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MISSION STATEMENT

The Central Bank of Malta (the Bank) is an independent institution, which forms an integral part of the Euro-
system and, as a member of the European System of Central Banks (ESCB), has the primary objective of
maintaining price stability. It is entrusted with all major central banking tasks, particularly that of ensuring the
stability of the financial system.

The Bank carries out its statutory responsibilities in the public interest and is committed to performing its
functions effectively, efficiently and economically to the highest level of integrity, competence and transpar-
ency. In this regard, in accordance with the Central Bank of Malta Act, and in conformity with the Treaty on
European Union and the Treaty on the Functioning of the European Union and the Protocol on the Statute
of the ESCB and of the European Central Bank (ECB), it:

@

(ii)

(iii)

(iv)

V)

(vi)

(vii)

(viii)
(ix)

)

(xi)

undertakes economic and financial analysis and research to support the Governor’s partici-
pation in the decision-making process of the ECB’s Governing Council and provides independent
advice to the Government on economic and financial policy issues;

implements the ECB’s monetary policy through market operations conducted within the opera-
tional framework of the Eurosystem;

contributes effectively to the stability of the financial system by identifying and assessing
systemic risks and imbalances, and making the appropriate policy recommendations;

formulates and implements a macro-prudential policy to fulfil its task as the national macro-
prudential authority;

promotes and supports the development and integration of financial markets in Malta
through oversight of market infrastructures and by ensuring the availability of cost efficient securi-

ties settlement and payment systems;

provides an adequate supply of banknotes and coins to meet the demands of the public,
while ensuring high quality and authenticity of the currency in circulation;

collects, compiles and publishes economic and financial statistics in line with international
standards;

acts as banker to Government and to the banking system;

holds and actively manages financial assets with the aim of optimising returns, subject to pru-
dent risk management practices;

actively participates in the ESCB, the Eurosystem and other relevant European Union
bodies, including their sub-structures;

acts as the supervisory authority of credit reference agencies for the purpose of overseeing
and regulating the issuance of credit scores.

In addition, as a member of the Eurosystem, the Bank fully subscribes to the Eurosystem’s mission,
strategic intents and organisational principles.
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28 March 2024

Hon Clyde Caruana
Minister for Finance
Maison Demandols
South Street
Valletta VLT 1102

Dear Minister,
LETTER OF TRANSMITTAL
In terms of Article 21 of the Central Bank of Malta Act (Cap. 204), | have the honour

to transmit to you, in your capacity as Minister responsible for finance, a copy of the

Annual Report of the Bank for the financial year ended 31 December 2023.

Yours sincerely,

<

Professor Edward Scicluna
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GOVERNOR’S FOREWORD

The year under review continued to be
characterised by high inflation, further
monetary tightening, and an escalation
of geopolitical tensions. Although the
global environment remains challeng-
ing, there are positive signs on inflation,
with the rate moderating significantly
from peaks above 10% recorded in late
2022, to around 3% in recent months.
While this largely reflects lower energy
prices, the moderation in inflation is
broad based also due to improving
supply conditions as well as slowing
demand, the latter partly reflecting the
effectiveness of monetary tightening by
many central banks globally.

The European Central Bank (ECB)
has been no exception. It increased its
policy rates by 200 basis points during 2023, bringing them to historical highs, also taking further steps to
unwind its monetary policy portfolios. The increase in policy rates since July 2021 is even more significant,
at 450 basis points. Although policy rates have been on hold since September 2023, there remains a degree
of tightening impulse that should drive inflation down further. In fact, incoming information suggests that euro
area inflation could reach 2% earlier than expected.

Inflation has also moderated in Malta. With energy prices fixed, the decline in inflation was driven entirely by
non-energy prices. Incoming data for the first months of 2024 suggests that food inflation has continued to
decrease, in part reflecting government price stabilisation measures that became effective in February 2024.
Meanwhile, inflation excluding energy and food remains below the corresponding rate for the euro area — a
pattern evident since June 2023.

Despite still elevated inflationary pressures and higher financing costs, activity has shown resilience in both
the euro area and in Malta, though with increasing signs of weakening dynamics in the latter half of 2023,
which could have a negative carry-over effect in the near term.

Uncertainty related to ongoing geopolitical tensions, structural impediments to productivity growth and cli-
mate-related risks, is significant. However, there are also tailwinds that should support stronger activity over
the medium-term, not least the ongoing improvement in purchasing power as inflation fades.

The monetary policy stance in the euro area over the past year has also brought with it the need to use again
the Bank’s financial provisions that were built over the past decade. Yet, this has not detracted the Bank from
contributing to Eurosystem tasks or improving its processes.

During the year under review the Bank continued to diversify its portfolio of financial assets, and gradually
switched to financial assets that also better align with its climate neutrality objective underpinning its non-
monetary policy portfolios (NMPPs). In March 2023, the Bank’s first climate-related financial disclosures
report was published. Meanwhile, the Bank improved its operational processes in respect of its market-
making role in government securities, together with that of managing stocks of banknotes and coins. The
Bank’s technological infrastructure was upgraded to render it more resilient against cybersecurity risks.
Efforts are also underway to assess the cyber-resilience of financial institutions and the national financial
market infrastructure (FMI).

CENTRAL BANK OF MALTA Annual Report 2023
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Meanwhile, the Bank and the National Statistics Office (NSO) completed the final steps leading to Malta’s
enrolment in the highest tier of the International Monetary Fund’s (IMF) Data Standards Initiatives. In paral-
lel, the Bank continued to adopt advanced techniques for statistical data collection and analysis, enhanced
its macroeconomic modelling toolkit, and took steps to improve its outreach to the public.

Following the Governing Council’s decision to proceed with the preparation phase of the digital euro last
October, the Bank is also contributing in the discussions at the European level on this project.

On behalf of the Board of Directors | would like to thank the Bank’s staff for their dedicated and professional
service. | am confident that together we can rise to the challenges that lie ahead.

’

<

Professor Edward Scicluna
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AT A GLANCE
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|. FINANCIAL AND ECONOMIC
DEVELOPMENTS



1. THE EXTERNAL ENVIRONMENT AND THE EURO AREA

During 2023, economic activity in the United States (US) grew at a faster pace than the year before, whereas
in the United Kingdom (UK) economic growth slowed down markedly. Unemployment remained practically
unchanged both in the United States and in the United Kingdom. Price pressures, though remaining ele-
vated, eased notably. By the end of the year, the annual rate of consumer price inflation fell to 3.4% in the
United States and 4.0% in the United Kingdom.

During the year, both the Federal Reserve and the Bank of England raised their key policy rates further on
several occasions to address still-high, albeit easing, inflation. Both central banks also continued to unwind
the stock of assets held on their balance sheets.

In the euro area, real gross domestic product (GDP) growth slowed down to 0.4% in 2023. Employment
continued to increase, though at a slower pace than in the previous year, while the unemployment rate
declined slightly further, to 6.5%. Consumer price inflation, measured on the basis of the Harmonised Index
of Consumer Prices (HICP), though still high, abated markedly during 2023, with the average for the year as
a whole standing at 5.4%, compared to 8.4% in 2022.

During 2023, the ECB continued to tighten its monetary policy stance in the context of elevated, though mod-
erating, inflation. The Governing Council raised the interest rates on the deposit facility, the main refinancing
operations (MRQOs) and the marginal lending facility six times, such that by December these rates stood 200
basis points above their level at the end of 2022.

In February 2023, the Governing Council decided that the Eurosystem’s holdings of securities under the APP
would decline at an average monthly pace of €15 billion between March and the end of June 2023. APP rein-
vestments were discontinued as of July 2023. As regards the pandemic emergency purchase programme
(PEPP), at its December meeting, the Governing Council expressed its intention to continue with full reinvest-
ments during the first half of 2024. Over the second half of this year, the PEPP portfolio was expected to decline
by €7.5 billion per month on average. The Governing Council intended to discontinue reinvestments under the
PEPP at the end of 2024.

During 2023, the price of oil declined, amid some notable fluctuations, as supply outpaced subdued demand.
Meanwhile, the price of European Natural Gas fell markedly, amid high volatility. Whereas gas supplies remained
rather tight, mainly on account of disruptions and the replenishment of inventories, demand continued to decline.

Key advanced economies

US economic growth accelerates

During 2023, the US economy strengthened further, with economic growth expanding at an accelerated
pace (see Table 1.1). Fiscal policy supported growth, with the Federal budget deficit widening from 5.3% of
GDP in 2022 to 6.2% of GDP in 2023.

Real GDP increased by 2.5% in 2023, up from 1.9% in the previous year. This mainly reflected a notable rise
in government expenditure, as against a contraction in 2022, and less negative net exports of goods and ser-
vices. The latter reflected an increase in exports and a decrease in imports. These factors were partly offset by
a slowdown in personal consumer expenditure, mainly reflecting slower growth in spending on services, and
a decline in gross private domestic investment, largely on account of decreases in residential investment as

CENTRAL BANK OF MALTA Annual Report 2023
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Table 1.1
REAL GDP GROWTH IN SELECTED ADVANCED ECONOMIES

Percentage changes over preceding period

2018 2019 2020 2021 2022 2023

United States 3.0 25 -2.2 5.8 1.9 25
Euro area 1.8 1.6 -6.1 5.9 3.4 0.4
United Kingdom 1.4 1.6 -10.4 8.7 4.3 0.1

Sources: Bureau of Economic Analysis, US; Eurostat; Office for National Statistics, UK.

well as inventory investment. Fixed
i Chart 1.1
investment rose, but at a slower UNEMPLOYMENT RATE

pace than in 2022. (percentage of the labour force; seasonally adjusted)
10

Economic growth in the United
States was underpinned by a robust 8
labour market. Employment rose by
1.7% on average during the year,
after having increased by 3.7% in
2022.

