 2006

Jan/Aug Jan/Aug

Imports (c.i.f.) 1,2275 1,281.2 1,307.5 1,319.2 8353 964.8
Total Exports (f.0.b.) 968.4 928.3 906.3 823.8 528.1 593.4
Trade Gap -259.1 -352.9 -401.2 -4954 -307.2 -3714
of which:

Exceptional Item (Exports) 50.1 - - - - -
Exceptional Item (Imports) = 2.1 = = = 32.0

Source: National Statistics Office
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Chart 7.2
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contributed 13.2 per cent of the growth in exports, together with food, beverages
and tobacco with a 9.8 per cent contribution. Meanwhile, the clothing sector
continued on anegativetrend. The commodity breakdown of exportsisprovided
inTable7.2.

Exports by the machinery and transport equipment sector are primarily made
up of semiconductor devices. This sector ismade up of asmall number of large
multinational firms. Trade developmentsin this sector tend to follow closely the
developments registered on a global scale by a leading multinational
semiconductor manufacturer, which also operates from Malta. Figures for the
second quarter of 2006 point to an increase of around 15 per cent in sales by
thismultinational, mainly intelecom, computersand industrial market segments.
Locally, following therestructuring efforts of last year by thiscompany, exports
by the machinery and transport equipment sector increased by L m66.5 million,
or 20.4 per cent, to Lm392.5 millionin thefirst eight months of 2006. The share
of exports of electrical machinery and equipment reached 66.1 per cent, the
highest ratio in recent years.

Another major development during the period under review wasan increasein
exportsof chemicals, which compensated for the declinein exports of clothing.
The trend increase in pharmaceutical sales registered by a major operator in
this sector between 2003 and 2005 continued during the period under review.
Between 2003 and 2005 exports of chemicalsincreased by an annual average
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Commodity Breakdown of Exports
Table 7.2 Lm million

2002 2003 2004 2005 2005 2006
Jan/Aug Jan/Aug

Total Exports

Food, Beverages and Tobacco 56.6 50.7 45.2 39.7 26.1 32.5
Chemicals 18.6 19.0 23.9 40.9 24.6 33.2
Semi-manufactures 49.0 48.8 50.6 54.2 37.0 31.8
Machinery and Transport

Equipment 601.8 576.7 576.0 513.2 326.0 392.5
Clothing 69.0 62.0 46.7 40.3 26.4 18.8
Fuels 52.2 51.6 39.2 9.7 5.3 6.8
Printed Matter 27.8 31.8 324 34.4 215 20.5
Toys and Games 29.4 28.2 29.5 28.4 19.9 16.8
Scientific Instruments 25.3 27.9 25.1 26.8 17.3 16.6
Other Manufactures 38.7 31.6 37.7 36.2 24.0 23.9
Total Exports 968.4 928.3 906.3 823.8 528.1 593.4

Source: National Statistics Office

growth of 47 per cent. This positivetrend continued in the period under review
with exportsincreasing further by L m8.6 million. On the other hand, following
the downward trend in exportsof clothing registered inrecent years, the clothing
sector has been negatively affected by the recent closure of a major clothing
manufacturer. These devel opmentsreflect significant competitive price pressures
from low-cost centres. During the period under review, exports of clothing
were Lm7.6 million lessthan last year.

Other contributors to exports were food items with a 24.5 per cent increase
from last year. This sector contributed to almost 10 per cent of theincreasein
exports. The increase in food exports has been mainly the result of higher
exports of tuna. Higher exports of fuel used for bunkering services have also
been registered during thefirst el ght months of 2006. Neverthel ess, suchincreases
were offset by lower exports from other sectors mainly semi-manufactures (-
L m5.2 million) and toysand games (-Lm3.1 million).

If one were to exclude exports of machinery and transport equipment sectors,
it isinteresting to note that exportsin the first eight months of 2005 and 2006
remained stable at around Lm200 million. Thisoccurred despitethetrend decline
in exports of clothing, traditionally the second major exporting sector, and the
substantial increase in the exports of chemicals. This is indicative of the
restructuring in the manufacturing sector with declining exportsfrom traditional
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Chart 7.3
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sectors being compensated by higher exports in both emerging and existent
sectors. Of particular relevance is the emergence of chemical products within
Malta's manufacturing industry. This category of exports now represents 5.6
per cent of Maltese exports, and in Jan-Aug 2006 constituted the second major
export commodity. Further details are provided in Chart 7.3 and Chart 7.4.

Geographical Distribution — Exports

During the first eight months of 2006, exports partly reflected the economic
activity of Malta'smain trading partners. Table 7.3 providesadetailed analysis
of the geographical distribution of exports.

Exportsto the EU increased by around 11 per cent during thefirst eight months
of 2006. Higher exportsto France (+Lm12.7 million), Germany (+Lm6.6 million)
and Italy (+Lm1.6 million) were registered whilst exports to the UK declined
by Lm4.3 million. Lower exports to Belgium (-Lm6.7 million) were also

Total Exports by Main Geographical Areas
Table 7.3 Lm million

2002 2003 2004* 2005* 2005* 2006*
Jan/Aug  Jan/Aug

Europe 448.9 435.5 441.8 439.6 280.9 314.3
EU* 440.8 430.1 434.6 429.6 275.3 306.4
Italy 32.7 31.5 27.8 43.0 20.9 225
Germany 93.6 95.2 97.5 101.0 65.7 72.3
France 120.0 120.2 140.6 121.8 78.3 91.0
U.K. 112.2 109.0 102.9 92.3 64.9 60.6
Netherlands 10.3 6.8 7.4 7.5 653 7.4
Belgium 30.7 25.6 11.6 18.5 13.3 6.6
Others 41.4 41.6 46.8 45.5 26.9 45.8
Euro Area 313.4 296.1 302.8 305.0 191.0 223.7
Other European countries 8.0 55 7.2 10.0 5.6 7.9
Africa 44.8 35.1 46.7 61.8 38.4 30.8
America 163.7 143.2 150.7 129.5 85.7 82.8
USA 159.4 134.2 141.8 113.2 75.5 75.9
Others 4.3 9.0 8.9 16.3 10.2 6.9
Oceania 0.6 0.5 0.9 15 1.0 1.2
Asia 247.7 255.2 225.5 181.7 116.5 158.2
Japan 41.6 37.1 25.8 17.8 12.0 242
Singapore 151.9 155.9 131.4 96.9 62.9 74.9
Others 54.2 62.2 68.3 67.0 41.6 59.2
Ships & Aircraft 62.8 58.8 40.7 9.7 5.6 6.1
Total Exports 968.5 928.3 906.3 823.8 528.1 593.4
EU Exports as % of Total 455 46.3 48.0 52.1 52.1 51.6

*As from 2004 considered by country of consignment

Source: National Statistics Office
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registered. Total exportstothe EU increased by Lm31.1 million. Nevertheless,
the share of total exportsto the EU declined in the first eight months of 20086,
contrary to the upward trend in the previous three years. In the period under
review, exports to the EU represented 51.6 per cent of total exports. Chart 7.5
illustrates the share of Maltese exports to the EU directed to the four main
trading partners.

Exportsto Americaregistered adecline of Lm2.9 million during the first eight
months of 2006. Exportsto the USA increased by Lm0.4 million whereas exports
to other American countriesfell by Lm3.3 million. Moreover, contrary to trends
in the previous two years, exportsto Africa also registered a decline of Lm7.6
million compared to January-August 2005.

Onthe other hand, exportsto Asiaregained momentum and increased by Lm41.7
million, or 35.8 per cent during the period under review. Theincreasein Maltese
exportstowardsAsiawas spread among the whole Asian market with significant
increases registered with Japan, Singapore, Maaysiaand China.

In China the significant increase was mainly attributed to higher exports of
electrical machinery and equipment from Lm3.5 million in the period January-
August 2005 to around Lm213 millionin the same period in 2006. M oreover, an
increase has been registered in the exports of printed books to Malaysiafrom
Lm1.8millionin 2005 to Lm3.5 millionin 2006.

Chart 7.5
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In contrast to the decreasing trend in exports to ships and aircraft, a marginal
increase of LmO0.5 million has been registered in this sector for the period under
review.

Imports

During thefirst eight months of 2006, importsincreased by Lm129.5 million, or
15.5 per cent to Lm964.8 million. Table 7.4 provides a detailed analysis of
imports by broad economic category. The major contributorsto theincreasein
importswereindustrial suppliesand capital goods. Industrial supplies contributed
to more than half the growth in imports whilst imports of capital goods
represented around one-fourth of the increase. Meanwhile, the increase in
imports of consumer goods represented less than 7 per cent of the increasein
importsregistered during the period under review. Higher imports of fuel were
also registered during the period under analysis, and contributed to 12 per cent
of the growth inimports.

Industrial suppliesregistered an increase of 18.8 per cent to Lm448.6 million.
This reflects the increase in output and export activity registered during the
period under analysis. All components within the industrial supplies category

Imports by Broad Economic Category
Table 7.4 Lm million

2002 2003 2004 2005 2005 2006
Jan/Aug  Jan/Aug

Consumer Goods

Food and Beverages 99.6 104.1 117.1 121.7 77.4 77.9
Durable Goods 120.2 127.3 136.0 150.7 96.0 101.1
Others 74.3 79.7 87.0 82.8 53.5 56.7
Total 294.1 311.1 340.1 355.2 226.9 235.7

Industrial Supplies

Primary 23.5 17.5 16.2 19.8 13.0 12.6
Semi-finished 579.9 612.3 577.6 531.0 348.4 405.2
Finished 17.9 21.1 23.5 35.7 16.1 30.8
Total 621.3 650.9 617.3 586.5 377.5 448.6

Capital and Others

Capital Goods 198.6 205.9 235.7 226.7 148.9 180.5
Fuel 102.8 101.9 107.2 142.8 76.8 92.5
Non-specified and Gold 10.7 11.4 7.2 8.0 5.2 7.5
Total 312.1 319.2 350.1 3775 230.9 280.5
Total Imports 1,227.5 1,281.2 1,307.5 1,319.2 835.3 964.8

Source: National Statistics Office
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registered an increase between the first eight months of 2005 and 2006 except
primary industrial supplies, which experienced aslight fall of 3.1 per cent.

Imports of capital goods for the first eight months of 2006 stood at L m180.5
million. Thisreflected investment activity inthe period under review. It includes
exceptional items of Lm32 million, the majority of which comesfrom theimport
of severa sea-vessels and cranes.

Importsof consumer goods edged up by 3.9 per cent to Lm235.7 million. All the
components of consumer goods registered increases over the previous year.
Food and beverages increased slightly by 0.6 per cent, durable goods imports
increased by 5.3 per cent whereas 6.0 per cent increasein importswasregistered
in the other consumer goods category. The composition of consumer importsis
illustrated in Chart 7.6. A breakdown of importsinto consumer goods, industrial
suppliesand capital goodsisprovidedin Chart 7.7.

Importsof fuel continued to increase by Lm15.7 millionto Lm92.5 million. This
was primarily related to the substantial increasein oil prices on theinternational
market.

Chart 7.6
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Chart 7.7
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Geographical Distribution — Imports

During the period under review, the highest percentage increaseinimportswas
registered from Asia and America both recording an increase in excess of 44
per cent from last year. Both the dollar and the yen have depreciated against
the Maltese Lira from 2005 to 2006 and this could have contributed to the
increase in imports from these regions.

Imports from the EU increased by 9.1 per cent, lower than the 11.3 per cent
increase in exports. Imports from all the main EU trading partners increased
dlightly, including a notable increase of Lm38.3 million in imports from Italy.
These were primarily mineral fuels and oils with an increase from Lm31.6
millionin 2005 to Lm52.6 millionin 2006 and el ectrical machinery and equipment
with anincrease of Lm24.9 million in the period under review.

Imports from the American continent increased substantially by 44.9 per cent.
This was underpinned by an increase of Lm18.7 million in imports from the
USA. Tota imports from the USA stood at Lm56.3 million in the first eight
months of 2006.

Importsfrom Oceaniaal so registered aremarkableincrease of Lm12.3 million
from Lm2.3 million to Lm14.6 million. Included in this figure is however the
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Chart 7.8
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import of a sea-vessel which accounts for the increase registered during the
period under review.