Non-farm payroll data suggest that
during 2023 employment was higher 2
across all main economic sectors,
with the strongest level increases
recorded in the education and health 2018 2019 2020 2021 2022 2023
and leisure and hospitality sectors u Euro area H United States United Kingdom

as well as government. The labour

force participation rate edged up,

averaging 62.6% in 2023, compared

Sources: Eurostat; US Bureau of Labor Statistics; Office for National Statistics, UK.

0, H ; Chart 1.2
to 62.2% a year earlier. Meanwhile, CONSUMER PRICE INFLATION
the unemployment rate averaged (annual percentage changes)
3.6% in 2023, unchanged from 2022 12

(see Chart 1.1).

Inflationary ~ pressures  declined
significantly during 2023, with the
annual inflation rate based on the
consumer price index (CPI) broadly
halving to 4.1% from 8.0% in 2022.
Inflation fell to 3.4% in December,
from 6.5% a year earlier (see Chart
1.2). US inflation fell consistently

of i
to 3.0% in June and SUbseqUently JMMJSNJIMMJISNJIMMJISNJIMMISNJIMMIJISNJIMMJISN

it fluctuated in a relatively narrow 2018 2019 2020 2021 2022 2023
range —Euro area —United States —United Kingdom

Sources: Bureau of Labor Statistics, US; Eurostat; Office for National Statistics, UK.

The decline in inflation reflected

mainly lower energy prices, cou-

pled with lower increases in the other major components. Annual energy price inflation turned negative in
March and continued to follow a negative trend through the remainder of the year, with the decline being
especially pronounced between May and July. Energy price inflation ended the year at -2.0%, in contrast
with 7.3% in December 2022. Food price inflation rose at a substantially slower pace during the year when
compared to the previous year. It eased to 2.7% in December 2023 from 10.1% a year earlier. The rest of the
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components of inflation also rose
Chart 1.3

at slower rates. Services inflation OFFICIAL INTEREST RATES
decreased to 5.0% in December (percentages per annum; end of month)
. . . 6.00
2023, while prices of commodities 5.50
excluding food and energy grew at 5.00
an annual rate of 0.2%, as against e
7.5% and 2.1%, respectively a year 350
earlier. As a result, inflation exclud- 3.00
. 2.50
ing food and energy slowed down 2.00
to 3.9% at the end of 2023, from 150 -
5.7% in December 2022. 199 e ——
L e ———
0.00
As regards monetary policy, the 050 e
. -1.00
Federal Open Market Committee JMMJISNJIJMMJISN IJMMJISN IMMJISN IMMJISN JMMJ SN
. . 2018 2019 2020 2021 2022 2023
(FOMC) Contlnued to raise the tar- US federal funds target range (shaded) —ECB MRO rate
get range for the federal funds rate ——Bank of England Bank Rate ~ +eee- ECB deposit facility rate

-=-ECB marginal lending facility rate

during 2023 to attain a stance of
monetary policy that would be suf-
ficiently restrictive to return inflation
to 2.0% over time (see Chart 1.3). To this effect, the FOMC increased the target range four times between
February and July so that, by the end of 2023, it stood between 5.25-5.50%, up from 4.25-4.50% at the end
of 2022. The FOMC expressed its preparedness to adjust the stance of monetary policy as appropriate if
risks emerged that could impede the attainment of its dual inflation and employment mandate.* Moreover,
throughout the year, the Committee continued to reduce its holdings of Treasury securities and agency debt
and agency mortgage-backed securities.

Sources: ECB; Federal Reserve; Bank of England.

UK economic growth slows down markedly

During 2023, the UK economy stagnated, with real GDP growing by just 0.1%, down from 4.3% in 2022 (see
Table 1.1). Growth recorded in the first quarter of the year was almost offset by contractions in economic
activity registered consecutively in the third and fourth quarters. The rate of expansion in 2023 was the weak-
est since 2020, which was affected by the COVID-19 pandemic. Expenditures by households and non-profit
institutions increased at a markedly slower pace as elevated price pressures and tight financial conditions
weighed on consumption. Government consumption also grew less rapidly than in the year before. Never-
theless, UK general government net borrowing is estimated to have increased in 2023. Similarly, business
investment, including inventories, increased at a much slower pace. On the other hand, the trade deficit
narrowed, as the decline in imports exceeded that in exports.

In 2023, payrolled employees in the United Kingdom rose by 0.7%, a slower rate of increase than the 1.3%
recorded a year earlier. The employment rate stood at 75.1%, on average, same as in 2022. The unemploy-
ment rate averaged 4.0%, slightly up from 3.9% a year earlier (see Chart 1.1).

After having reached new highs towards the end of 2022, consumer price inflation in the United Kingdom
abated steadily during 2023, driven by the energy component, although inflationary pressures remained
elevated. Thus, annual inflation, based on the CPI averaged 7.2%, from 9.1% in 2022. It declined to 4.0%
in December 2023, from 10.5% in December 2022 (see Chart 1.2). Annual energy inflation fell consistently
from a historical high of 59.0% in October 2022, turning negative in July 2023 and ending the year at
-17.3%. Inflation eased across all the other major components during 2023, albeit to various extents, but
remained positive. The annual rate of change of prices for food, alcoholic beverages and tobacco declined
in December, though, it remained high at 9.3%. Services inflation eased marginally, ending the year at
6.4%, while non-energy industrial goods (NEIG) inflation dropped to 3.1%. The annual rate of inflation

1 Inits meeting held on 30-31January 2024, the Committee kept both the target range for the federal funds rate and the pace of quantita-
tive tightening unchanged. The FOMC dropped its tightening bias in favour of a more neutral stance, as it stated the risks to achieving its
goals were “moving into better balance”. However, the Committee added it needed to gain “greater confidence” that inflation was moving
sustainably towards 2% before it could cut rates.
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based on the CPI excluding energy, food, alcoholic beverages and tobacco, declined to 5.1% in December
2023 from 6.3% a year earlier.

In the context of a persistently tight labour market, stronger-than-expected employment growth and evi-
dence of heightened domestic inflationary pressures, the Bank of England’s Monetary Policy Committee
(MPC) continued to increase its Bank Rate, and did so five times during the year, with the last rise coming in
August. Against the background of mixed developments in key indicators of inflation persistence, the MPC
kept the Bank Rate unchanged in the later months of the year. Hence, the Bank Rate ended 2023 at 5.25%
(see Chart 1.3). However, the MPC stated that monetary policy would need to be sufficiently restrictive for
sufficiently long to return CPI inflation to the 2% target sustainably in the medium term.

In September, the Committee agreed that the Bank of England should reduce the stock of UK government
bond purchases held for monetary policy purposes, and financed by the issuance of central bank reserves,
by GBP 100 hillion over the period from October 2023 to September 2024, to a total of GBP 658 hillion.?

Economic and financial developments in the euro area

Euro area GDP growth slows down sharply®

Real GDP growth in the euro area slowed down to 0.4% in 2023, compared to 3.4% in 2022 (see Table 1.2).
After having expanded marginally in quarter-on-quarter terms during the first half of 2023, economic activity
contracted slightly in the second half of the year. The slowdown in economic growth over the year as a whole
occurred mainly on the back of muted domestic demand, largely reflecting subdued consumer and business
confidence, elevated inflationary pressures that lowered real disposable income, and tighter financing and
credit supply conditions. Both imports and exports declined, with the latter reflecting sluggish global demand
and exchange-rate developments.

Table 1.2
REAL GDP GROWTH IN THE EURO AREA

Chain-linked volumes

2018 2019 2020 2021 2022 2023
Annual percentage changes
Private consumption 15 14 -7.7 4.4 4.2 0.5
Government consumption 1.0 1.8 1.0 4.2 1.6 0.7
Gross fixed capital formation 3.1 6.9 -5.9 35 2.5 11
Exports 3.6 3.2 9.1 11.5 7.2 -1.1
Imports 3.9 5.0 -8.5 9.2 7.9 -1.6
GDP 1.8 1.6 -6.1 5.9 3.4 0.4
Percentage point contributions

Private consumption 0.8 0.7 -4.1 2.3 2.1 0.3
Government consumption 0.2 0.4 0.2 0.9 0.3 0.2
Gross fixed capital formation 0.7 1.4 -1.3 0.8 0.5 0.3
Changes in inventories™ 0.1 -0.3 -0.3 0.6 0.4 -0.5
Exports 17 15 -4.4 5.2 3.6 -0.6
Imports -1.7 -2.2 3.8 -3.9 -3.6 0.9
GDP 1.8 1.6 -6.1 5.9 3.4 0.4

Source: Eurostat.

2 Inits meeting ending on 31 January 2024, the MPC kept the Bank Rate unchanged. The MPC removed its tightening bias, due to posi-
tive news on inflation, and now it stated that it would “keep under review” how long the Bank Rate should be held at the current level. The
MPC added it needed to see more evidence that inflation would return sustainably to 2% before it could cut rates.

3 The cut-off date for data on euro area GDP and the labour market in this chapter is 8 March 2024.
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The marginal growth in real GDP largely reflected a modest rise in domestic demand and net exports of
goods and services, which turned positive in 2023. As regards domestic demand components, gross fixed
capital formation (GFCF) and private consumption rose by 1.1% and 0.5%, respectively, over the previous
year and contributed 0.3 percentage point each to GDP growth. Also, government consumption expendi-
ture increased by 0.7% and contributed 0.2 percentage point to economic growth. Meanwhile, net exports
added 0.3 percentage point to GDP growth, as a 1.1% drop in exports was outweighed by a 1.6% decline
in imports. By contrast, a drawdown in inventories exerted a negative impact on GDP growth during 2023.

From a sectoral perspective, activity expanded in most economic sectors during 2023, although contribu-
tions to overall growth were smaller than the year before. This applies particularly to wholesale and retail
trade, transport, accommodation and food service activities. Meanwhile, the industrial sector registered a
contraction in activity.

Labour market conditions remain strong

Labour market conditions in the euro area remained robust during the year under review, with employ-
ment increasing by 1.4% in 2023, compared to 2.3% in 2022. Meanwhile, unemployment declined slightly
further throughout 2023, with the seasonally-adjusted unemployment rate averaging 6.5% during the year,
down from 6.7% in 2022 (see Chart 1.1). In December 2023, the unemployment rate stood at 6.5% as
against 6.7% a year earlier. Buoyant labour market conditions attracted a strong inflow of persons, including
migrants and those previously inactive, to joining the labour force. The drop in the unemployment rate also
partly reflected labour hoarding as economic activity was subdued.

HICP inflation, though still elevated, eases notably

The annual rate of HICP inflation in the euro area, though still high, abated markedly during 2023, with the
average for the year as a whole standing at 5.4%, compared to 8.4% in 2022. This decrease mainly reflected
a sustained decline in energy inflation, which fell to an average of -2.0% as against a rise of 36.9% in 2022,
partly reflecting developments in commodity markets, as well as downward base effects. As a result, the con-
tribution of energy to overall inflation fell to -0.1 percentage point in contrast to a rise of 3.8 percentage points
in the previous year. Unprocessed food inflation decelerated to 9.1% on average in 2023, from 10.4% the
year before, with its contribution to overall inflation easing slightly. On the other hand, the other major com-
ponents of inflation rose further and at slightly faster rates, during 2023. Processed food (including alcohol
and tobacco) inflation rose to 11.6%, on average, while NEIG inflation went up to 5.0% and services inflation
rose to 4.9%, on average. Consequently, the processed food contribution to overall inflation increased to
1.8 percentage points, from 1.4 percentage points a year before, while services contributed 2.1 percentage
points to overall inflation, up from

1.5 percentage points in 2022.

The contribution of NEIG to overall Chart 1.4
, ) ) CONTRIBUTIONS TO HICP INFLATION IN THE EURO AREA
inflation went up marglnally to 1.3 (percentage points; annual percentage change)
H 11
percentage points. o A
o /N
However, inflationary pressures 8 ’_/[ T'—f\
eased almost consistently as the 7 ] 'I'H""'hi
. INRARN RN AR N -
year progressed, with the annual 2 AT
rate of HICP inflation falling to 4 ATEHEEHELE
2.9% in December 2023 from 9.2% 3 //
a year earlier (see Chart 1.4). In 2 ] /_/‘;'I'I TN
the early months of the year, the L G e T N 1 1]
: S 1L LI
gradual pass-through of past cost E] | H
increases continued to exert an 2
JMMJSNIMMJISNIMMIJISNJIJMMISNJIJMMJISNJIMMIJSN
upward impact on inflation, but 2018 2019 2020 2021 2022 2023
. Services (overall index excluding goods) mm Unprocessed food
thereafter thlS faCtor faded out Processed food including alcohol and tobacco NEIG

partly alSO as the SUStained tlght' == Energy ——All-items HICP - annual percentage change
. . Source: ECB.
ening of the monetary policy stance

CENTRAL BANK OF MALTA Annual Report 2023
22




dampened demand. Nonetheless, domestic price pressures remained considerable, also reflecting rising
wages, though these were to an extent absorbed by previous increases in profit margins, thus averting a
wage-price spiral.

HICP inflation excluding energy and food averaged 5.0% during 2023, 1.0 percentage point higher than that
recorded in 2022, though this measure of inflation moderated as the year progressed. It peaked at 5.7% in
March and then embarked on a general downward trend, falling to 3.4% in December.

ECB projects a gradual recovery in economic activity, while inflation is set to decline further
According to the ECB staff macroeconomic projections published in March 2024, real GDP growth in the
euro area is expected to increase marginally to 0.6% in 2024, before rising further to 1.5% and 1.6% in 2025
and 2026, respectively (see Table 1.3).* Economic activity is expected to remain sluggish in early 2024 as
tight financing conditions and high consumer uncertainty continue to exert an adverse impact on growth.
Nevertheless, in the first half of this year, falling inflation and strong wage growth are expected to bolster
households’ purchasing power, boosting private consumption. This, together with higher government con-
sumption, is expected to bring about slightly higher economic growth in the second half of 2024. Over the
medium term, real economic growth is expected to stabilise at rates that modestly exceed potential growth
as inflation slows down and income growth remains strong. Although the negative impact of tight monetary
policy on financing conditions and on economic growth is initially strong, it is expected to begin to gradually
fade in 2024. ECB staff estimate that the fiscal stance tightened during 2023, with the general government
budget deficit narrowing to 3.2% of GDP. The deficit is expected to narrow further, and the withdrawal of
energy and inflation compensatory fiscal support measures should have a small negative impact on eco-
nomic growth over the projection horizon.

Compared to the December 2023 projections, real GDP growth has been revised downwards by 0.2 percent-
age point for 2024. Growth projections remained unchanged for 2025 and were revised upwards by 0.1 per-
centage point for 2026. The revision for 2024 mainly reflects downward revisions to investment and private
consumption, which outweighed a positive revision to the external trade balance and an upward revision to
government consumption. By contrast, small upward revisions to private consumption and investment led to
an upward revision to GDP growth outlook for 2026.

Turning to the outlook for prices, according to the March 2024 projections, headline HICP inflation is envis-
aged to decline to 2.3% in 2024, and ease further to 2.0% and 1.9% in 2025 and 2026, respectively. Energy

Table 1.3
MACROECONOMIC PROJECTIONS FOR THE EURO AREAWYW

Annual percentage changes

2022 2023 2024 2025 2026
GDP 3.4 0.5 0.6 15 1.6
Private consumption 4.2 0.5 1.2 1.6 15
Government consumption 1.6 0.2 1.3 1.4 1.2
GFCF 2.8 0.8 -0.6 1.6 2.3
Exports 7.4 -0.7 1.0 2.9 3.2
Imports 8.1 -1.3 1.0 3.1 3.2
HICP 8.4 5.4 23 2.0 1.9
HICP excluding energy and food 3.9 4.9 2.6 2.1 2.0

Source: ECB.

) ECB staff macroeconomic projections (March 2024).

4 Figures for 2022 and 2023 may differ from those reported in Table 1.2 due to an earlier cut-off date for the ECB staff projections.
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inflation is expected to rebound by end 2024 mainly on account of three factors: upward base effects, the
unwinding of government energy compensation schemes and measures related to climate change. Subse-
quently, however, HICP energy inflation is expected to ease to around 0.5% in 2025 and 2026 in a context
characterised by modestly downward sloping energy commaodity futures prices. Food inflation is expected to
fall markedly in 2024, as the impact from earlier input cost increases will likely ease and stabilise at a some-
what slightly elevated level in 2025 and 2026. Similarly to headline inflation, HICP inflation excluding energy
and food is expected to decline further over the projection horizon albeit at a more measured pace than in
the recent past. Whereas pipeline pressures continue to decline, high labour cost pressures are expected to
gradually impact underlying inflation.

Compared to the December 2023 projections, HICP inflation has been revised downwards by 0.4 percent-
age point for 2024 and 0.1 percentage point for 2025 but was unrevised for 2026. The downward revision for
2024 largely reflects developments in energy prices. As regards 2026, upward revisions to energy inflation
offset downward revisions to food and HICP inflation excluding food and energy, resulting in an unrevised
headline inflation projection. Meanwhile, HICP inflation excluding food and energy was revised downwards
across the horizon. This mainly reflects indirect effects from lower energy prices as well as the weaker
growth outlook and lower growth in unit labour costs (ULCs).

ECB raises key interest rates further

The ECB’s Governing Council tightened further its monetary policy stance in 2023 amid heightened infla-
tionary pressures. Thus, the Council raised policy rates six times during the year, so that the interest
rates on the deposit facility, the MRO and the MLF ended 2023 at 4.00%, 4.50% and 4.75%, respectively,
compared to 2.00%, 2.50% and 2.75% at the end of 2022 (see Chart 1.3 and Box 1). The Council contin-
ued to follow a data-dependent approach in determining the appropriate level and duration of a restrictive
monetary policy.®

5 On 25 January 2024, the Governing Council kept the three key ECB interest rates unchanged. The Council expressed its determination
to ensure that inflation would return to its 2% medium-term target in a timely manner. The Council reiterated it would continue to follow a
data-dependent approach to determining the appropriate level and duration of restriction. Regarding refinancing operations, as banks were
repaying the amounts borrowed under the targeted longer-term refinancing operations (TLTRO Ill), the Governing Council would regularly
assess how these operations and their ongoing repayment were contributing to its monetary policy stance.
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BOX 1: CHRONOLOGY OF ECB MONETARY POLICY DECISIONS IN 2023

2 February

Against the background of persistently elevated inflationary pressures, the Governing Council of the
ECB decided to raise the three key interest rates further, by 50 basis points. Accordingly, the inter-
est rate on the deposit facility was raised to 2.50%, while the interest rates on the MROs and the
marginal lending facility were raised to 3.00% and 3.25%, respectively. In view of underlying inflation-
ary pressures, the Governing Council announced its intention to raise rates further in March 2023,
but reiterated that its future policy rate decisions would continue to be data-dependent and follow a
meeting-by-meeting approach.