ImportsfromAsiaincreased from Lm2120.1 million to Lm173.8 million during
the period under review. Imports from Japan increased by Lm3.1 million and
another Lm9.8 millionincrease camefrom Singapore. Importsfrom other Asian
countries increased by a significant Lm40.8 million. Major increases were
registered from China, Taiwan and Malaysiaand include an exceptional import
of cranes amounting to Lm13.6 million from China. An increase in imports of
electrical machinery and equipment was registered from Malaysiaand Taiwan
with anincrease of Lm4.1 millionand Lm9.7 million respectively from January-
August 2005 to the same period in 2006.

During the period under review, importsfrom the African market registered the
only fall. Despite ahigher fuel import bill asubstantial decline of around 53 per
cent, from Lm37.2 million to Lm17.5 million, has been registered for the first
eight months of 2006. Thismay be attributed to alower volume of fuel imports
from Africa. It isnotable that |ast year, asignificant increase in imports of fuel
from Egypt was registered which did not repest itself thisyear. Indeed, imports
from Egypt fell by Lm24 millionin thefirst eight monthsof 2006, contributing to
thedecreasein importsfromAfricaof Lm19.7 million. Chart 7.8 and Table 7.5
analyse imports by main geographical areasin more detail.
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Imports by Main Geographical Areas
Table 7.5 Lm million

2002 2003 2004* 2005* 2005* 2006*
Jan/Aug Jan/Aug

Europe 891.6 937.5 996.6 999.2 630.5 693.5
EU* 833.3 877.0 949.8 951.5 600.0 654.7
Italy 271.7 294.4 336.1 408.3 241.6 279.9
U.K. 127.7 118.6 157.4 143.7 93.1 93.5
Germany 98.5 101.0 113.8 106.5 71.8 73.3
France 205.1 218.9 171.4 121.2 80.3 83.4
Netherlands 28.5 29.7 45.9 43.9 29.2 34.4
Others 101.6 114.4 125.2 257.1 83.9 90.2
Euro Area 680.9 7325 761.8 779.2 488.1 540.9
Other European Countries 58.2 60.5 46.9 47.6 30.5 38.8
Africa 17.3 10.8 25.8 55.5 37.2 17.5
America 127.4 115.9 84.9 81.4 45.2 65.5
USA 115.3 103.9 69.9 69.7 37.6 56.3
Others 12.1 12.0 15.0 11.7 7.7 9.2
Oceania 6.2 6.8 a3 3.6 2.3 14.6
Asia 185.0 210.2 196.9 179.5 120.1 173.8
Japan 27.9 29.3 26.9 245 17.4 20.5
Singapore 51.8 59.6 53.4 51.2 36.1 459
Others 105.3 121.3 116.6 103.8 66.6 107.4
Total Imports 1,227.5 1,281.2 1,307.5 1,319.2 835.3 964.8
EU Imports as % of Total 67.9 68.5 72.6 72.1 71.8 67.9

*As from 2004 considered by country of consignment

Source: National Statistics Office

Geographical Distribution — Trade Balances

The trade balance with the EU has deteriorated by L m23.8 million during the
period under review. Apart from France and Germany, Malta’s trade balance
with major economieswithinthe EU deteriorated. Thetrade deficit with France
turned into a surplus of Lm7.7 million, whilst the trade deficit with Germany
declined by Lm5.1 million. On the other hand, the trade deficit with Italy
deteriorated by a further Lm36.7 million. The positive trade balance with
Singapore improved further by Lm2.2 million whereas the trade deficit with
Japanimproved by Lm9.1 million turning into asurplusof Lm3.7 million. Onthe
other hand, the USA trade surplus deteriorated by Lm18.3 million whereasthe
trade balance with Libyafell by Lm6 million. Thetrade balance with Chinahas
widened further by Lm9.7 million. However, this has been influenced by an
exceptional import item. Further detailsare provided in Table 7.6.
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Trade Balances with Various Countries

Table 7.6 Lm million
2002 2003 2004* 2005* 2005* 2006*
Jan/Aug  Jan/Aug
EU* -392.5 -447.1 -515.1 -521.9 -324.6 348.4
Belgium -10.4 3.8 =910 =65 -2.7 -9.0
France -85.1 -98.7 -30.8 0.6 -2.0 7.7
Germany -5.0 -5.8 -16.3 -5.6 -6.1 -1.0
Italy -239.1 -262.9 -308.3 -365.3 -220.7 257.4
Netherlands -18:3 -22.9 -38.5 -36.4 -24.0 -27.0
United Kingdom -15.5 -96.2 -54.5 -51.3 -28.2 -32.9
Other EU -19.0 35.6 -56.8 -57.4 -40.9 -28.8
Other Countries
USA 441 30.3 72.0 43.6 37.9 19.6
Japan 13.6 7.8 -1.1 -6.8 -5.4 3.7
Singapore 100.2 96.3 78.0 45.7 26.8 29.0
Libya 24.0 20.9 28.4 34.7 23.7 17.7
China -25.2 -33.5 -20.0 -17.4 -11.5 -21.2

*As from 2004 considered by country of consignment

Source: National Statistics Office

Balance of Payments

As aresult of data revisions carried out by the NSO and new data reporting
systems, data on the balance of payments published in this Economic Survey
are not comparable to data published in previous years.

In particular, the TOURSTAT and the CRUISETAT Surveys now provide the
sourcefor grosstourism earnings, replacing data collected from foreign currency
transactions reported to the Central Bank of Malta by the banking institutions
and other authorised dealers. As aresult, data have been revised backwards to
1995.

From 2004 onwards, INTRASTAT dataisnow being utilised to extract shipment
data (freight and insurance) from the c.i.f. import figure. Thishasresultedina
break in series, with the goods account and transportation account not strictly
comparable to previous data.

Malta's balance of payment statistics are generally characterized by current
account deficits. As shown in Chart 7.9, Malta's current account balance over
thelast fiveyearswasin deficit except in 2002 when there was an exceptional
export item. Thisreflects Malta' s need to import most of its material goodsfor
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Chart 7.9
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production and consumption, as it lacks natural resources and raw materials.
Indeed, current account deficits are typical of small open economies.

Current account deficits tend to be exacerbated when the economy is going
through a catching-up process, as most new Member States in the EU are
experiencing. Thisgenerally involvesan increase in investment activity which
isnot necessarily financed by domestic savings. Asaresult, foreign borrowing,
typically intheform of foreign direct investment (FDI) inflows, isnecessary to
make up for thelack of domestic savings. Aslong asthe current account deficit
reflectsproductive investment inthe economy;, it is considered to be sustainable.
FDI is also associated with technology transfer which, in asmall market such
as Malta, can be apartia substitute to domestic research and development. In
addition, FDI inflows are generally regarded as stable long-term flows.

Thesustainability of acountry’s current account deficit isalso evidenced by the
stock of foreign currency reserves. Between 1997 and 2005, foreign exchange
reserves aways exceeded the monetary base, with indicative estimates showing
theratio reaching 1.3 at the end of 2005. Figuresfor thefirst six months of 2006
point to further increasesin foreign exchangereserves. Indeed, despite persistent
current account deficits and the gradual liberalisation of the current and capital
account during the last decade, the Maltese lira continued to be sustained by
amplereserves. Thisisfurther evidence of the ability of small open economies
to live with persistent current account deficits.
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Chart 7.10
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The Current Account

Malta's export performance, the increase in imports as a result of trade
liberalisation and ahigher energy hill, together with higher earnings by foreign-
owned companieswere the main contributorstowardstheincreasein the current
account deficitinthelast few years. Inthefirst six months of 2006, the current
account deficit increased further to Lm123.4 million, marked primarily by a
deterioration in the goods and services balance. Chart 7.10 showsthe deficit in
the goods and services account since 2001.

The Goods and Services Account

The recovery in the semiconductors industry evidenced by the increasein the
value of exports, higher exports of food and the positive export performancein
anumber of emerging industries such as chemical s were the main contributors
behind the significant improvement of L m43.2 million in exports of goods and
services. However, these were more than offset by higher imports of goods.
Although the increase in exports covered the consequent increase in industrial
supplies and the additional expenditure on capital goods and consumer goods
imports, theincreaseinthefuel import bill contributed to the deteriorationin the
deficit on the merchandise account. Asaresult, the deficit in the goods account
increased by Lm31.6 million.

Economic Survey October 2006 165



Developmentsin the transport account show a declining trend in both receipts
and payments. However, between 2002 and 2005 the decline in payments on
transport generally exceeded the decline in receipts with the negative balance
inthisaccount improving. In 2004 and 2005, asurpluswasregistered. However,
datafor thefirst six months of 2006 show a decreasein receiptswhich resulted
in adeterioration in the balance on the transport account. Asaresult, net receipts
fromtransport declined by Lm213.5 million.

Thetravel account showsthe recei pts and payments from tourism servicesand
isamajor source of export revenue and foreign exchange earningsin the Maltese
economy. Indeed, tourism earnings represent around 20 per cent of exports of
goods and services. Tourism earnings have remained relatively stable since
2002, with marginal declinesregistered in 2004 and 2005. However, expenditure
by Maltese tourists abroad has been following an increasing trend, rising from
Lm66.4 millionin 2002 to Lm92.9 millionin 2005. Inthefirst six months of 2006
tourism earnings remained relatively stable whilst the continued growth in
expenditure by Maltese tourists abroad appears to have stabilized. As a result
of these devel opments, the balance on thetravel account deteriorated marginally
by Lm2.1 millionto Lm60.1 million during thefirst two quarters of 2006.

Receipts and payments on other services have generally been following an
upward trend between 2002 and 2005. Financial, insurance, business and
professional services, account for around 70 per cent of the flowsin the other
services account. In 2005, the total combined earnings of al these sectors
amounted to around Lm2107 million whilst paymentsamounted to around L m121
million. Inthefirst six monthsof 2006, export earningsfrom financia, insurance
and computer services declined. These were partly compensated for by higher
recel ptsfrom business services. These developmentswerethe major contributors
tothedeclinein earningsfrom other services. Meanwhile, paymentsonfinancial,
insurance, business and professional services registered a decline. This
represented the major source of decline in payments on other services. The net
bal ance on the other services account improved, reaching Lm3.0 millioninthe
first six months of 2006.

Table 7.7 illustrates the devel opments in the goods and services account that
resulted in adeterioration of Lm43.8 million during thefirst half of 2006. This
was partly compensated by adeclinein net paymentsin the income account of
L m210.9 million. During thefirst six months of 2006, theincome account registered
asurplusof Lm1.1 million, primarily asaresult of lower outflowson investment
income.
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Balance of Payments
Goods, Services and Income Account (Net)
Table 7.7 Lm million

2002 2003 2004 2005 2005 2006
Jan/Jun Jan/Jun

GOODS

General Merchandise Transactions -191.6 -295.0 -362.2 -4353 -196.3 -225.1

Nonmonetary Gold -9.3 -8.8 -6.6 -7.3 -3.8 -4.8

Others 46.6 44.6 50.1 325 16.2 14.5
Total Goods -154.2 -259.1 -318.7 -410.1 -183.8 -2154
SERVICES

Transportation -6.1 -9.4 31.2 39.1 24.4 10.9

Travel 197.2 191.2 178.5 169.4 62.2 60.1

Other Services -10.4 12.5 -3.9 5.4 -0.4 3.0
Total Services 180.7 194.4 205.7 214.0 86.3 74.0
Total Goods and Services 26.4 -64.8 -113.0 -196.1 -97.6 -141.4
INCOME

Compensation to employees 5.6 5.7 6.0 4.8 25 3.9

Investment Income 5.1 -10.6 -19.6 -26.7 -12.3 -2.8
Total Income 10.7 -4.9 -13.6 -21.8 -9.8 1.1
Total Goods, Services and Income 37.1 -69.6 -126.6 -2179 -107.3 -140.3

Source: National Statistics Office

The Income Account and Current Transfers

Theincomeaccount is primarily made up of the earnings on direct investments
of foreign-owned companieswhich operatein Malta. These earnings represent
an outflow of funds from the current account of the balance of payments.
Thus, an increase in earnings of foreign-owned companies will automatically
result in a higher current account deficit. However, when these earnings are
not distributed to shareholders but re-invested in the company, the outflow of
funds in the current account is then neutralized by an inflow of funds in the
financial account as FDI. In the case of distributed profits, only an outflow of
fundsin the current account is recorded, with the corresponding balance sheet
entry being an outflow of foreign exchange reserves. Thisimpliesthat, whilst
distributed profits reduce foreign exchange reserves, re-invested earnings do
not affect foreign exchange reserves in the balance of payments.