The Governing Council also decided on the modalities for reducing the Eurosystem’s holdings of
securities under the APP. More specifically, the Governing Council restated that these holdings would
decline at an average monthly pace of €15 billion between March and the end of June 2023. The
subsequent pace of portfolio reduction will be determined over time.

As regards the PEPP, the Governing Council reiterated its intention to reinvest the principal payments
from maturing securities purchased under the programme until at least the end of 2024. The future
roll-off of the PEPP portfolio would be managed to avoid interference with the appropriate monetary
policy stance. Redemptions coming due in the PEPP portfolio were being reinvested flexibly, to coun-
ter risks of fragmentation in the monetary policy transmission mechanism.

As to refinancing operations, the Governing Council stated that since banks were repaying the
amounts borrowed under TLTRO lll, it would regularly assess how targeted lending operations were
contributing to its monetary policy stance.

The Governing Council reaffirmed that it stood ready to adjust all of its instruments within its mandate
to ensure that inflation returned to its 2% target over the medium term. It recalled that the Transmis-
sion Protection Instrument was available to ensure that the monetary policy stance was transmitted
smoothly across all euro area countries. This would allow the Governing Council to more effectively
deliver on its price stability mandate.

16 March

The Governing Council decided to raise the three policy interest rates by an additional 50 basis points
so that the interest rates on the deposit facility, the MROs and the marginal lending facility reached
3.00%, 3.50% and 3.75%, respectively.

In view of the recent emergence of market tensions triggered by bank failures in the United States,
the Governing Council stated that it was monitoring the situation closely and stood ready to respond
as necessary to preserve price stability and financial stability in the euro area.

4 May

In light of the ongoing high inflation pressures, the Governing Council decided to raise the three key
ECB interest rates by 25 basis points. Thus, the interest rates on the deposit facility, the MROs and
the marginal lending facility went up to 3.25%, 3.75% and 4.00%, respectively.

Regarding the APP portfolio, the Governing Council said that it expected to discontinue the reinvest-
ments as of July 2023.
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15 June

The Governing Council considered that although inflation was declining, it was projected to remain
too high for too long. Accordingly, the Governing Council decided to hike the three policy interest
rates by an additional 25 basis points. Hence, the interest rates on the deposit facility, the MROs and
the marginal lending facility were raised to 3.50%, 4.00% and 4.25%, respectively.

The rate increase reflected the Governing Council’s updated assessment of the inflation outlook, the
dynamics of underlying inflation, and the strength of monetary policy transmission.

The Governing Council observed that its past rate increases were being transmitted forcefully to
financing conditions and were gradually having an impact across the economy.

Regarding the APP, the Governing Council reiterated that it would discontinue reinvestments under
this programme as of July 2023.

27 July

The Governing Council decided to raise the three key ECB interest rates by 25 basis points. Thus,
the interest rates on the deposit facility, the MROs and the marginal lending facility reached 3.75%,
4.25% and 4.50%, respectively.

The Governing Council also decided to set the remuneration of minimum reserves at 0% with effect
from the beginning of the reserve maintenance period starting on 20 September 2023.

14 September

Although inflation continued to decline, it was still expected to remain too high for too long. Accord-
ingly, the Governing Council decided to hike the three policy interest rates by an additional 25 basis
points so that the interest rates on the deposit facility, the MROs and the marginal lending facility were
increased to 4.00%, 4.50% and 4.75%, respectively.

The Governing Council considered that the key ECB interest rates reached levels that, maintained
for a sufficiently long duration, would make a substantial contribution to the timely return of inflation
to the target.

26 October

The Governing Council decided to keep the three key ECB interest rates unchanged and stated that
its future decisions would ensure that policy rates would be set at sufficiently restrictive levels for as
long as necessary.

Inflation was still expected to stay too high for too long, and domestic price pressures remained
strong. Meanwhile, inflation fell notably in September, and most measures of underlying inflation had
continued to ease. The Governing Council’s past interest rate increases continued to be transmitted
forcefully into financing conditions. This was increasingly dampening credit demand and thereby
helping to push down inflation.

14 December

The Governing Council decided to keep the three key ECB interest rates unchanged. While inflation
had dropped in recent months, it was likely to pick up again temporarily in the near term. Although
underlying inflation had eased further, domestic price pressures remained elevated, primarily owing
to strong growth in ULCs.
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The Governing Council said that it would continue to follow a data-dependent approach in determin-
ing the appropriate level and duration of a restrictive monetary policy stance.

The Governing Council also announced further steps in the normalisation of the Eurosystem balance
sheet. It stated that it intended to continue to reinvest, in full, the principal payments from maturing
securities purchased under the PEPP during the first half of 2024. Over the second half of that year,
the PEPP portfolio was expected to decline by €7.5 billion per month on average. The Governing
Council intended to discontinue reinvestments under the PEPP at the end of 2024.
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Money market rates continue to rise

In the context of the ECB'’s further tightening of its monetary policy stance and indications that future deci-
sions on policy rates would continue to follow a data-dependent approach, money market rates in the euro
area rose further in 2023. Nevertheless, most rates increased at a slower pace when compared to 2022.
The euro short-term rate (ESTR) stood at 1.57%, on average, in December 2022 and continued to increase
consistently until October 2023, reflecting changes in the key ECB interest rates. Subsequently, it remained
largely unchanged, and averaged 3.90% in December.® It remained slightly below the interest rate on the
ECB'’s deposit facility throughout the year.

The three-month Euro Interbank Offered Rate (EURIBOR) averaged 2.07% in December 2022 and continued
to rise incrementally until November, when it reached 3.97%. Subsequently, it fell marginally and averaged
3.93% in December. The 12-month EURIBOR rose from 3.03% to 4.15% between December 2022 and July
2023. It declined towards the end of
the year, possibly because market
players considered that the interest
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8 The €STR is a reference rate based on money market data collected by the Eurosystem, reflecting the wholesale euro unsecured
overnight borrowing costs of banks located in the euro area.

7 The EURIBOR is an interest rate benchmark indicating the average rate at which principal European banks lend unsecured funds on
the interbank market in euro for a given period.

CENTRAL BANK OF MALTA Annual Report 2023
28




3.12%, respectively, in December. Slovak yields recorded the highest increase among the sovereign bonds
in the euro area, as they rose by 11 basis points to 3.31%. Most other euro-area government bond yields fell,
the most prominent of which being those on Cypriot, Greek and Italian bonds, which went down by 97 basis
points, 94 basis points and 44 basis points, averaging 3.23%, 3.28% and 3.82%, respectively, in December.

Consequently, spreads between yields on ten-year German bonds and those on similar bonds issued by
most other euro area sovereigns narrowed over the year (see Chart 1.6). By the end of 2023, spreads on
Cyprus and Greek bonds narrowed by nearly 100 basis points while those on Italian bonds declined by
46 basis points. The narrowing of spreads was more contained in Portugal and Ireland. By contrast, yield
spreads of Slovak sovereign bonds widened, as did those of French and Spanish bonds, albeit marginally.

The euro appreciates versus the US dollar but weakens against the British pound

The euro exchange rate appreciated in nominal effective terms during 2023, with the NEER-18 gaining 1.7%
from its end-2022 level.® This exceeded an appreciation of 0.2% in 2022. The increase in the external value
of the euro during 2023 mainly reflected the tightening of the monetary policy stance in the euro area and
indications that the ECB was not about to cut policy rates soon.

On a bilateral basis, the euro gained 3.6% against the US dollar in 2023, which contrasts with a 5.8% loss
recorded the previous year (see Chart 1.7). The euro appreciated further versus the US currency during
the first half of the year, peaking in July. This mainly occurred in the context of narrowing interest-rate dif-
ferentials between the euro area and the United States. Subsequently, however, the euro fell versus the US
currency mainly on indications of a global economic downturn and the strong economic growth prospects for
the United States relative to the weak outlook for the euro area. Nevertheless, in the later months of the year,
the single currency rebounded against the US dollar largely on the back of ongoing Fed rate cut expectations
as inflation pressures abated, positive risk appetite, and signs that the ECB would keep its tight monetary
policy stance for longer.

Over the year as a whole, the euro recorded gains against several other currencies, including the Japanese
yen, the Chinese renminbi, the Australian dollar, the Canadian dollar, the Swedish krona and, to a lesser

extent, the Romanian leu, the Czech koruna and the Danish krone.

By contrast, the euro fell by 2.0%

against the pound sterling in Chart 1.7
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forint, and the Swiss franc.

8 The nominal effective exchange rate (NEER) is based on the weighted averages of the euro exchange rate against the currencies of
Australia, Bulgaria, Canada, China, Czech Republic, Denmark, Hong Kong, Hungary, Japan, Norway, Poland, Romania, Singapore, South
Korea, Sweden, Switzerland, the United Kingdom and the United States.
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Commodities

Commodity prices end the year lower

At the beginning of 2023, oil prices continued to follow a downward path, as supply increased markedly
whereas global demand remained muted. This dynamic was reinforced in the second quarter, as low
demand, especially in advanced economies, outpaced supply cuts from some OPEC+ countries. Subse-
quently, however, oil prices rebounded, reflecting an upswing in demand and a marked reduction in supply
particularly by OPEC+ countries. Nevertheless, oil prices resumed their declining trend in the later months
of the year as an increase in nhon-OPEC+ supply coincided with slowing growth in global oil demand. The
announcement that OPEC+ output cuts would be extended into the first quarter of 2024 failed to halt the
decline in oil prices. The price of Brent crude oil ended 2023 at USD 77.9 per barrel, 3.8% below the level
prevailing at the end of 2022 (see Chart 1.8).

The price of European natural gas started 2023 on a marked downward trend, which continued almost
uninterruptedly until around mid-year. A milder-than-normal winter, gas savings measures, a reinforced
shift towards liquefied natural gas imports and healthy inventory levels in the European Union exerted
downward pressure on the price of European natural gas. Following some fluctuations, reflecting high vola-
tility amid supply disruptions and
broadly flat demand, the price of

European natural gas resumed Chart 1.8
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2. MONETARY AND FINANCIAL DEVELOPMENTS

According to the Bank’s Financial Conditions Index (FCI), in 2023 financing conditions were tight from a
historical perspective, but the degree of tightness diminished when compared to 2022.

The total assets of domestic monetary financial institutions (MFIs) in Malta rose during 2023, driven by an
expansion in the assets belonging to the core domestic banks. Meanwhile, Maltese residents’ deposits con-
tinued to expand, albeit at a more moderate pace when compared to 2022, amid a shift away from overnight
deposits to longer-term maturities. This likely reflects the more attractive terms on fixed deposit accounts
offered by certain credit institutions in response to the recent monetary policy tightening. Meanwhile, credit
to residents also rose at a slower pace, largely reflecting a contraction in MFI holdings of Treasury bills. By
contrast, credit to the private sector rose at a faster pace, in line with faster growth in lending to non-financial
corporations (NFCs). Although still strong, growth in loans to households moderated compared to 2022,
reflecting slower growth in loans for house purchases. By contrast, consumer credit and other lending to
households rose at a faster pace.

The outstanding amount of corporate debt and equity increased at a more moderate pace compared to 2022.

Interest rates on outstanding deposits to Maltese residents increased during the year. Interest rates on out-
standing loans also increased, reflecting higher rates charged to NFCs. As lending rates on outstanding vol-
umes rose faster than deposit rates, the spread between the two widened, and remained at elevated levels.

Interest rate data on new business, however, show a narrowing in the spread between the deposit and the
lending rate — although remuneration on new deposits increased, the lending rate on new loans declined.

In the primary money market, domestic yields rose during 2023. On the other hand, yields on five-year and
ten-year Maltese government bonds declined, mirroring a similar movement in the corresponding euro area
yields. In the equity market, after having fallen in the previous three years, the Malta Stock Exchange (MSE)
Equity Price Index closed the year above the level registered at the end of December 2022.

Financial conditions

FClI indicates less tight conditions
The Bank monitors domestic financial conditions through a summary measure which combines a number of
domestic and international financial variables that influence economic activity.*

Financial conditions for the period January to September 2023 were tight from a historical perspective.
Although the degree of tightness decreased when compared with 2022, it remained more significant than
that prevailing during the pandemic. The improvement relative to 2022 mainly reflected a smaller tightening
effect from foreign factors (see Chart 2.1).

The smaller tightening effect attributed to foreign factors reflected a smaller negative contribution from euro
area stock prices during 2023, and a sharp decline in financial market uncertainty.

* The analysis in this section is based on the Bank’s FCI, as described in Micallef, B., and Borg, I., “A Financial Conditions Index for the
Maltese Economy”, in Grech, A.G., & Zerafa, S. (eds.), Challenges and Opportunities of Sustainable Economic Growth: the case of Malta,
Central Bank of Malta, 2017, and later updated in the Central Bank of Malta — Annual Report 2017.
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a year earlier (see Chart 2.2), as
GDP outpaced assets by a sig-
nificant margin. Meanwhile, assets
pertaining to non-core domestic banks rose by €176.0 million, or 5.2%. The assets of the Central Bank of
Malta also increased during the year, adding €279.0 million or 2.6%.2

Sources: Central Bank of Malta; NSO.

On the other hand, assets pertaining to international banks contracted by €165.9 million, or 1.6%.

Residents’ deposits expand at a slower pace

Total deposits held by residents with MFIs in Malta rose by 1.7% during 2023, reaching €23,757.7 million by
the end of the year (see Table 2.1). Growth in total deposits slowed down compared to 2022, when it reached
3.0%. Monetary policy tightening contributed to a shift in behaviour, as deposits with agreed maturity up to
two years and deposits outside M3 increased, while deposits redeemable at three months or less and over-
night deposits decreased.

Although overnight deposits remained the dominant category of deposits for residents during 2023, these
contracted by 0.2% over the 12 months to December, compared with an 8.0% increase a year earlier. As

2 The core domestic banks in Malta are APS Bank Limited, Bank of Valletta plc, BNF Bank plc, HSBC Bank Malta plc, Lombard Bank
Malta plc, and MeDirect Bank (Malta) plc.

3 Data on the banking sector’s assets in this chapter may differ from those reported in the financial statements, due to methodological
differences.
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Table 2.1
DEPOSITS OF MALTESE RESIDENTS

Annual perentage changes; EUR millions

2021 2022 2023
Dec. Dec. Dec. Amognt Absolute
outstanding change
Overnight deposits 12.3 8.0 -0.2 20,372.6 -49,740
of which
Households 12.8 12.4 1.8 14,268.1 246,572
Non-financial corporations 11.2 8.0 -5.0 4,474.6 -236,706
Deposits redeemable at notice up to three months 59.9 -38.7 -26.0 86.3  -30,315
of which
Households 14.7 5.4 -98.6 0.6 -41,035
Non-financial corporations 67.3 -59.5 30.4 61.1 14,241
Deposits with agreed maturity up to two years -4.3 -24.7 25.7 2,290.2 467,752
of which
Households -6.2 -27.6 34.0 1,814.1 460,445
Non-financial corporations -12.8 -3.4 23.1 234.7 44,076
Deposits outside M3® -13.9 -14.4 0.8 1,008.7 7,834
of which
Households -12.7 -9.6 -4.5 899.6  -42,103
Non-financial corporations -1.1 -34.5 -2.8 33.8 -959
Total residents deposits(z) 8.8 3.0 1.7 23,757.7 395,531

Source: Central Bank of Malta.

@ peposits outside M3 include deposits redeemable at notice of more than three months and deposits with an agreed
maturity of over two years.

@ Total residents deposits exclude deposits belonging to Central Government.

a result, by the end of 2023, the share of overnight deposits in total deposits edged down to 85.8%, from
87.4% in December 2022 (see Chart 2.3). The latest contraction in this deposit category reflected a sharp
decline in balances held by NFCs and financial intermediaries. By contrast overnight deposits belonging to
households increased.

In contrast, time deposits with a
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9.6% from 7.8% in December 2022.
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Additionally, deposits classified outside M3 rose by 0.8% when compared with their end-2022 level. This
contrasts with a decline of 14.4% in the previous year and marks the first increase since the start of 2020.
Overall, however, their share in total deposits edged down to 4.2% at the end of 2023. At the same time, the
share of deposits redeemable at notice of up to three months decreased marginally to 0.4%.

Credit to residents expands at a slower rate
Credit to residents of Malta expanded during 2023, albeit at a slower pace compared to 2022. It reached
€19,396.2 million by the end of the year (see Table 2.2). This signifies an increase of €1,025.9 million, or

5.6%, and follows a 7.5% increase in 2022.

The latest expansion was driven by developments in credit to residents outside general government, which
increased by €1,091.4 million, or 8.0% (see Chart 2.4). Growth in this component exceeded that of 7.8%

a year earlier. Meanwhile, credit
to general government fell by
€65.5 million, or 1.4%, following
an increase of 7.0% in 2022. The
decline in this component reflects
a sharp decrease in net issues of
Treasury Bills during the year.

The acceleration in credit to resi-
dents outside general government
was driven by a smaller contraction
in MFI holdings of securities issued
by the private sector, as well as
faster growth in loans to NFCs. The
latter rose by 8.8% in 2023, follow-
ing a 6.7% increase in 2022. At the
same time, lending to households

Chart 2.4

CONTRIBUTIONS TO GROWTH IN CREDIT TO MALTESE RESIDENTS
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Table 2.2
MFI CREDIT TO MALTESE RESIDENTS
Annual percentage changes; EUR millions
2021 2022 2023
Dec. Dec. Dec. Amount Absolute
outstanding change
Credit to general government 16.1 7.0 -1.4 4,735.6 -65.5
Credit to residents outside general government 5.9 7.8 8.0 14,660.6 1,091.4

Securities & equity 11.2 5.7 -4.6 309.0 -14.8

Loans 5.7 8.1 8.4 14,351.6 1,106.2

of which:

Loans to households 9.6 10.1 8.2 8,353.4 633.4
Mortgages 10.9 10.4 7.8 7,697.2 556.1
Consumer credit -4.1 50.2 22.6 446.5 82.2
Other lending -4.2 -27.8 -2.3 209.6 -5.0

Loans to NFCs® 0.3 6.7 8.8 4,986.3 403.5

Total credit to residents 8.4 7.5 5.6 19,396.2 1,025.9

Source: Central Bank of Malta.

M NFCs include sole proprietors and non-profit institutions serving households (NPISH).
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Faster growth in loans to NFCs
reflected a strong increase in lend-
ing to public sector NFCs, which
offset slower growth in credit to pri-
vate sector NFCs.

Loans to households grew at a
slower pace, reflecting weaker
dynamics in lending for house pur-
chases (see Chart 2.5). Indeed,
mortgage lending grew by 7.8%
during 2023, compared with a
10.4% increase in 2022. Consumer
credit also rose at slower pace. It
increased by 22.6%, after a 50.2%
increase in 2022. Meanwhile, ‘other
lending’ to households decreased
at a slower pace.