Between 2002 and 2005, earnings of foreign-owned companies followed an
upward trend, increasing from around Lm76 million in 2002 to around Lm123
millionin 2005. Thishad anegativeimpact on the current account. It isnoteworthy
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that in 2005 the increase in earnings of foreign-owned companies contributed
to almost 45 per cent of the deterioration in the current account. It is notable
that in 2003 and 2004 almost one-third of these earningswerere-invested inthe
Maltese economy. However, in 2005, the share of earnings which were re-
invested declined.

In the first six months of 2006 earnings of foreign-owned companies declined
by 14.2 per cent. In addition, interest earnings on portfolio investmentsincreased
by Lm56 million during this period, primarily consisting of interest on bondsheld
by banks. Furthermore, net payments in the form of other investment income
increased by around Lm52 million, offsetting the higher interest earnings on
portfolioinvestments.

As a result of these developments, the negative balance on the investment
income account registered in the January-June period of 2005 improved by
Lm9.5 million to adeficit of Lm2.8 million in the comparable period of 2006.
Moreover, higher netincome by way of employee compensation wasregistered
bringing the balance on the income account to a net inflow of Lm21.1 million,
compared to a net outflow of Lm9.8 million ayear earlier.

Balance of Payments
Current Account
Table 7.8 Lm million

2002 2003 2004 2005 2005 2006
Jan/Jun Jan/Jun

GOODS AND SERVICES
Exports of Goods and Services 1,515.7 1,461.3 1,467.9 1,406.7 654.8 698.0
Imports of Goods and Services 1,489.3 1,526.0 1,580.9 1,602.7 752.3 839.5

Goods and Services Account 26.4 -64.8 -113.0 -196.1 -97.6 -141.4
INCOME
Income Received 369.3 337.9 329.7 411.6 186.8 284.5
Income Paid 358.6 342.7 343.3 433.4 196.6 283.4
Income Account 10.7 -4.9 -13.6 -21.8 -9.8 1.1

CURRENT TRANSFERS (Net)

General Government Transfers 3.2 8.9 3.0 7.7 -3.7 23.1
Private Transfers -14.1 -25.6 -27.2 4.5 3.2 -6.1
Total Net Current Transfers -11.0 -16.7 -24.2 12.2 -0.5 17.0
Balance on Current Account 26.1 -86.3 -150.8 -205.7 -107.8 -1234

Source: National Statistics Office
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A net inflow of Lm217.0 million by way of current transferswas also registered
during the first two quarters of 2006. Current transfers consisted primarily of
Genera Government transfers, and include Malta scontribution to the EU budget
and any EU recurrent funds received. Funds received from the EU tied to
capital projects (such asthe Structural and Cohesion funds) are not part of the
current account but are instead classified as capital transfers. Net inflows by
way of General Government transfersrosereflecting inflowsof Lm59.9 million
which more than offset the outflows of Lm36.8 million. A net outflow of Lm6.1
million by way of private current transfers was also registered in the period
under review.

Table 7.8 highlightsthe major devel opmentsin the current account. Theincreasing
trend in the current account deficit continued throughout thefirst six months of
2006, reaching Lm123.4 million. Thisrepresentsan increase of Lm15.6 million
over the comparable period in 2005. Theincreasein the current account deficit
resulted from the deterioration in the goods and services balance, with income
and current transfers contributing positively to areduction in the deficit.

The Capital and Financial Account

Malta's current account deficit is typically financed by capital transfers and
FDI inflows. Asillustrated in Table 7.9, the current account deficit registered

Current, Capital and Financial Flows*
(per cent of GDP)

Table 7.9
2002 2003 2004 2005 2005 2006
Jan/Jun  Jan/Jun
Current Account 14 -4.6 -8.1 -10.6 -11.7 -125
Capital Account 0.2 0.4 15 &5 3.4 2.4
Financial Account excl. Reserves 515 5.2 -0.1 8.4 9.1 18.9
Net Foreign Direct Investment -9.9 8.3 7.4 10.0 13.8 16.0
Net Portfolio Investment Equity Flows 15 -0.5 -0.9 -1.0 -0.4 -0.9
Net Portfolio Debt Flows -10.2 -31.7 -37.9 -46.1 -4.1 -68.3
Net Financial Derivatives 0.0 0.5 -0.3 -0.4 -0.8 0.7
Net Other Investment Flows 24.1 28.6 31.5 46.0 0.6 71.4
Reserve Assets -6.7 -2.9 3.7 -4.2 5.7 -1.6
Net Errors and Omissions -0.4 2.0 3.0 2.9 -6.5 -7.3

* A positive sign represents a decrease in assets or increase in liabilities.
A negative sign represents an increase in assets or a decrease in liabilities

Source: National Statistics Office
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between 2003 and 2005 was sustained by net capital inflowsand net inflows by
way of FDI. Transactions of arelatively significant magnitude are evident in
portfolio and other investment flows. However, these typically reflect balance
sheet entries of foreign financial institutions that exclusively deal with non-
residents, with inflows of other investments generally offsetting outflows of
portfolio investments. The magnitude of these transactionsis disproportionate
to the marginal impact of the operations of these institutions on the balance of
payments, including the foreign currency reserves of the Central Bank.

The current account deficit registered during the January-June 2006 period
continued to be financed by capital transfers and inflows of FDI. Inflows by
way of capital transfersare primarily made up of General Government transfers.
Following Malta saccessioninto the EU, and thefundsreceived fromtheltalian
Protocol, General Government transfers haveincreased considerably, reaching
Lm24.3 millioninthefirst six months of 2006. Thistrend isexpected to persist
for the next seven yearsin linewith the EU fundsthat Maltaisentitled to under
the agreement on the Financial Perspectivesfor 2007-2013. Since most of these
funds will be related to particular capital projects it is expected that such
transactions are recorded as capital rather than current transfers. A net outflow
of LmO0.4 million by way of other capital transferswasal so recorded during the
first half of 2006.

Chart 7.11
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The net FDI inflowsin the January-June period of 2006 were characterized by
the privatization proceeds from the sale of sharesin Maltacom plc. In addition,
asubstantia capital injectionin Maltawas also recorded during the period under
review. Nevertheless, thisinjection was neutralized, with the capital inflow sent
abroad. Net FDI inflows stood at Lm157.9 million, Lm30.5 million more than
the comparable period a year ago. This represents a net inflow equivalent to
16.0 per cent of GDP.

An analysisof thelast five yearsindicates that, with the exception of 2002, net
FDI inflows generally exceeded 5 per cent of GDP. FDI inflows over the last
five years have generally followed an upward trend, reaching 10.0 per cent of
GDP in 2005. These figures include the capita inflows of foreign financial
institutions that exclusively deal with non-residents. Chart 7.11 depicts
developmentsin net FDI flows compared to the trend followed by the current
account deficit for the 1996-2005 period.

Portfolio investment flowsin the Maltese economy typically comprise of debt
instruments, primarily bonds and notes held by banks. A net outflow by way of
portfolio debt flows equivalent to 68.3 per cent of GDP was registered during
thefirst six months of 2006. Portfolio investment equity flowsalso registered a
net outflow of 0.9 per cent of GDP. Portfolio investment outflows were offset
by anet inflow of 0.7 per cent of GDP by way of financial derivativesand anet
inflow of 71.4 per cent of GDP by way of other investment flows. A rise in

Chart 7.12
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long-term bank lending to non-residentsand areductionin non-residents’ holdings
of currency and depositsin Maltaled to agrossoutflow of around Lm21.3 billion
inthe other investment account. Thiswas however offset by asubstantial inflow
of around Lm2 billion, mainly due to loans (primarily of a short-term nature)
taken up by banks from non-residents and an increase in deposits held by non-
residents with domestic banks.

During the period under review, net errors and omissions represented a net
outflow of 7.3 per cent of GDP, compared to a similar net outflow of 6.5 per
cent of GDP ayear earlier. A net inflow in the capital and financial account,
inclusive of errors and omissions, equivalent to 14.0 per cent of GDP, was
recorded in the January-June period of 2006. Thisexceeded the current account
deficit recorded during the same period. As a result, reserve assets increased
further by 1.6 per cent of GDP, being underpinned by the privatization proceeds
from the sale of sharesin Maltacom plc. Further details are provided in Table
7.9. Chart 7.12 illustrates a number of indicators related to the adequacy of
reserve assets. The Chart indicatesthat despite Malta' s current account deficits
over thelast decade, reservesremained relatively stable, both in terms of import
coverage and as a ratio of the monetary base.

Economic Survey October 2006



8. Financial Developments







8. Financial Developments

Developmentsin Government’s fiscal position registered during the first nine
months of 2006 reflect Government’s priority to addresstheimbalancein public
finances. Indeed, the downward path in the fiscal deficit registered in recent
yearswas sustai ned during the January-September 2006 period, asthe structural
deficit declined from Lm85.4 million to Lm72.9 million. This decline was
underpinned by higher tax revenue and lower capital expenditure which more
than outweighed the increase in recurrent expenditure.

In the first eight months of 2006, broad money (M3) continued to expand,
reflecting an acceleration in both domestic credit and net foreign assets, which
more than offset the more rapid growth of the other counterparts of M3. In
May 2006, the Central Bank of Maltaraised the central intervention rate by 25
basis points to 3.50 per cent. During the January-September 2006 period, the
Maltese lira remained stable in ERM 1l at the central parity rate of EUR/
MLTO0.4293. As the Maltese lira is pegged to the Euro, the Maltese lira
appreciated against the Japanese Yen and the US Dollar but depreciated against
the Sterling.

Public Finance

Government finance data presented in this Chapter is defined on a cash basis
rather than on an accrual basis. As a result, such data should be interpreted
with caution since devel opmentsin the Government’ snet financial position may
not reflect actual spending and revenue collection. Table 8.1 presents
Government’sfisca position during thefirst nine months of the 2003-2006 period.
Meanwhile, recent developments in total expenditure and recurrent revenue
are depicted in Chart 8.1.

Revenue

During the first nine months of 2006, Government recurrent revenue increased
by Lm22.9 millionto Lm629.9 million. Thiswasattributableto higher tax revenue,
the latter accounting for around 85 per cent of total recurrent revenue. Indeed,
the increase in tax revenue more than offset the decline in non-tax revenue
registered during the first nine months of 2006. Appendix Table 8.1 presents
developmentsin the components of Government revenuefor thefirst ninemonths
of the 2003-2006 period.
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Government Revenue and Expenditure
(January-September)
Table 8.1 Lm million

2003 2004 2005 2006

Recurrent Revenue 496.6 538.2 606.9 629.9
Tax Revenue 443.6 472.0 500.0 537.3
Direct Tax Revenue 251.0 258.7 265.7 287.5
Indirect Tax Revenue 192.6 213.3 234.3 249.8
Non-Tax Revenue 53.0 66.2 106.9 92.5
Total Expenditure 632.4 648.0 692.3 702.7
Recurrent Expenditure 499.4 518.1 543.4 560.1
Interest on Public Debt 48.8 54.3 55.8 62.9
Capital Expenditure 84.2 75.6 93.1 79.7
Productive 23.4 17.9 23.2 22.5
Infrastructure 23.6 27.2 32.9 20.9
Social 37.2 30.6 37.0 36.3
Structural Balance (135.8) (109.9) (85.4) (72.9)
Financed by:
Extraordinary Receipts
Receipts from sale of shares 0.0 0.0 1.1 74.2
Sinking Funds of Converted Loans 21 8.9 3.8 5.3
Sinking Fund Contribution/Direct Loan Repayments (6.2) (6.3) (6.0) (6.7)
Public Sector Borrowing Requirement (139.9) (107.3) (86.5) -
Loans 102.1 70.4 110.0 10.0
Local Loans 69.9 70.4 110.0 10.0
Foreign Loans 32.2 0.0 0.0 0.0

Source: The Treasury/Ministry of Finance

During the first nine months of 2006, tax revenue registered an increase of
Lm37.3millionto Lm537.3 million, attributableto both higher direct and indirect
tax revenue. Direct tax revenueincreased by Lm21.8 millionto Lm287.5million
on account of both higher revenue from income tax and social security
contributions. Indirect tax revenue increased by Lm15.5 million to Lm249.8
million. This expansion was attributable to higher revenue collected from the
three different categories of indirect tax revenue namely customs and excise
duties, licences, taxes and fines, and Value Added Tax (VAT).

During the first nine months of 2006, revenue generated from income tax
increased by Lm15.5 million to Lm155.3 million. Ongoing efforts to improve
efficiency in tax collection contributed to the increase in income tax revenue.
Moreover, revenue from income tax was also affected by the changes in the
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Chart 8.1
Government Recurrent Revenue and Total Expenditure
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way tax on property is charged as announced in the Budget Speech for 2006.
In addition, the higher revenue from incometax al so reflectsthe latest economic
indicators, particularly developments in the labour market as well as average
income levels. After remaining relatively stable over thefirst three quarters of
the past recent years, social security contributions increased from Lm126.0
millionto Lm2132.3 million during thefirst nine months of 2006.

Revenue generated from customs and excise dutiesincreased by Lm6.8 million,
mostly on account of higher receiptsfrom excise duties on petroleum. Moreover,
higher receiptsfrom import duties aswell as higher revenue from excise duties
on cigarettes also contributed to thisincrease.

During the first three quarters of 2006, revenue collected from licences, taxes
and fines, amounted to Lm70.7 million or Lm5.0 million morethan that registered
inthefirst nine months of 2005. This expansion isattributableto higher gaming
tax receipts reflecting higher activity by the gaming industry aswell as higher
receipts from the motor vehicle registration tax. In addition, the increase in the
passenger departure tax payable on outgoing air fares as from August 2005
also contributed to higher revenuein this category.

Revenue generated from Value Added Tax increased by Lm3.6 million to
Lm125.2 million. This expansion is partly attributable to higher revenue from
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VAT charged on water and electricity following increases in the surcharge on
the consumption of these utilities. VAT charged on these utilities to domestic
consumers is absorbed by Enemalta. Moreover, it is pertinent to note that for
the corresponding 2005 period, thisitem of revenuereflected theimplementation
of a scheme whereby additional penalties were waived off in cases where
timely payment of the balance due was made by a stipulated date.

During the first nine months of 2006, non-tax revenue declined by Lm14.4
millionto Lm92.5 million. Themainitemsof non-tax revenue are grants, fees of
office, the transfer of profits generated by the Central Bank of Malta and
miscellaneousreceipts. Revenue generated from the transfer of profitsgenerated
by the Central Bank of Maltadeclined by Lm4.0 millionto Lm10.0 million. Fees
of officeamounted to Lm12.9 million during January-September 2006, adecrease
of Lm5.5 million. It is pertinent to note that for the corresponding 2005 period
this item of revenue included receipts amounting to Lm6.2 million collected
under theinvestment registration scheme. During thefirst nine months of 2006,
higher revenue was generated from the eco-contribution. Additional revenue
was also generated from higher fees for rights of use which include wireless
licences, fixed telephone licences and mobil e telephone licences.

During the January-September 2006 period, miscellaneous recei pts declined by
Lm6.6 million to Lm10.1 million. Thisis mainly attributable to lower premia
from the sale above par of Government stocks by auction. Moreover, additional
revenue was generated from dividends on investment mainly reflecting higher
dividendsfrom Matacom plcin May. In addition, higher revenue was generated
from the sale of land.

During thefirst ninemonths of 2006, grantsreceived declined by Lm2.4 million
toLm37.9million. It ispertinent to note that grantsreceived during thefirst nine
months of 2005 included transfersreceived intermsof the Fifth Italian Financial
Protocol. Meanwhile, funds forthcoming from the European Union increased
by Lm3.6 million.

Expenditure

During the first nine months of 2006, total Government expenditure which
comprisesrecurrent expenditure, capital expenditure and interest on public debt
increased by Lm210.4 million to reach Lm702.7 million. This expansion was
attributable to higher recurrent expenditure and interest on public debt which
outweighed reductionsin capital outlays. Total Government expenditure excludes
contribution to the Sinking Fund in respect of local and foreign loansand direct
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repayment of loans. Recurrent expenditure, which constitutes around 80 per
cent of total expenditure, increased by Lm16.7 millionto Lm560.1 million. Over
60 per cent of thisincreaserelated to higher paymentsin socia security benefits.
Meanwhile, capital expenditure outlaysdecreased by Lm13.4 millionto Lm79.7
million. Capital expenditure accounted for around 11 per cent of total expenditure.
Interest on public debt increased by Lm7.1 millionto Lm62.9 million, accounting
for around 9 per cent of total expenditure. Chart 8.2 depicts trends in total
Government expenditure in recent years.

Recurrent expenditure is classified into four main categories namely personal
emoluments, operational and maintenance expenses, programmes and initiatives
and contributionsto Government entities. The expansion inrecurrent expenditure
registered during the first nine months of 2006 was mainly underpinned by
increases in expenditure under Programmes and Initiatives which excludes
operational costs of Government departments but includes payments made in
respect of ad hoc programmes run by Government aswell as subsidies, payments
and grantsfor provision of servicesto citizens, charitable and privateingtitutions.
Expenditure under Programmes and Initiatives constitutes around 60 per cent
of total recurrent expenditure. This category of recurrent expenditureincreased
by Lm17.5 million to Lm341.0 million. The main items of higher expenditure
under thiscategory are social security benefits, expenditure by thenland Revenue
Department relating to repayments in terms of the Income Tax Act (Cap. 123)
and expenditure related to health, the elderly and community care.

Chart 8.2
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Personal emoluments constitute around 25 per cent of total recurrent expenditure.
This category of expenditure increased by Lm1.8 million or 1.2 per cent to
L m241.2 million during thefirst ninemonths of 2006. Thisrelatively low increase
in personal emoluments reflects Government’s policy to restrict recruitment
into non-essential categories in Government Departments. The share of
Operationa and Maintenance expenditurein recurrent outlays stood at around
5 per cent. Main items of expenditure falling under this category include
expenditure on utilities' consumption across Ministries and Government
departments and contractual services mainly on education as well as outlays
towardsthe national health system. Contributionsto Government entities, which
constitutes around 9 per cent of total recurrent expenditure, declined by Lm3.1
million to Lm52.1 million during the first nine months of 2006. This decrease
partly reflectslower expenditure by Government entitiesfalling under the Ministry
for Investment, Industry and I nformation Technol ogy.

Appendix Table 8.2 presents adetailed breakdown of recurrent expenditure on
acost centre basisfor thefirst nine months of the 2003-2006 period. The major
developments recorded in the separate expenditure categories are discussed
below.

During thefirst nine months of 2006, Government welfare paymentsincreased
by Lm10.8 million to Lm174.4 million. This item of expenditure includes
retirement pension, children’s allowance, social assistance and other benefits
andisinfluenced by devel opmentsinwagesand inflation aswell asdemographic
changes. Expenditure in respect of the Department of Social Security mainly
consists of the State contribution in terms of the Social Security Act, 1987. This
item of expenditure increased by Lm1.9 million and isin turn reflected in an
increasein revenue from social security contributions.

Expenditureincurred by the Ministry of Finance decreased from Lm23.1 million
to Lm21.0 million. The timing difference in payment requests for Malta's
contribution to the EU Budget constitutesthe main causefor the variation under
this cost-centre. Mdta's contribution to the EU Budget is morethan compensated
for by receiptsof fundsfromthe EU. Expenditureincurred by the Inland Revenue
Department increased by Lm3.2 million to Lm8.1 million. Expenditure by this
Department mainly relatesto repaymentsin termsof the Income Tax Act (Cap.
123).

During the January-September 2006 period, the Office of the Prime Minister
registered anincrease of Lm1.4 millionin recurrent expenditureto Lm4.9 million.
Thisincrease was mainly attributable to contributions to Government entities,
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notably Industrial Projects and Services Ltd which was previously accounted
for under the Ministry of Investment, Industry and Information Technology
(MHIT). Indeed, expenditure by this Ministry declined from Lm32.9 millionto
L m28.0 million. In addition, thelower level of expenditureby theMIIIT isalso
attributable to lower contributions to Government entities. On the other hand,
higher expenditure was incurred in respect of the Film Industry Incentives as
announced in the Budget Speech for 2006.

The Ministry for Rural Affairs and the Environment registered a decline of
Lm4.2 million in recurrent expenditure during the first nine months of 2006.
Expenditure under this cost-centre includes funds for the agriculture support
scheme aswell asthe costs of the solid waste management strategy. Recurrent
expenditure by the Ministry of Health, the Elderly and Community Careincreased
by Lm6.2 million to Lm60.3 million, mainly due to increasesin payments on
medicines and surgical materials. Expenditure under the cost-centre Elderly
and Community Careincreased by afurther Lm2.8 million to Lm212.0 million,
accounting for all elderly welfare outlays.

The capital expenditure programme decreased from L m93.1 million during the
first ninemonths of 2005 to L m79.7 million during the corresponding 2006 period.
This temporary reduction was caused by a timing difference in payments on
infrastructural projects, mainly those linked with EU financing and the Mater
Dei hospital. It should also be noted that outlaysincurred during the corresponding
2005 period included significant amounts earmarked for the modernization of
the road network programme financed through the Fifth Italian Protocol.
Meanwhile, marginal declines were registered in the two other categories of
capital expenditure namely investment directed towards socia development
and productive investment. These developments were reflected in afall inthe
share of investment directed towards infrastructural facilities, to 26.2 per cent,
from 35.3 per cent recorded during the first nine months of 2005. Productive
investment accounted for 28.2 per cent during January-September 2006, as
compared to 24.9 per cent during the corresponding 2005 period. The proportion
of socia investment in the total capital programme also increased to 45.6 per
cent from 39.8 per cent recorded for the first nine months of 2005. A detailed
breakdown of Government’s capital expenditure programme for the first nine
months of the 2003-2006 period is presented in Appendix Table 8.3. Meanwhile,
Chart 8.3 illustrates developmentsin capital expenditure.

The actual outlay during the period under review on Government’s capital
programmefor productiveinvestment declined marginally by Lm0.7 millionto
Lm22.5 million. A marginal increase amounting to Lm0.2 million wasregistered
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Chart 8.3
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in the funds earmarked towards the development of industries. Meanwhile,
marginally higher investment has also been allocated towards agriculture and
fisheries. Investment towards the development of tourism, which is primarily
administered by MataTourism Authority, stood at Lm7.3 million during thefirst
nine months of 2006. Additional funds also earmarked towards the tourism
industry amounting to Lm0.8 million are included under the infrastructure and
socia headings. Moreover, capital outlays allocated under the item Public
Buildings, Plant and Equipment declined by L m0.6 millionto Lm10.4 million.

During the period under review, capital outlays on infrastructural projects
decreased by Lm11.9 millionto Lm20.9 million. Thiswas mainly underpinned
by lower outlaysallocated under theitem public buildings, plant and equipment
which decreased from Lm24.3 millionto Lm11.0 million. Thisdeclinefollowed
the relatively high outlaysincurred last year for the modernization of the road
network programme financed through the Fifth Italian Protocol . Additional funds
amounting to Lm2.3 million were allocated towards the improvement of the
road infrastructurewhile capital expenditurefor Gozo increased by Lm0.4 million
to LmO0.9 million. On the other hand, outlays incurred for the sewage
infrastructure declined from Lm2.4 millionto Lm21.2 million.

Government’s capital programme for social investment amounted to Lm36.3
million during the first nine months of 2006, as compared to Lm37.0 million
recorded during the corresponding 2005 period. Capital expenditure on health,
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which is mainly incurred in respect of the new hospital, decreased by Lm1.0
millionto Lm29.4 million. M oreover, payments on capital projectson education
also declined from Lm3.0 million to Lm2.2 million. Capita outlays allocated
under theitem Public Buildings, Plant and Equipment increased to Lm3.8 million,
up from Lm2.7 million, mainly reflecting higher outlays in respect of waste
management services.