A sectoral breakdown of loans to
NFCs suggests that growth in the
year to December was driven by
a strong increase in the construc-
tion sector, followed by the pro-
fessional, scientific, and technical
activities sector, which is classi-
fied under the other component of
Chart 2.6. Banks also expanded
their loans to the sector compris-
ing transportation, storage, and
information and communication
activities as well as the real estate
sector. Smaller increases were
recorded in lending to the energy
sector, as well as the trades and
repair sector. By contrast, loans to
the manufacturing sector, and the
accommodation and food services
sector, declined.

Supplementary data suggest that
corporate issuance of bonds and
stocks continued to increase. By
the end of 2023, €2,076.5 million
in corporate debt was outstand-
ing on the MSE, 7.6% higher than
the amount listed 12 months ear-
lier (see Chart 2.7). The increase
was broadly equally spread across
non-bank financial institutions and
NFCs. However, around 65% of the
outstanding stock was issued by
financial entities other than credit
institutions.

CENTRAL BANK OF MALTA

Chart 2.5
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Chart 2.6

LOANS TO NFCs BY SECTOR
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Chart 2.7
OUTSTANDING SECURITIES OF NFCs AND FCs LISTED ON MSE

(EUR millions outstanding as at end-period)
5,600
5,200
4,800
4,400
4,000
3,600
3,200
2,800
2,400
2,000
1,600
1,200
800
400
0 NN

Q1 Q3 Q1 Q3 QL Q3 Q1 Q3 Q1 Q3 Q1 Q3
2018 2019 2020 2021 2022 2023
= FC Bonds “NFC Bonds u FC Equities “ NFC Equities

Sources: MSE; Central Bank of Malta estimates.

Annual Report 2023

35



Meanwhile, the outstanding amount of equity listed on the MSE increased by 6.1% in annual terms, to
€3,306.6 million. Around three-fourths of this volume was issued by NFCs, with FCs playing a second-
ary role. The largest equity issues were in companies within the retail and information technology sectors.
Overall, the amount of listed equity outstanding at the end of 2023 exceeded that of bonds by around 59%.4

Interest rates increase

Interest rates on residents’ deposits with MFIs in Malta increased in 2023, with the weighted average deposit
rate offered to households and NFCs on outstanding balances going up by 15 basis points to 0.31% by
the end of the year (see Table 2.3).°> This was mainly driven by higher rates on time deposits belonging to
NFCs, although the remuneration on balances held by households also increased. The increase in residents’
deposits reflects the lagged response to the policy rate tightening by the ECB.

At the same time, the weighted average lending rate paid by households and NFCs to resident MFIs on out-
standing loans increased by 26 basis points, reaching 3.58%. This increase was driven by higher rates paid
by NFCs, which rose further above those charged to households, reflecting differences in credit risk. By con-
trast, rates charged to households remained broadly stable at 2.85%. Mortgage rates edged up by 1 basis
points to 2.69%, while rates on consumer credit and other lending decreased by 28 basis points to 4.26%.

The spread between the weighted average lending rate and the deposit rate closed the year under review at
328 basis points, above the 316 basis points recorded at the end of 2022.

Table 2.3
INTEREST RATES ON DEPOSITS AND LOANS

Percentages per annum to residents of Malta; weighted average rates as at end of period

2020 2021 2022 2023
Dec. Dec. Dec. Mar. June Sep. Dec.
Total deposits™ 021 016 015 | 019 024 027 031
of which
Overnight deposits
Households 0.02 0.02 0.02 0.03 0.04 0.05 0.04
NFCs 0.01 0.01 0.03 0.07 0.07 0.07 0.10
Time deposits (less than two years)
Households 0.57 0.51 0.72 0.95 1.32 1.58 1.79
NFCs 0.62 0.49 0.74 0.95 1.15 1.58 1.85
Time deposits (more than two years)
Households 1.87 1.78 1.73 1.73 1.76 1.77 1.79
NFCs 1.39 1.12 1.60 1.49 1.26 1.38 3.06
Total loans™ 336 323 332 | 341 359 361 358
of which
Households and NPISH 3.21 3.01 2.87 2.84 2.91 2.87 2.85
Lending for house purchases 2.98 2.80 2.67 2.65 2.72 2.69 2.69
Consumer credit and other lending 4.78 4.67 4.54 4.50 4.52 4.43 4.26
NFCs 3.61 3.63 4.16 4.45 4.87 4.98 4.95
Spread® 315 306 316 | 322 335 334 328

Source: Central Bank of Malta.

@ Annualised agreed rates on outstanding euro-denominated amounts belonging to households (incl. NPISH) and
NFCs.

@ Difference between composite lending rate and composite deposit rate.

4 Apart from the official MSE platform, small and medium-sized enterprises (SMEs) can also obtain finance through the specifically-
geared platform — Prospects.
5 Basis points are rounded to the nearest whole number.
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During the year to December 2023, the weighted average deposit rate offered on new balances held by
households and NFCs in Malta increased by 111 basis points, to 2.41%. Meanwhile, the weighted average
lending rate paid by households and NFCs to resident MFIs fell by 54 basis points, to 3.02%. This decline
was visible in both lending rates for households and NFCs. In the case of households, it was driven by lower
rates for consumer credit and mortgages. By contrast, borrowing rates on ‘other lending’ increased. As a
result, the spread between the weighted average lending rate and the deposit rate closed the year under
review at 61 basis points, well below the 226 basis points recorded at the end of 2022.

Liquidity support measures

By the end of December 2023, 542 facilities were approved under the Malta Development Bank (MDB)
COVID-19 Guarantee Scheme (CGS) launched in 2020. These facilities covered total sanctioned lending of
€410.2 million (see Table 2.4).6

In value terms, the sector comprising wholesale and retail activities had the largest cumulative number of
facilities benefiting from the scheme. Between April 2020 and December 2023, 146 facilities were approved
in this sector, with a sanctioned value of €73.5 million. This was followed by accommodation and food ser-
vices activities, with 124 facilities and a sanctioned amount of €95.0 million.

The value of disbursed loans that were still outstanding by the end of 2023 stood at €228.8 million. Conse-
quently, by end-2023, around 56% of the value of loans sanctioned since 2020 was still outstanding. Almost
all these loans will mature in the next four years.

In 2022, the MDB launched additional support measures in response to the war in Ukraine and high inflation.
These schemes closed in December 2023.

Table 2.4
MDB CGS
Cumulative amounts for the period April 2020 — December 2023

Total number Sanctioned

of facilities™ amount®

Manufacturing 52 18.1
Construction 27 34.8
Wholesale and retail trade; repair of motor vehicles and 146 735
motor cycles
Transportation and storage and information and
communication 35 40.6
Accommodation and food service activities 124 95.0
Professional, scientific and technical activities 33 20.0
Administrative and support service activities 34 121
Real estate 11 4.8
Other®® 80 111.3
Total 542 410.2

Source: MDB.
® The number of facilities taken by various sectors.
@ The total number of loans sanctioned under the scheme as at end month, in EUR millions.

® Includes loans to education, health and social work, financial and insurance activities, arts, entertainment and
recreation and other services activities, activities of households, electricity, gas & water supply sector and agriculture,
forestry and fishing, and public administration and defence.

6 The MDB CGS provided guarantees to commercial banks with the aim of enhancing access to new working capital loans for businesses.
The scheme received applications until 30 June 2022. For further details see https://www.mdb.org.mt/past-schemes/covid-19-guarantee-
facilities/covid-19-guarantee-scheme-cgs/.
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By end-year, three facilities had been approved under the Subsidised Loan Scheme (SLS), for a total value
of €14.2 million.” The outstanding level of disbursements in terms of this scheme stood at €2.9 million. These
facilities are expected to be fully repaid by May 2024. Moreover, a total of €24.5 million was approved and
disbursed under the Liquidity Support Guarantee Scheme (LSGS).®

Bank Lending Survey indicates broadly unchanged credit standards

Results from the Bank Lending Survey (BLS) show that credit standards, and credit terms and conditions
on loans to NFCs in Malta remained unchanged in 2023. In the first quarter of the year, all surveyed banks
reported stable demand compared to last quarter of 2022. However, by the end of 2023, only half of the
respondents said that demand had remained unchanged, with mixed views reported by the remaining banks.

Credit standards for house purchases were mostly unchanged, while those for consumer credit and other
lending were unchanged throughout the year. While some tightening in terms and conditions for these credit
categories was reported at the start of 2023, these remained unchanged during the rest of the year. Demand
for mortgages and consumer credit and other lending was generally unchanged, although selected banks
did report some changes in certain components of credit standards.

In response to an ad hoc question on changes in banks’ access to wholesale and retail funding as a result
of the prevailing situation in financial markets, the majority of banks reported throughout the year no impacts
as regards access to interbank unsecured money markets, debt securities and securitisation. Generally, the
ability to transfer risks off balance sheet was also unaffected. However, some isolated tightening effects were
reported in terms of access to retail deposit funding.

Participating banks claimed that their non-performing loan ratio had not affected their credit standards, and
credit terms and conditions during 2023.

Respondent banks were also asked whether the ECB’s monetary asset portfolio led to a change in their
assets or affected their bank’s cost of funds and balance sheet constraints. All surveyed banks reported no
changes. Moreover, the majority of banks reported no changes in their capital position. With regards to the
effects on profitability, some of the banks reported an improvement in profitability. Most of the participating
banks reported no changes in credit standards, terms and conditions, and lending volumes, as a result of
the ECB’s monetary policy portfolio.