Fiscal Performance

Thefirst nine months of 2006 were characterized by the ongoing implementation
of Government’sfiscal consolidation programmeasthestructural deficit declined
from Lm85.4 million to Lm72.9 million. Meanwhile, extraordinary receipts
increased significantly reflecting the sale of Government’s stake in Maltacom
plcinMay 2006. Asaresult, the structural balance was financed through these
proceeds and other financing items related to the Sinking Fund such that the
public sector borrowing requirement for the first nine months of 2006 was

negligible.

International Comparison

Table 8.2 presents the budgetary position of the EU Member States for the
three years to 2005, whilst Table 8.3 shows their General Government debt
position. It ispertinent to notethat the analysisin this section isbased on Genera
Government fiscal data according to the ESA95 methodology and is thus not
comparable with data presented in other sections of this Chapter. Furthermore,
data for the EU Member States is as presented in the European Commission
Spring 2006 Forecasts whilst data for Malta is according to the report of
Government deficit and debt level stransmitted by Maltain September 2006 for
the excessive deficit procedure according to Regul ation 3605/93.

In 2005, on average the general Government budget balance for the EU was
2.3 per cent of GDP, ascompared to 2.6 per cent of GDPin 2004. The aggregate
outcomefor the EU 25 reflects diverse budgetary performances across Member
States. Four countries namely Poland, Cyprus, France and Slovakia brought
their deficits below the 3 per cent of GDP threshold in 2005. Despite
improvementsin their budgetary positions, Germany, Greece aswell as Malta
remained with deficits above the 3 per cent benchmark. During 2005, few
countries experienced a worsening of their fiscal position namely Austria,
Hungary, Italy, Luxembourg, Portugal and the United Kingdom. Meanwhile,
other Member Statesincluding Czech Republic, Lithuania, the Netherlandsand
Sloveniaregistered adeclining fiscal imbalance. Amongst the 25 Member States,
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General Government Net Lending (+) or Borrowing (-)
as a percentage of GDP
Table 8.2 per cent

2003 2004 2005

Austria -1.5 -1.1 -1.5
Belgium 0.1 0.0 0.1
Cyprus -6.3 -4.1 -2.4
Czech Republic -6.6 -2.9 -2.6
Denmark 1.0 2.7 4.9
Estonia 2.4 1.5 1.6
Finland 2.5 2.3 2.6
France -4.2 -3.7 -2.9
Germany -4.0 -3.7 -3.3
Greece -5.8 -6.9 -4.5
Hungary -6.4 -5.4 -6.1
Ireland 0.2 1.5 1.0
Italy -3.4 -3.4 -4.1
Latvia -1.2 -0.9 0.2
Lithuania -1.2 -15 -0.5
Luxembourg 0.2 -1.1 -1.9
Netherlands -3.1 -1.9 -0.3
Poland -4.7 -3.9 -2.5
Portugal -2.9 -3.2 -6.0
Slovakia -3.7 -3.0 -2.9
Slovenia -2.8 -2.3 -1.8
Spain 0.0 -0.1 1.1
Sweden 0.1 1.8 2.9
United Kingdom -3.3 -3.3 -3.5
EU 25 -3.0 -2.6 -2.3
Malta -10.0 -5.0 -3.2

Source: European Commission
National Statistics Office
Ministry of Finance

only eight countries have abalanced budget or arein surplus, namely Belgium,
Denmark, Estonia, Finland, Ireland, Latvia, Spain and Sweden.

Notable improvements were recorded in the budgetary positions of Cyprus,
Greece, the Netherlands as well as Malta, registering a fiscal adjustment of
around 2 percentage points. In fact, Malta's budgetary position improved from
5.0 per cent of GDP in 2004 to 3.2 per cent of GDP in 2005. This reflects
Government’songoing fiscal consolidation efforts.
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General Government Gross Debt
as a percentage of GDP
Table 8.3 per cent

2003 2004 2005

Austria 64.4 63.6 62.9
Belgium 98.5 94.7 93.3
Cyprus 69.7 71.7 70.3
Czech Republic 30.0 30.6 30.5
Denmark 44.4 42.6 35.8
Estonia 6.0 5.4 4.8
Finland 44.3 44.3 411
France 62.4 64.4 66.8
Germany 63.8 65.5 67.7
Greece 107.8 108.5 107.5
Hungary 56.7 57.1 58.4
Ireland 31.1 29.4 27.6
Italy 104.2 103.8 106.4
Latvia 14.4 14.6 11.9
Lithuania 21.2 195 18.7
Luxembourg 6.3 6.6 6.2
Netherlands 51.9 52.6 52.9
Poland 43.9 41.9 42.5
Portugal 57.0 58.7 63.9
Slovakia 42.7 41.6 34.5
Slovenia 29.1 29.5 29.1
Spain 48.9 46.4 43.2
Sweden 51.8 50.5 50.3
United Kingdom 39.0 40.8 42.8
EU 25 62.0 62.4 63.4
Malta 70.2 74.9 74.2

Source: European Commission
National Statistics Office
Ministry of Finance

The average general Government debt-to-GDP ratio in the EU increased by 1
percentage point to 63.4 per cent at the end of 2005. Greece and Italy continued
to have debts exceeding the 100 per cent mark while a number of countries
including Austria, Belgium, Cyprus, France, Germany and Portugal exceeded
the 60 per cent threshold. At 74.2 per cent, the debt-to-GDP ratio for Malta
also exceeded the reference value in 2005.
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Monetary Developments

Broad money (M 3) continued to expand during the first eight months of 2006.
The acceleration in monetary growth was mainly attributableto accelerationin
both domestic credit and net foreign assets, which more than offset the more
rapid growth of the other counterparts of M3.

Monetary Aggregates

During thefirst eight months of 2006, broad money (M 3) continued to expand,
increasing by 3.3 per cent to Lm3,140.7 million. The accel eration in monetary
growthismainly attributableto amorerapid expansionin time depositswith an
agreed maturity of up totwo years. Table 8.4 and Chart 8.4 present devel opments
in the main monetary indicators.

Monetary Aggregates and Their Counterparts
Table 8.4 Lm million

2004 2005 Aug-05- 2005 2006  Aug-06 -
(Dec)  (Aug) Dec-04 (Dec) (Aug) Dec-05

% Change % Change
Monetary Aggregates
Narrow Money (M1) 1,580.9 1,634.7 3.4 1,670.1 1,664.6 -0.3
Currency in Circulation 486.0 497.8 2.4 4989 4874 -2.3
Deposits withdrawable on demand 1,095.0 1,136.9 3.8 1,171.1 1,177.2 0.5
Intermediate Money (M2) 2,918.3 2,988.6 2.4 3,041.6 3,140.7 3.3
Narrow Money (M1) 1,580.9 1,634.7 3.4 1,670.1 1,664.6 -0.3
Savings Deposits redeemable at notice 30.0 30.3 0.9 314 311 -1.1
up to 3 months
Time Deposits with agreed maturity 1,307.3 1,323.6 1.2 1,340.1 1,445.0 7.8
up to 2 years
Broad Money (M3) 2,918.3 2,988.6 2.4 3,041.6 3,140.7 3.3
Counterparts of M3
Domestic Credit 2,603.1 2,606.9 0.1 2,636.7 2,723.4 3.3
Net Claims on central 545.1 5194 -4.7 4427 359.4 -18.8
government
Claims on other residents 2,058.0 2,087.5 1.4 2,194.0 2,364.0 7.8
Net Foreign Assets 1,625.7 1,696.0 4.3 1,809.5 2,049.9 13.3
Central Bank of Malta 870.3 893.0 26 9326 961.6 3.1
Other Monetary Financial Institutions 755.4 803.0 6.3 876.9 1,088.3 24.1
Less other counterparts of M3® 1,310.6 1,314.3 0.3 1,404.6 1,632.6 16.2

®other counterparts of M3 include the capital base of the Monetary Financial Institutions sector, longer-term
financial liabilities, provisions, interest accrued and unpaid and other liabilities, less fixed and other assets
They are equal to the difference between the sum of domestic credit and net foreign assets and M3

Source: Central Bank of Malta
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Chart 8.4
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Narrow money (M 1), which accountsfor around one half of M3, contracted by
0.3 per cent to Lm1,664.6 million, compared to the 3.4 per cent growth rate
registered during the corresponding 2005 period. Thisdeceleration inthe growth
rate of M1 mainly reflected acontraction in currency in circulation, which more
than offset the marginal increaseregistered in depositswithdrawable on demand.
Depositswithdrawable on demand increased by Lm6.1 million, or 0.5 per cent,
as compared to a growth rate of 3.8 per cent during the first eight months of
2005. Whiledemand depositsincreased by Lm17.6 millionto Lm329.7 million,
savingsdeposits decreased from Lm859.0 millionto Lm847.5 million. Currency
incirculation, the other component of M1, declined by Lm11.5million or 2.3 per
cent, compared to a positive growth rate of 2.4 per cent registered in the same
period last year.

Intermediate money (M2) consists of M1 and short-term deposits not
withdrawable on demand. During thefirst eight months of 2006, M2 increased
by Lm99.1 million or 3.3 per cent, compared to the 2.4 per cent growth rate
registered during the corresponding 2005 period. The acceleration in the growth
rate of M2 was attributable to a significantly higher growth in time deposits
with an agreed maturity of up to two years, which more than offset acontraction
in both narrow money and savings deposits redeemable at notice up to three
months. Time deposits rose from Lm1,340.1 million at the end of 2005 to
L m1,445.0 million in August 2006, representing a growth rate of 7.8 per cent
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compared to agrowth rate of 1.2 per cent registered in the first eight months of
2005. This increase in time deposits mainly reflected growth in deposits
denominated in Maltese Lira held by households and non-profit institutions.
Deposits redeemable at notice up to three months decreased by 1.1 per cent
during thefirst eight months of 2006.

M3isessentially equal to M2 given that the amount of marketableinstruments,
namely repurchase agreements and debt securitieswith amaturity of up to two
years transacted during the first eight months of the year was insignificant.

Counterparts of Monetary Expansion

Thepick-up in monetary growth registered during thefirst eight months of 2006
was mainly attributable to a more rapid expansion in the net foreign assets of
the banking system, which more than offset the acceleration recorded in the
other counterparts of M3 category. The latter category, which includes the
capital base of the Monetary Financial Institutions sector, longer-term financial
liahilities, provisions, interest accrued and unpaid and other liabilities, lessfixed
and other assets, is deducted from broad money. To alesser extent, monetary
growth also reflected arisein domestic credit that was driven entirely by higher
lending to the non-bank private sector.

Domestic credit registered an increase of 3.3 per cent during the first eight
monthsof 2006, from L m2,636.7 millionin December 2005to Lm2,723.4 million
inAugust 2006. Thisrelatively higher growth rateismainly attributableto higher
claimson ather residents, which morethan offset significantly lower net claims
on central Government. In fact, net claims on central Government declined
from Lm442.7 million in December 2005 to Lm359.4 million in August 2006,
corresponding to a decline of 18.8 per cent. This decline in the net claims on
central Government mainly reflectsreductions of claimsby the other monetary
financial institutions on Treasury Billsand MataGovernment Stocks, aswell as
increases in Government deposits with these institutions. This drop in the net
claimson central Government was partly offset by adecline of Lm76.6 million
in the claims by the Central Bank of Malta on the centra Government, the
latter largely reflecting adrop in Government deposits with the Central Bank of
Malta

Claims on other residents recorded a higher growth rate, increasing by 7.8 per
cent to Lm2,364.0 millionin August 2006, as compared to thegrowth rate of 1.4
per cent registered during the corresponding period last year. Claims on other
residents consist mainly of loans and advances and holdings of securities,
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including equities, issued by the non-bank private sector and public non-financia
companies. Interbank claims are excluded. The acceleration in the growth rate
of claims on other residents was attributable to a substantial increase in the
claims on non-bank private sector. Claims on non-bank private sector, which
amount to around 94 per cent of total claimson other residents, include private
non-financial companies, insurance companies, other financial intermediaries
and financial auxiliaries, households, and non-profit institutions. In particular,
during the first eight months of this year, there was a significant increase in
credit to householdsand individuas, for the most part lending for house purchases.

During the first eight months of 2006, net foreign assets of the banking system
expanded at a faster pace when compared to the same period in 2005, as
illustrated in Chart 8.5. In fact, total net foreign assets increased by 13.3 per
cent to Lm2,049.9 million, compared to agrowth rate of 4.3 per cent registered
during the corresponding period last year. The expansion in net foreign assets
was mainly attributable to higher holdings of international banks and financial
institutions. Infact, holdings of monetary financia institutionsincreased by 24.1
per cent during thefirst eight months of the year, mainly reflecting aninjection
of equity capital from abroad. The Central Bank’s net foreign asset holdings
increased by Lm29.0 million or 3.1 per cent, to Lm961.6 million reflecting higher
tax revenues from international trading companies, EU funds and proceeds
from the privatization of Maltacom plc which more than offset the negative
contributionsof higher pricesfor oil importsand foreign currency salesto deposit
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money banks. The other counterparts of M3 amounted to L m1,632.6 million, up
by 16.2 per cent compared to the level at the end of 2005.

The Money Market

Monetary policy in Maltais geared towards maintaining price stability. Price
stability is widely seen as the proper goal of monetary policy, essential to
encourage sustainable economic growth. The Central Bank of Malta aims to
achieve the goal of price stability through a fixed exchange rate which is the
intermediate target of monetary policy. Inthisregard, the Central Bank engages
in money market activity and open market operations to influence the level of
liquidity in the banking system and consequently the economy.

Sustaining the value of the Maltese Lira by maintaining sustainable levels of
foreign exchange reservesis one of the functions of the Central Bank in order
to maintain parity with the Euro and thus ensure price stability. While the
exchange rate is the nominal anchor of monetary policy, the rationale of the
Central Bank of Malta to provide support to the currency in the context of a
liberalized capital account, doesrequirethe Bank to mirror interest rates offered
by other currencies primarily the Euro.

During the first few months of 2006, the interest rate differential in favour of
the Malteseliranarrowed progressively, caused mainly by rising Euro interest
rates. This called for tightening of the monetary policy stance by the Central
Bank of Malta. Infact, the Central Bank of Maltaraised the central intervention
rate by 25 basispointsto 3.50 per cent in May 2006. Thisincreasein the central
intervention rate aimed to enhance the attractiveness of Maltese lira assets,
particularly bank deposits. The Central Bank judged the increase in rates
appropriateinthelight of concern about the rapid growth inimports of consumer
goods and the further acceleration in the rate of inflation. Moreover, additional
evidence of an underlying downward trend in the Central Bank’s external
reserves also called for tightening of its monetary policy, despite a substantial
increasein reservesin May which reflected thereceipt of privatization proceeds.
Thereafter, the Central Bank of Maltaleft the central intervention rate unchanged
inview of the credit institutions’ decision to offer higher interest rates payable
on term deposits which resulted in agrowth in bank deposits.

As money market rates in the Euro area rose consistently in the beginning of
2006, the premium on Maltese Lira assets narrowed significantly. Though in
the first four months the Euro yields had risen, the Central Bank of Malta left
the central intervention rate unchanged as the markets judged the interest rate
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premium on theliraas appropriate. However, further increasesin interest rates
abroad called for tightening of monetary policy by the Central Bank of Maltain
May 2006. Subsequently, short-term interest rate differentialsin favour of the
Maltese Lira narrowed again, as a result of higher Euro interest rates.

Activity in the money market includes Treasury Bills, while open market
operationsinclude term deposits and the inter-bank market lending. During the
first nine months of 2006, the Central Bank continued to absorb liquidity from
therest of the banking system through weekly auctions of 7-day term deposits.
The Central Bank absorbed Lm4,451.1 million, up from Lm649.7 millioninthe
first nine months of 2005. The interest rate paid on these deposits increased
from 3.20 per cent at the end of 2005 to 3.45 per cent in September 2006,
reflecting theincrease in the Central Bank intervention rate. During the period
under review, the Central Bank has not injected any further liquidity into the
system through reverse repo agreements.

Following an upward trend in the activity in theinter-bank market registered in
previousyears, the value of inter-bank loans declined from Lm368.9 millionin
December 2005 to Lm204.5 millionin September 2006. A total of 124 overnight
inter-bank deal s (including deals between 1 to 3 days) were conducted between
January and September 2006. Meanwhile, 37 dealsand 1 deal were transacted
on the 7-day and 14-day tenor, respectively. The interest rate on the 7-day
inter-bank lending also increased from 3.24 per cent to 3.38 per cent between
the end of 2005 and September 2006.

In order to finance its short-term borrowing requirements, Government resorts
regularly to the money market. During the first nine months of 2006, atotal of
L m298.5 million worth of Treasury Billswereissued on the primary market, as
compared to Lm331.2 millionissued over the same period last year. The bulk of
the Treasury Billsissued were with amaturity period of 91 days. In fact, out of
L m298.5 million Treasury Billsissued inthe primary market, Lm202.3 million
had amaturity of 91 days, representing over two-thirds of turnover inthe primary
market. Short-term money market rates remained relatively stable during the
first three months of the year, before moving up in linewith the official ratesin
May. Infact, the yield on the three-month bill and the six-month bill increased
from 3.22 per cent and 3.23 per cent in December 2005 to 3.65 per cent and
3.79 per cent respectively in September 2006. In the primary market, the rate
for the one-year Treasury bill stood at 3.87 per cent, up from 3.22 per cent.

In the secondary market for Treasury Bills, turnover declined from Lm111.8
million during the first nine months of 2005 to Lm76.2 million during thefirst

Economic Survey October 2006 191



nine months of thisyear. The value of transactionsinvolving the Central Bank
also declined from Lm91.6 million to Lm76.1 million during the period under
review. Yields in the secondary market also increased. The interest rate for
three-month Treasury Billsincreased from 3.22 per cent at the end of last year
to 3.65 per cent in September 2006. Meanwhile, the rates for six-month and
one-year Treasury Bills on the secondary market increased from 3.27 per cent
and 3.32 per cent at the end of 2005, to 3.75 per cent and 3.87 per cent at the
end of September 2006 respectively.

The Capital Market

During thefirst nine months of 2006 there were three new issues of Government
stockswith atotal value of Lm45.7 million. Five stockswere redeemed, two of
which werefollowed by are-issue. Thetotal value of redemptionswas L m84.4
million, which werefollowed by re-issuesworth Lm50.0 million.

In February 2006, Lm25.0 million in Government bonds were redeemed,
attributabl e to the redemption of MGS 2021 Fungibility Issue Tranche C. This
wasfollowed by are-issue on the same date of Lm25.0 million worth of stocks,
namely MGS 2016. In March Government issued Lm25.0 million MGS 2016
(I1) FI carrying acoupon rate of 4.8 per cent. Subsequently, in May, MGS 2016
(I1) FI was redeemed and re-issued on the same day. The redemption of MGS
2006 (1V) worth Lm0.2 million was donein June, followed by the simultaneous
issue of Lm1.5 million 7 per cent MGS 2016 (I11). During August there were
two other redemptions of atotal of Lm34.3 million relating to MGS 2006 (11)
and MGS 2006 (I11). During the same month, MGS 2014 (111) FI was issued,
carrying a coupon rate of 5.1 per cent, as a roll-over to MGS 2006 (11). The
small investors share in the new stock was very significant and there was a
general over subscription to these stocks.

Between January and September 2006, there were two new corporate bond
issues registered in the primary market. In March, International Hotel
Investmentsplc, ahotel company, issued L m5.4 million worth of Euro denominated
bonds carrying a coupon rate of 6.5 per cent, redeemable between 2012 and
2014. In June, Global Financia Services Group plcissued Lm7.3 millionworth
of Euro denominated bonds carrying acoupon rate of 5.6 per cent, redeemable
in 2016. During the first nine months of 2006, two corporate bonds were
redeemed, namely 6.5 per cent Gasan Finance 2006/9 and 6.5 per cent Cc Car
Parks plc Bonds 2006.
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Following the increase in turnover in the secondary market for Government
bondsregistered during thefirst nine months of 2005, theturnover in Government
securitiesincreased marginally from Lm58.8 million to Lm59.8 million during
the first nine months of 2006. A total of 2,391 deals were registered on the
Malta Stock Exchangeresulting in an average val ue per transaction of Lm23,201
based on the nominal value of the bonds. The highest turnover was registered
in the 7.2 per cent MGS 2008 (11), followed by 7.35 per cent MGS 2007. The
highest volume of transactions in Government bonds in the secondary market
wasrecordedinthe 7.2 per cent MGS 2008 (11) with avolume of 12.9 millionin
39 deals. Asshown in Table 8.5, which shows sel ected values of the activity on
the secondary market in Government stocks, the val ue transacted by the Central
Bank was L m35.2 million, while other investorstook up Lm24.6 million.

During the period under review, the turnover in the corporate secondary bond
market decreased from Lm6.3 million to Lm3.6 million. Thelisted bondswith
the highest market value of stockstransacted werethe6.7 per cent Eden Finance
2010, 8 per cent Bay Street Finance 2012, and 6.7 per cent Tumas Investments
2010/12. Asshownin Table 8.6, thelistings of corporate bonds on the secondary
market stood at 26 companies at the end of September 2006.

Government Stocks
Activity on the Secondary Market
Table 8.5

2006 2006 2006 2006
Jan/Mar Apr/Jun Jul/Sep Jan/Sep

Turnover in Government Stocks:

Nominal Value (Lm million) 6.2 29.3 20.1 56.5
Market Value (Lm million) 6.7 31.6 21.5 59.8
Number of Transactions 807 888 696 2,391
Average Value per Transaction (Lm)* 9,603 32,942 28,815 23,201
Amount sold by CBM (Lm million)** — 0.9 6.7 7.6
Amount bought by CBM (Lm million)** 2.4 14.9 10.3 27.6

* Based on Nominal Values
** Based on Market Values

Source: Central Bank of Malta
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Selected Indicators of the Capital Market
Table 8.6

2006 2006 2006 2006
Jan/Mar Apr/Jun Jul/Sep Jan/Sep

Corporate Bonds*

Number of Listings** 27 28 26 26

Turnover (Lm million) 1.2 1.0 1.4 3.6
Equities*

Number of Issues Outstanding** 13 13 13 13

Turnover (Lm million) 43.7 25.7 9.4 78.8
Total Listed Securities*

Total Turnover (Lm million) 44.9 26.7 10.8 82.4

Market Capitalisation (Lm million)** 3,402.1 3,070.4 2,958.9 2,958.9

MSE Ord. Share Index** 6,508.7 5,428.0 5,144.0 5,144.0

*Including the Alternative Companies listing
**As at end of period

Source: Malta Stock Exchange

Activity in the secondary equity market stood at Lm78.8 million. The highest
trading companies on the secondary markets for equities were HSBC Bank
Maltaplc, Bank of Valletta plc, Maltacom plc and Malta International Airport

plc.

The Malta Stock Exchange share index closed at 5,144.0 on 30 September
2006, a30.6 per cent increase over the end of September 2005. The devel opment
in MSE share index is reflected in the market capitalisation, which increased
from Lm2,602.2 millionto Lm2,958.9 at the end of September 2006.

The Maltese Lira

Asfrom 2 May of 2005, Maltajoined the Exchange Rate M echanism (ERM 11)
implying the re-pegging of the Maltese lirasolely to the Euro. During the first
nine months of 2006, the Maltese liraremained stablein ERM |1 at the central
parity rate of EUR/MLT 0.4293. Between January and September 2006,
preparations continued for Euro adoption which istargeted for 1 January 2008.
The National Euro Changeover Committee set up during the last quarter of
2005, stepped up its work to ensure a smoath transition to the Euro. As the
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Movements in the Exchange Rates of the Maltese Lira

Table 8.7

Currency End of Exchange Rate % change over
Period Previous Period

US Dollar (MTL/USD) Dec-03 2.9197 16.44
Dec-04 3.1393 7.52
Dec-05 2.7570 -12.18
Sep-06 2.9471 6.90

UK Sterling (MTL/GBP) Dec-03 1.6351 5.13
Dec-04 1.6252 -0.61
Dec-05 1.6012 -1.48
Sep-06 1.5805 -1.29

Japanese Yen (MTL/JPY) Dec-03 312.160 4.87
Dec-04 321.710 3.06
Dec-05 323.950 0.70
Sep-06 347.970 7.41

Euro (EUR/MTL) Dec-03 0.4317 3.22
Dec-04 0.4343 0.61
Dec-05 0.4293 -1.16
Sep-06 0.4293 0.00

All the above exchange rates denote units of foreign currency per one Maltese lira, with the exception of the
euro, for which the rate denotes units of Maltese lira per one euro. As a result, an increase in the EUR/MTL
exchange rate implies a depreciation of the Maltese lira against the euro and vice versa.