Participating banks were asked to gauge the impact of the Eurosystem’s third series of TLTROSs. All respon-
dents reported no impact on their bank’s financial situation, lending policy and lending volumes. Banks were
asked whether the ECB'’s key interest rates decisions (both those already taken and those expected) led to
a change in their profitability. In this regard, the majority of banks reported an increase in their overall profit-
ability owing to higher interest income, while a broadly neutral impact was reported in terms of non-interest
income.

Respondent banks were also asked to state how their credit standards, terms and conditions on new loans,
and the demand for loans had changed across different economic sectors. Generally, respondent banks
reported no change in credit standards and the terms and conditions during the year. Replies regarding the
demand for loans were more mixed across participating banks and sectors.

Banks were asked whether climate-related risks and measures to cope with it led to changes in the bank’s
credit standards, terms and conditions, and demand for loans to enterprises. All banks said that there were
no changes to their credit standards.® As regards credit terms and conditions, half of the banks reported no

7 The SLS provides temporary urgent liquidity support, backed by government guarantees, to importers and wholesalers of grains and
animal feed, thereby ensuring the security of supply of such products.

8  This LSGS consists of two measures: LSGS-A provides bank financing support to all undertakings affected by the extraordinary circum-
stances caused by the war in Ukraine, while LSGS-B is specific to fuel and oil importers. A total portfolio of €100 million and €50 million in
working capital loans are available under LSGS-A and LSGS-B, respectively. Government guarantees cover 90% of each working capital
loan under LSGS-A and 80% under LSGS-B.

9 The BLS uses the following terms: “Green firms” — Firms that do not contribute or contribute little to climate change; “Firms in transi-
tion” — Firms that contribute to climate change, which are making considerable progress in the transition; “Brown firms” — Firms that highly
contribute to climate change, which have not yet started or have so far made only little progress in the transition.
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changes while the other half experienced some easing for non-brown sectors. Turning to demand for loans,
half of the banks said that due to climate change, the demand for loans by green firms, brown firms, and also
by firms in transition had increased. The remaining half said that they experienced no such changes. Half of
the banks said that fixed investment and corporate restructuring related to climate change had brought about
an increase in demand for loans, as did fiscal support.

In the last quarter of the year, banks were also asked to gauge the impact of recent regulatory or supervisory
action on banks’ assets, risk-weighted assets, capital, and funding conditions as well as on their lending
standards and margins. The majority of surveyed banks reported no changes in their total assets and risk
weighted assets while half of the surveyed banks saw an increase in their capital stock. Moreover, all banks
said that there were no changes relating to funding conditions, credit standards, and credit margins as a
result of the regulatory or supervisory requirements. When asked whether the change in banks’ excess
liquidity held with the Eurosystem had led to a change in their bank’s lending conditions and loan volumes,
all banks reported no changes.

The money market
In the domestic primary market, the yield on three-month Treasury bills rose to 3.58% at the end of 2023,
from 2.23%, 12 months earlier.

In total, the Treasury issued €2,202.6 million worth of bills in 2023, which is lower than the amount of
€2,511.2 million issued in 2022. The majority of bills issued had a maturity of three months, followed by those
with a maturity of six months. Together they made up over 94% of all bills issued. The value of Treasury bills
issued in 2023 was lower than that of maturing bills, which stood at €2,377.7 million.

The capital market
In the capital market, total issues of long-term debt by the Government and the private sector increased
to €1,791.8 in 2023, up from €1,481.3 million in 2022 (see Table 2.5). Taking into account the amount

Table 2.5
ISSUES OF LONG-TERM DEBT SECURITIES®Y

EUR millions @

2019 2020 2021 2022 2023
Government
Total issues® 350.0 1,335.0 1,455.2 1,044.7 1,394.2
Redemptions & roll-overs®® 4222 461.1 458.8 3746 355.8
Net issues -72.2 873.9 996.4 670.1 1,038.4
Corporate sector
Total issues 377.6 176.0 242.2 436.6 397.6
Redemptions, roll-overs & buybacks®® 167.9 162.0 49.7 161.1  140.9
Net issues 209.7 14.0 192.5 2755 256.7
Total net issues 137.5 887.9 1,188.9 945.6 1,295.1

Sources: Central Bank of Malta; MSE; Treasury.

@ Banks, non-MFIs and public NFCs are included with corporate issuers. Long-term securities are those with an
original term to maturity exceeding one year, and include preference shares.

@ Amounts denominated in foreign currency are converted to euro according to the exchange rate prevailing on the
day of transactions.

® pata exclude MGSs that were issued directly to the Foundation for Church Schools.
@ Redemptions exclude the redemption of MGSs that were issued directly to the Foundation for Church Schools.

® Roll-overs refer to the reinvesting of funds from a maturing security into a new issue of the same or a similar
security. They are therefore deducted from new issues.

© Buy-backs, which consist of the purchase of corporate bonds by the issuing company are also deducted from new
issues.
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of redemptions, roll-overs and buybacks made over the year, positive net issues of long-term debt were
recorded in 2023. These stood at €1,295.1 million, mostly consisting of net issuances of Malta Government
Stocks (MGS), as against €945.6 million in 2022.

New issues of MGS exceed redemptions

In 2023, the Government issued €1,394.2 million in long-term debt and redeemed €355.8 million, such that
net issues for the year were positive for the fourth consecutive year (see Table 2.5). The Treasury tapped
the bond market four times in 2023, through nine individual issues spread across households and wholesale
investors. These issues had maturity dates ranging from three to 20 years.

The amount of outstanding MGS increased to €8,344.4 million at the end of 2023, of which 81.5% was held
domestically and 18.5% was held by non-residents (see Chart 2.8). Resident credit institutions held 51.1%
of outstanding MGS, compared to 51.9% in 2022. The share of MGS held by resident households increased
to a four-year high of 16.5% from 13.1% in 2022.

Secondary market turnover of MGS
rose during 2023. It stood at €132.4
million compared with €108.4 mil-

lion a year earlier. Chart 2.8

OUTSTANDING MGS BY INVESTOR BASE®
(percentages)

Secondary market yields on 60
domestic MGS ended 2023 at a
lower level compared with a year
earlier. The five-year and ten-year
yields fell by 56 and 78 basis points
respectively, to 2.95% and 3.13%
at end-December (see Chart 2.9).
Meanwhile, in the euro area, the
benchmark five-year yield declined
by 19 basis points compared with
its end-2022 level and ended the

Resident credit Resident Resident Other residents  Non-residents
year at 2.57%. The euro area ten- institutions households insurance
o : ] ) companies
year yield fell by 13 basis points mDec.2018 mWDec.2019 = Dec.2020 ©Dec.2021 = Dec.2022 ®Dec. 2023
to 2.87%. As euro area y|e|ds fe” Sources: Central Bank of Malta; MSE.

@ Incorporates both fixed-rate and floating-rate MGS.
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By the end of 2023, 21 firms had listed bonds through Prospects, an unchanged number compared with

end-2022.1°

Turnover in the secondary corporate bond market declined marginally during 2023. It stood at €99.6 mil-

lion, down from €99.9 million in the
previous year.

MSE index increases

In 2023, turnover in the equity mar-
ket increased to €58.0 million, from
€32.0 million, a year earlier. After
having declined in the previous
three years, the MSE Equity Price
Index rose by 11.4% during 2023
and ended the year at 3959.4 (see
Chart 2.10).

Meanwhile, the MSE Equity Total
Return Index, which accounts for
changes in equity prices and divi-
dends, was 14.5% higher than its
level at end-December 2022.

Chart 2.10
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10 Prospects is a multi-lateral trading facility operated by the MSE with the aim of facilitating access to capital markets for SMEs.
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3. OUTPUT AND EMPLOYMENT

The Bank’s Business Conditions Index (BCI) stood slightly above its long-term average, estimated since 2000.

Real GDP growth moderated to 5.6% in 2023, following an increase of 8.1% a year earlier. The expansion in
economic activity was driven by net exports. By contrast, domestic demand contributed negatively to growth,
as a negative base effect in private investment offset growth in household and government consumption.
Real gross value added (GVA) data show that the increase in real GDP was largely driven by the services
sector. The largest gain within the services sector stemmed from the sector comprising professional, scien-
tific, administrative, and related activities.

Labour Force Survey (LFS) data for the first three quarters of 2023 show that employment continued to
increase, and it did so at a faster pace when compared with the same period of 2022.* The number of foreign
workers also rose and increased at a faster rate than that of the previous year.

The unemployment rate remained low from a historical perspective and was less than half of that reported
for the euro area. It was also lower than the Bank’s estimate of structural unemployment.

Administrative data show that in 2023, the average number of registered unemployed persons fell by
30, to 968 persons. Meanwhile the job vacancy rate reached 2.7% during the first three quarters of the
year, marginally above the rate
of 2.6% recorded a year earlier.
Another indicator of labour tight-

ness, which is the ratio of the job Chart 3.1
vacancy rate to the unemployment CYCLICAL POSITION OF THE MALTESE ECONOMY
R . (annual percentage change; percentage of potential output; percentage points)
rate, also increased and remained 1
at elevated levels from a historical 12 A~
perspective. 10 /AN
. /
Potential output and j
Business Conditions Index )
0

Malta’s output gap narrows? -2 N/
The Central Bank of Malta esti- 4 \. /

. . 6 v
mates that in 2023, potential out- . \/
put growth remained unchanged 10
at 7.3% (see Chart 3.1). As GDP 2018 2019 2020 2021 2022 2023

Total factor productivity Capital

gl’OWth mOderated’ the OUtpUt gap == | abour —Potential output growth
narrowed to 0.7%, from 2.3% in —Real GDP growth Output gap (% of potential output)
2022 A|thOUgh to a |esser extent Sources: NSO; Central Bank of Malta estimates.