Source: Central Bank of Malta

Maltese lira is fixed with the Euro, the Maltese lira appreciated against the
Japanese Yen and the US Dollar but depreciated against the Sterling. The
developments of the Maltese liraagainst the major currencies are presented in
Table 8.7 and Chart 8.6.

After strengthening in 2005, the US Dollar depreciated against the Euro in the
first nine months of 2006 partly reflecting the fact that the Federal Reserve
Bank has halted its monetary tightening amid signs of slower growth by theUS
economy. Financial markets are also still watching the twin deficits of the US
economy. The Maltese lira strengthened by 6.9 per cent against the US Dallar.
TheMalteselirafell to alow of USD2.7600 on February 27, but reached ahigh
of USD3.0129 on June 5. It then retreated somewhat to a closing value of
USD2.9471 at the end of September.
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Chart 8.6
Exchange Rate Movements of the Maltese Lira
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During thefirst nine months of 2006, the Maltese liraregistered aloss of 1.29
per cent against the Sterling. This was partly attributable to increased interest
rates in August by the Bank of England amid signs of a strengthening UK
economy. The Maltese lira appreciated to a high of GBP1.6339 on April 5,
before depreciating to alow of GBP1.5594 on September 26.

During thefirst nine months of 2006, the Maltese liraregistered again of 7.41
per cent against the Japanese Yen. The Malteselirafell to alow of Yen319.753
on January 12, but appreciated to a high of Yen344.503 on September 26.
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Government Revenue
(January-September)
Appendix Table 8.1

Lm thousand

2003
Tax Revenue 443,598
Direct Tax Revenue 250,969
Income Tax 125,001
Social Security 125,968
Indirect Tax Revenue 192,630
Customs and Excise Duties 44,942
Licences, Taxes and Fines 61,624
Value Added Tax 86,064
Non-Tax Revenue 52,985
Fees of Office 4,214
Reimbursements 3,525
Rents 8,087
Dividends on Investments 2,616
Repayment of, and Interest on
Loans made by Government 66
Miscellaneous Receipts 5,696
Public Corporations 1,883
Central Bank of Malta 24,783
Grants 2,115
Recurrent Revenue 496,583
Extraordinary Receipts 2,137
Loans 102,129
Total Revenue 600,849

2004

472,009
258,690
133,894
124,796
213,318
42,420
73,325
97,573

66,208
4,144
5,802
6,354
3,637

14
10,197
1,883
18,233
15,944

538,217

8,899
70,448

617,565

2005

499,994
265,698
139,733
125,965
234,297

47,153

65,618
121,526

106,938
18,380
5,410
7,410
2,847

13
16,670
1,883
14,001
40,324

606,932

4,929
110,000

721,861

2006

537,318
287,522
155,259
132,263
249,796

53,968

70,663
125,165

92,532
12,920
7,568
7,767
4,356

11
10,106
1,883
10,001
37,920

629,849

79,512
10,000

719,361

Source: The Treasury/Ministry of Finance
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Government Recurrent Expenditure
(January-September)
Appendix Table 8.2 Lm thousand

2003 2004 2005 2006

Office of the President 532 597 439 444
House of Representatives 646 824 831 853
Office of the Ombudsman 120 130 130 140
National Audit Office 600 650 575 660
Office of the Prime Minister 3,098 3,712 3,493 4,925
Public Service Commission 100 98 96 104
Armed Forces of Malta 9,617 9,016 9,307 10,126
Information 872 389 333 367
Government Printing Press 0 400 371 370
Electoral Office 2,340 1,143 940 1,009
Ministry for the Family and Social Solidarity 5,535 3,893 4,661 5,429
Social Security 40,570 39,949 39,877 41,807
Social Security Benefits 150,258 155,561 163,686 174,438
Family and Social Welfare 541 486 412 278
Elderly and Community Care 10,170 10,273 9,289 12,043
Housing 551 807 917 860
Industrial and Employment Relations 396 421 398 382
Ministry of Education, Youth and Employment 27,770 27,843 33,572 32,848
Education 36,984 35406 35,714 36,565
Libraries and Archives 504 472 447 449
Ministry of Finance 1,841 14,374 23,064 21,039
Treasury 902 7,826 1,214 919
Pensions 21,088 21,528 23,736 24,013
Inland Revenue 3,549 3,798 4,867 8,055
Customs 3,920 3,648 3,785 3,542
V.AT. 2,419 2,465 2,381 2,221
Contracts 268 270 298 300
Ministry for Resources and Infrastructure 17,711 15,582 12,053 11,743
Ministry for Tourism and Culture 1,958 1,896 3,575 3,200
Civil Aviation 432 403 371 396
Economic Policy 634 466 228 256
Commerce 1,782 2,132 1,444 1,396
Consumer and Competition 397 327 376 344
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Government Recurrent Expenditure
(January-September)
Appendix Table 8.2 continued Lm thousand

2003 2004 2005 2006

Ministry for Justice and Home Affairs 2,845 1,936 1,908 2,254
Police 12,242 11,735 11,191 11,702
Correctional Services 1,819 1,821 2,059 2,121
Civil Protection 935 1,027 1,026 939
Government Property Division 1,885 951 1,012 1,039
Registration 633 629 743 689
Ministry for Rural Affairs and the Environment 12,313 13,021 21,051 16,805
Ministry for Gozo 15,175 13,531 14,107 14,557
Ministry of Health, the Elderly and Community Care 52,891 55,410 54,149 60,301
Local Councils 5,541 5,371 5,615 5,981
Judicial 2,722 2,922 2,797 2,682
Ministry of Foreign Affairs 5,709 5,467 6,079 6,339
Ministry for Investment, Industry and IT 0 29,630 32,870 28,030
[Ministry for Competitiveness and Communications] 0 0 2,113 2,281
[Ministry for Urban Development and Roads] 0 0 3,854 2,866
[Ministry for Transport and Communications] 3,554 4,416 0 0
[Ministry for Youth and the Arts] 0 3,481 0 0
[Youth and Sport] 801 0 0 0
[Ministry for Economic Services] 30,513 0 0 0
[Ministry of Justice and Local Government] 1,700 0 0 0
Recurrent Expenditure 499,383 518,133 543,451 560,107

Note: [ ] denotes change in name of cost-centres

Source: The Treasury/Ministry of Finance
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Government Capital Expenditure
(January-September)
Appendix Table 8.3 Lm thousand

2003 2004 2005 2006

Productive Investment 23,437 17,860 23,200 22,468
Ship Repair and Shipbuilding 4,459 0 0 112
Development of Industries 4,694 2,231 3,171 3,375
Agriculture and Fisheries 1,379 1,236 911 1,068
Tourism 8,351 8,628 7,936 7,347
Public Buildings, Plant and Equipment 4,342 5,663 10,966 10,370
Capital Expenditure for Gozo 212 102 216 196

Infrastructure 23,612 27,190 32,860 20,917
Roads 5,172 3,215 3,139 5,396
Sewers 1,885 1,061 2,363 1,205
Development of Malta Freeport 2,206 3,457 2,562 2,408
Public Buildings, Plant and Equipment 13,469 18,944 24,307 11,030
Capital Expenditure for Gozo 880 513 489 878

Social 37,129 30,583 37,046 36,338
Education 5,144 4,089 2,997 2,154
Culture 165 220 299 148
Sports 545 400 62 0
Health 27,520 22,175 30,388 29,437
Elderly and Community Care 133 320 151 249
Housing 1,568 1,297 346 329
Public Buildings, Plant and Equipment 1,843 1,972 2,662 3,831
Capital Expenditure for Gozo 211 110 141 190

Total Capital Expenditure 84,178 75,633 93,106 79,723

Source: The Treasury/Ministry of Finance
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Population
Table |
1998 1999 2000 2001 2002 2003 2004 2005 2004 2005 2006
Jan/Jun  Jan/Jun Jan/Jun
Maltese Population (000's) 3785 380.2 382.5 385.1 386.9 388.9 390.7 391.9 389.5 391.1 393.3
Males (000's) 187.7 188.6 189.7 191.0 192.0 192.9 193.9 194.6 193.3 194.2 195.3
Females (000's) 190.8 191.6 192.8 194.1 195.0 195.9 196.8 197.3 196.2 196.9 198.0
% Increase per annum 0.5 0.4 0.6 0.7 0.5 0.5 0.5 0.3
Natural Increase per annum 1,444 1,211 1,298 924 774 830 783 574
Crude Birth Rate (per 1000 population) 11.9 11.3 11.1 10.0 98 10.0 95 9.6
Crude Mortality Rate (per 1000 population) 8.0 8.1 77 7.6 78 7.9 75 7.8
Crude Marriage Rate (per 1000 population) 6.3 6.3 6.7 57 58 6.0 6.2 59
Infant Mortality Rate (per 1000 births) 5.3 7.2 6.1 4.4 6.0 5.9 5.9 6.0
Life Expectancy (at birth)
Males 74.4 75.1 74.3 76.1 75.7 76.4 76.7 7.7
Females 80.1 79.3 80.2 80.9 80.5 80.4 80.5 81.4
Life Expectancy (at age 65)
Males 145 15.1 15.0 15.4 15.0 15.7 16.4 16.7
Females 17.9 17.6 184 18.6 19.0 18.7 18.8 19.8

Source: National Statistics Office
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Table Il

Social Indicators

GDP at current market prices per capita (Lm)

Quality of Life

Motor Vehicle Licences per 1000 population
Internet Subscriptions per 1000 population
Mobile Phone Subscriptions per 1000 population
Fixed Telephone Lines per 1000 population

Education
Number of schools
Number of teachers (000)
Number of pupils/students (000)

of which:
University students (Day Courses)

Electricity
Total Generated (000 Mwh)*
Number of Consumers (000)*
Domestic Consumption (million kwh)*

Water
Total annual production (million m®)

Average daily consumption (000 m%)

Social Security
Total Payments (Lm million)
Total Contributions (Lm million)
Welfare Gap (Lm million)

*Refer to Financial Year

1998 1999 2000 2001 2002 2003 2004 2005
4,484 4,549 4,733 4,780 4,764 4,953
595.2 614.5 630.6 643.9 657.8 673.9 673.4 671.1
58.8 63.8 83.1 130.1 168.6 195.7 218.2 219.0
49.0 62.5 289.8 559.0 696.9 725.0 765.8 802.0
495.7 508.7 521.7 526.5 521.7 520.9 523.3 517.0
340 350 331 319 303 303 289 295
7.7 7.9 8.2 8.4 8.5 8.7 8.9 9.0
98.5 100.5 99.5 99.5 97.8 102.6 103.3 106.6
6,183 6,064 5,554 6,281 5,852 6,692 6,617 7,310
1,720.5 1,840.3 1,916.6 1,943.4 2,055.1 2,208.0 2,216.1 2,240.5
207.5 217.6 226.9 213.8 220.0 2345 236.0 241.0
502.0 463.7 539.8 540.3 561.9 623.7 623.7
39.9 37.3 32.7 33.6 34.1 34.2 32.8 313
108 102 90 92 93 94 90 88
227.8 237.3 251.9 266.7 275.4 292.2 308.4 321.7
135.7 144.3 162.0 179.1 181.1 188.4 189.7 195.6
92.1 93.0 89.9 87.7 94.2 103.8 118.7 126.1

Source: National Statistics Office
The Treasury
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Factor Incomes in Gross National Income

Table 11l Lm million
2000 2001 2002 2003 2004 2005 2004 2005 2006
Jan/Jun  Jan/Jun Jan/Jun
Compensation of employees 743.3 805.9 836.5 873.7 881.8 899.8 437.4 447.6 461.0
Gross operating surplus
and mixed income 781.4 744.5 783.5 783.2 737.1 775.8 351.8 362.2 387.9
Taxes on production and imports 214.4 229.8 249.9 242.9 279.2 305.4 130.3 136.6 155.2
Subsidies 24.1 28.5 38.7 41.0 36.9 39.9 18.0 21.1 16.4
Gross Domestic Product
at market prices 1,715.0 1,751.7 1,831.3 1,858.8 1,861.2 1,941.1 901.5 925.2 987.7
Net Income from Abroad -50.4 16.5 10.7 -4.9 -18.3 -29.7 -16.8 -13.2 -1.9
Gross National Income
at market prices 1,664.7 1,768.2 18419 18539 1,843.0 19114 884.7 912.0 985.8
Sectoral Contribution to Gross Value Added
(at basic prices)
Agriculture, hunting and forestry © 2.3 2.6 25 2.5 2.5 25 2.6 2.6 27
Industry @ 288 260 259 255 237 230 249 237 228
Services Activities 69.0 714 71.6 72.0 73.8 74.5 72.5 73.7 74.5

Dincludes fishing and operation of fish hatcheries and fish farms

@includes energy and construction

Source: National Statistics Office
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Gross National Income and Expenditure

Table IV Lm million
2000 2001 2002 2003 2004 2005 2004 2005 2006
Jan/Jun  Jan/Jun  Jan/Jun
GNI at current market prices 1,664.7 1,768.2 1,841.9 18539 18430 19114 884.7 912.0 985.8
% annual increase of GNI 3.7 6.2 4.2 0.7 -0.6 3.7 -1.9 3.1 8.1
GDP at current market prices 1,715.0 1,751.7 1,831.3 1,858.8 1,861.3 1,941.1 901.5 925.2 987.7
% annual increase of GDP 7.9 21 4.5 15 0.1 4.3 0.8 2.6 6.8
GDP at constant prices 1,715.0 1,707.4 11,7450 11,7035 1,703.5 1,741.0 826.4 836.8 858.9
Total Final Consumption Expenditure
current market prices 1,442.7 15075 1,524.7 1,590.0 1,650.3 1,726.5 799.8 833.4 874.7
constant prices 1,442.7 1,450.1 1,437.8 11,4845 1,502.0 1,536.5 730.5 745.8 763.9
Ratio (%) of consumption to GDP at m.p. 84.1 86.1 83.3 85.5 88.7 88.9 88.7 90.1 88.6
General Government Final Consumption Expenditure
current market prices 326.1 358.6 378.1 398.3 416.1 425.4 210.0 2115 223.1
constant prices 326.1 328.2 340.6 350.8 355.8 357.9 179.5 179.1 184.4
Ratio (%) of Government consumption to GDP at m.p. 19.0 20.5 20.6 21.4 22.4 219 233 22.9 22.6
Private Final Consumption Expenditure®
current market prices 1,116.6 11,1489 1,146.6 1,191.7 12342 1,301.1 589.8 622.0 651.6
constant prices 1,116.6 1,219 1,097.2 1,133.7 1,146.2 1,178.6 551.0 566.7 579.5
Ratio (%) of private consumption to GDP at m.p. 65.1 65.6 62.6 64.1 66.3 67.0 65.4 67.2 66.0
Gross Fixed Capital Formation
current market prices 375.6 334.0 282.2 365.9 3725 406.5 180.1 195.7 210.1
constant prices 375.6 3223 262.0 338.1 340.9 366.3 164.7 176.3 183.0
Ratio (%) fixed investment to GDP at m.p. 21.9 19.1 15.4 19.7 20.0 20.9 20.0 21.2 21.3

(])Including NPISH final consumption expenditure

Source: National Statistics Office
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Foreign Trade

Table VII Lm million
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2005 2006
Jan/Aug _ Jan/Aug
Imports and Exports
Imports (cif) 1,007.8 984.2 1,034.9 1,135.8 1,492.4 1,225.2 1,227.5 1,281.2 1,307.5 1,319.2 835.3 964.8
Consumer goods 244.2 254.3 248.4 276.8 304.2 304.3 319.7 336.6 366.9 390.9 246.1 258.8
Industrial supplies 596.2 573.6 627.0 690.9 950.1 720.4 707.7 734.0 704.6 701.0 440.0 525.2
Capital goods and others 167.4 156.3 159.6 168.0 238.0 200.5 200.0 210.7 236.0 227.3 149.2 180.8
Total Exports 624.1 628.9 712.0 791.0 1,072.4 880.7 968.4 928.3 906.3 823.8 528.1 593.4
of which manufactures @ 619.5 622.9 707.0 779.6 1,065.7 871.3 897.1 911.3 890.3 813.9 520.8 579.0
Trade Gap -383.7 -355.3 -322.9 -344.8 -420.0 -344.5 -259.1 -352.9 -401.2 -495.4 -307.2 -371.4
as % of GDP at
current market prices -28.2 -24.9 -21.4 -21.7 -24.5 -11.4 -8.0 -19.0 -21.6 -25.5
Selected Groupings
EU
Imports 697.7 708.7 725.0 750.5 902.8 788.5 833.3 877.0 949.8 951.5 600.0 654.7
Exports 360.6 344.4 390.7 388.1 364.3 433.9 440.8 430.1 434.6 429.6 275.3 306.4
United Kingdom:
Imports 1441 145.1 128.2 123.8 119.7 1231 127.7 118.6 157.4 143.7 93.1 93.5
Exports 52.0 51.2 54.6 73.2 78.0 76.2 112.2 109.0 102.9 92.3 64.9 60.6
Italy:
Imports 196.7 199.1 199.4 189.9 249.7 2435 271.7 294.4 336.1 408.3 241.6 279.9
Exports 77.9 35.7 33.4 39.0 36.1 30.2 32.7 315 27.8 43.0 20.9 225
Germany
Imports 94.8 98.3 108.3 113.6 122.1 107.4 98.5 101.0 113.8 106.5 718 73.3
Exports 90.2 85.2 89.7 99.4 102.9 114.8 93.6 95.2 97.5 101.0 65.7 72.3
France:
Imports 159.8 163.0 184.3 217.1 281.9 184.1 205.1 218.9 171.4 121.2 80.3 83.4
Exports 93.4 121.7 147.4 120.4 85.9 140.2 120.0 120.2 140.6 121.8 78.3 91.0
America:
Imports 77.4 88.3 99.6 104.8 171.1 157.4 127.4 115.9 84.9 814 45.2 65.5
Exports 97.6 106.5 131.7 172.7 306.7 178.3 163.7 143.2 150.7 129.5 85.7 82.8
Africa:
Imports 47.6 24.9 21.7 32.1 24.0 28.6 17.3 10.8 25.8 55.5 37.2 175
Exports 18.5 29.7 26.1 26.9 24.9 33.0 44.8 35.1 46.7 61.8 38.4 30.8
Asia:
Imports 144.5 127.3 153.6 205.2 343.8 197.3 185.0 210.2 196.9 179.5 120.1 173.8
Exports 116.2 104.2 150.2 164.8 246.8 174.2 247.7 255.2 225.5 181.7 116.5 158.2

Source: National Statistics Office
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Table IX

Government Revenue and Expenditure

Government Recurrent Revenue (Lm million)
Increase/(Decrease) % per annum
of which:
Tax Revenue (Lm million)
Direct Tax Revenue (Lm million)
Indirect Tax Revenue (Lm million)
Non-Tax Revenue (Lm million)

Total Government Expenditure (Lm million)
Increase/(Decrease) % per annum
of which:
Recurrent Expenditure (Lm million)
Capital Expenditure (Lm million)
% of Total Government Expenditure
Interest on Public Debt (Lm million)

Structural Deficit (Lm million)
Financed by:
Extraordinary Receipts (Lm million)
Receipts from sale of shares (Lm million)
Sinking Funds of Converted Loans (Lm million)
Sinking Fund Contribution/Direct Loan Repayment (Lm million)

Public Sector Borrowing Requirement (Lm million)

Loans (Lm million)

1998 1999 2000 2001 2002 2003 2004 2005 2004 2005 2006
Jan/Sep Jan/Sep Jan/Sep

513.7 562.3 617.7 668.6 719.8 739.2 813.0 896.4 538.2 606.9 629.9
(0.2) 9.5 9.9 8.2 7.7 2.7 10.0 10.3 8.4 12.8 3.8
432.2 481.0 541.2 593.7 634.7 668.3 702.0 740.3 472.0 500.0 537.3
246.2 272.6 3115 345.4 371.3 393.6 400.8 417.3 258.7 265.7 287.5
186.0 208.4 229.7 248.4 263.4 274.6 301.2 323.0 213.3 234.3 249.8
81.5 81.3 76.5 74.9 85.1 70.9 111.0 156.1 66.2 106.9 92,5
653.7 676.2 702.8 753.9 807.5 844.7 907.0 971.7 648.1 692.3 702.7
3.3 3.4 3.9 7.3 7.1 (1.6) 7.4 7.1 25 6.8 15
516.4 520.0 549.8 614.6 646.0 677.7 732.8 766.0 518.2 543.5 560.1
96.8 106.1 98.6 80.6 97.7 104.0 104.6 131.0 75.6 93.1 79.7
14.8 15.7 14.0 10.7 12.1 12.3 11.5 135 11.7 13.4 11.3
40.5 50.1 54.4 58.7 63.8 63.0 69.6 74.8 54.3 55.8 62.9
(140.0) (113.9) (85.1) (85.3) (87.7) (105.5) (94.0) (75.3) (109.9) (85.4) (72.9)
35.4 75.5 24.7 22.0 40.6 2.1 8.9 25.6 8.9 4.9 79.5
354 73.3 12.0 0.0 27.3 0.0 0.0 21.8 0.0 11 74.2
0.0 2.2 12.7 22.0 13.3 2.1 8.9 3.8 8.9 3.8 5.3
(12.2) (14.7) (13.4) (12.7) (11.8) (12.7) (26.9) (13.8) (6.3) (6.0) (6.7)
(116.8) (53.1) (73.8) (76.0) (58.9) (116.1) (112.0) (63.5) (107.3) (86.5) —
110.0 84.0 0.0 106.8 10.6 132.1 99.9 110.0 70.4 110.0 10.0

Source: The Treasury/Ministry of Finance
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Table X

Monetary Aggregates and Their Counterparts*

Broad Money (M3) (Lm million)

Intermediate Money (M2)
% Increase per annum
of which:
Narrow Money (M1)
Currency in Circulation
% Increase/ (Decrease) per annum
Deposits withdrawals on demand
Deposits redeemable at notice up to 3 months
Deposits with agreed maturity up to 2 years

Domestic Credit

of which:
Net Claims of Central Government
Claims on other residents

Net Foreign Assets
Increase/(Decrease) % per annum
of which:

Central Bank of Malta

Other Monetary Financial Institutions

Other Counterparts to Broad Money

2001 2002 2003 2004 2005 2005 2006
Aug Aug

2,481.1 2,7815 2,849.2 29183 3,041.6 29886  3,140.7
2,481.1 2,781.5 2,849.2 2,918.3 3,041.6 2,988.6 3,140.7
10.0 121 24 24 4.2 24 5.1
1,282.9 1,367.4 1,490.9 1,580.9 1,670.1 1,634.7 1,664.6
418.9 436.8 460.4 486.0 498.9 497.8 487.4
5.7 4.3 5.4 5.6 2.7 2.4 -2.1
864.0 930.5 1,030.5 1,094.9 11711 1,136.9 1,177.2
26.3 27.9 28.8 30.0 314 30.3 311
1,171.9 1,386.2 1,329.5 1,307.3 1,340.1 1,323.6 1,445.0
2,324.1 2,401.4 2,467.4 2,603.1 2,636.7 2,606.9 2,723.4
512.0 539.5 568.4 545.1 442.7 519.4 359.4
1,8121  1,862.0 1,899.0 2,058.0 21940 2,087.5 2,364.0
1,089.6 1,301.3 15983 16257 1,809.5 1,696.0 2,049.9
11.8 19.4 22.8 1.7 11.3 4.3 20.9
766.5 881.6 919.8 870.3 932.6 893.0 961.6
323.1 419.7 678.5 755.4 876.9 803.0 1,088.3
932.6 921.3 12165 1,310.6 14046 1,314.3 1,632.6

“In October 2003, the definitions of the main monetary aggregates and their counterparts were revised in accordance with ECB Regulation 2001/13.

Thus, data prior to October 2003 are estimates based on this regulation.

Source: Central Bank of Malta