* LFS data in this report do not take into account NSO News Release 044/2024 which was published on 8 March 2024. https://nso.gov.
mt/labour-force-survey-reweighting-based-on-2021-census-q1-2018-q3-2023/.

2 Potential output measures the medium-to-long-term level of real output which is sustainable in an economy. The estimates presented
here are derived using a production function approach. For further details on the methodology adopted see Micallef, B., and Ellul, R. (2017),
“Medium-term Estimates of Potential Output Growth in Malta”, in Grech, A. G., and Zerafa, S. (Eds.), Challenges and Opportunities of
Sustainable Economic Growth: the Case of Malta, Central Bank of Malta.
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than the year before, this implies that there is still some degree of overutilization of the economy’s produc-
tive capacity.®

The main contributor to potential output growth in 2023 was labour which continued to be characterised
by significant inflows of migrant workers and, to a lesser extent, further increases in the participation rate.
Although the contribution of labour edged down, it continued to account for more than half of potential output
growth. The contribution of total factor productivity eased from the previous year’s high, while that of capital
increased in line with recent dynamics in investment.

BCI close to its long-term average*

The Bank’s BCI continued to move closer to its long-run average measure of economic growth. The
index averaged 0.5 during 2023,

compared with 0.7 in 2022 (see

Chart 3.2). The decrease in the SE?” 3.2
index mainly mirrors a decline (standardised)
in the issuance of development 3.0
permits for residential buildings. 25
At the same time, growth in both 20
. . 15
inbound tourism and GDP eased, 10
despite remaining above their 05 J . ,,,,,,,,,,,,,,
respective long-term average, and 0.0 — I
thus still contributing to an above 05
average BCI. 10
-15
. . -2.0
This offset faster growth in tax rev- 25
enues, industrial production and 2018 2019 2020 2021 2022 2023
the economic Sentiment indicator == BC| —Upper and lower confidence levels
. . Source: Central Bank of Malta.
(ESI) (desplte these variables also The red lines in the Chart represent the range enclosing one standard deviation on either side of the
. . BCI's long-run value. Repeated readings below the lower band signal that ecomic activity is
Outperformlng their |0ng-term aver- significantly below normal economic activity. Readings above the upper band indicate that activity is

signficantly above normal levels.

age), and lower unemployment.
GDP and industrial production

Real GDP growth driven by net exports

Economic activity in Malta continued to register robust growth, albeit at a more moderate one than that
of 2022. Real GDP rose by 5.6%, after increasing by 8.1% a year earlier.®> Growth in 2023 reflects a large
positive contribution from net exports, which offset a negative contribution from domestic demand (see
Table 3.1).

Domestic demand rose by 0.2% during the year under review, following a 13.6% increase in 2022, with the
slowdown largely driven by a sharp decline in GFCF. This, in turn, mostly reflected a correction in import-
intensive investment in the aviation sector from the high level recorded in the previous year. Overall, domes-
tic demand shed 1.7 percentage points from GDP growth in the year under review.

Private consumption rose by 7.7%, following a 10.9% increase in 2022, and added 3.2 percentage points
to GDP growth. Data on the Classification of Individual Consumption by Purpose (COICOP) show that the

3 The output gap may be viewed as a gauge of over- or underutilisation of the productive capacity of the economy over the business cycle.
A positive gap signals over-utilisation of resources, whereas a negative one indicates underutilised resources.

4 The BCl is a synthetic indicator, which includes information from a number of economic variables such as the term-structure of interest
rates, industrial production, an indicator for the services sector, economic sentiment, tax revenues and private sector credit. By construc-
tion, it has an average value of zero over the estimation period since 2000. A full time series can be found at https://www.centralbankmalta.
org/business-conditions-index. For further details on the methodology underlying the BCI, see Ellul, R., (2016), “A real-time measure of
business conditions in Malta,” Working Paper 05/2016.

5 The analysis of GDP in this Chapter is based on data published in News Release 039/2024 published on 28 February 2024.
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Table 3.1
GROSS DOMESTIC PRODUCT®

2018 2019 2020 2021 2022 2023
Annual percentage changes

Private final consumption expenditure 9.6 4.3 -10.7 8.2 10.9 7.7
Government final consumption expenditure 11.3 13.4 14.8 6.8 1.9 3.3
GFCF 3.9 10.3 -6.0 14.2 314 222
Domestic demand 8.2 8.0 -3.7 8.7 13.6 0.2
Exports of goods and services 8.4 9.7 -1.8 7.6 8.6 8.7
Imports of goods and services 9.1 10.5 15 51 11.7 4.6
GDP 7.4 7.1 -8.2 12.5 8.1 5.6
Percentage point contributions
Private final consumption expenditure 4.4 2.0 -4.8 35 4.5 3.2
Government final consumption expenditure 1.6 2.1 24 1.4 0.4 0.6
GFCF 0.8 2.0 -1.2 2.8 6.4 -5.6
Changes in inventories -0.1 0.4 0.5 -0.3 -0.1 0.0
Domestic demand 6.7 6.5 -3.0 7.4 11.2 -1.7
Exports of goods and services 13.4 15.6 -3.0 13.2 14.2 14.4
Imports of goods and services -12.6 -14.9 -2.2 -8.1 -17.4 -71
Net exports 0.8 0.6 -5.2 5.1 -3.1 7.3
GDP 7.4 7.1 -8.2 12.5 8.1 5.6

Sources: NSO; Central Bank of Malta calculations.
@ Chain-linked volumes, reference year 2015.

rise in private consumption was broad-based across most expenditure categories. The strongest increase
in absolute terms was recorded in spending on miscellaneous goods and services, which includes expen-
diture on personal care, insurance, and financial services among others. This was followed by higher
spending on restaurants and hotels, transport, as well as recreation and culture. Expenditure on these
items benefitted from the continued strong growth in tourism activity. On the other hand, spending on
housing, water, electricity, gas and other fuels contracted significantly. Smaller declines were also reported
in spending on furnishings, household equipment and routine household maintenance, and on food and
non-alcoholic beverages.

In the national accounts, private consumption data by COICOP category are based on the domestic concept,
and thus include the expenditure of non-residents in Malta. Given that tourist arrivals exceeded the previous
year’s levels, certain COICOP categories of expenditure were affected by a strong increase in non-residents’
expenditure in Malta. Nevertheless, the remaining component of domestic consumption — the expenditure of
residents of Malta — also rose on a year earlier. Meanwhile, the expenditure of Maltese residents abroad was
over a third above its year-ago level, partly reflecting an increase in trips over the same period.

In 2023, government consumption grew by 3.3%, above the 1.9% recorded in 2022. This acceleration is
due to higher growth in spending on intermediate consumption and compensation of employees. Overall,
government consumption added 0.6 percentage point to annual GDP growth.

Following an increase of 31.4% in 2022, GFCF contracted sharply by 22.2% in 2023, shedding 5.6 per-
centage points from GDP growth. The most significant decrease was recorded in expenditure on transport
equipment, reflecting a decrease in registrations of aircraft from the very high level recorded a year earlier.
Investment in other buildings and dwellings also declined. On the other hand, investment in intellectual prop-
erty increased, while investment in cultivated biological resources remained broadly stable.
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Table 3.2

IMPORT-ADJUSTED CONTRIBUTIONS TO GDP GROWTH®
2018 2019 2020 2021 2022 2023

Percentage point contributions

Private final consumption expenditure 2.3 0.9 -35 25 2.4 1.9
Government final consumption expenditure 1.3 1.7 1.8 1.3 0.3 0.5
GFCF 0.2 0.5 -1.0 1.3 2.0 -1.8
Changes in inventories 0.0 0.2 0.3 -0.2 -0.1 0.0
Domestic demand 3.8 3.3 -2.3 4.9 4.6 0.6
Exports of goods and services 3.6 3.8 -5.9 7.6 3.5 5.0
GDP 7.4 7.1 -8.2 12.5 8.1 5.6

® Chain-linked volumes, reference year 2015.
Source: Central Bank of Malta estimates.

Meanwhile, changes in inventories had a neutral contribution to GDP growth in 2023.

During 2023, imports grew by 4.6% and exports increased by 8.7% on a year earlier. As exports grew faster
than imports, net exports increased, adding 7.3 percentage points to annual real GDP growth. This reflected
a smaller trade deficit in goods (in volume terms), which in part reflected the aforementioned correction in
aircraft imports, and a higher surplus from trade in services.

The contributions shown in Table 3.1 are consistent with the approach traditionally followed in official data-
bases and economic publications. However, this approach does not account for the fact that the import con-
tent varies across the different expenditure components. Consequently, such contributions fail to represent
the true underlying relative contribution of domestic and external demand to economic growth.

Table 3.2 addresses this limitation by apportioning imports to the respective domestic demand components
and exports. Overall, import-adjusted contributions show that exports remained the main contributor to real
GDP growth in 2023, despite recording a much smaller positive contribution compared with the traditional
approach. Meanwhile, GFCF recorded a much smaller negative contribution than the traditional approach
indicates. As a result, and in contrast with that approach, domestic demand had a small positive contribution
to growth in the year under review. The main driver behind the growth in domestic demand remains private
consumption.

Sectoral developments in GVA
GDP data from the output approach show that real GVA grew by 5.7%, following a 10.0% increase in 2022,
and added 5.3 percentage points to real GDP growth (see Table 3.3).

Services remained the main driver behind the rise in economic activity, adding 4.9 percentage points to real
GDP growth. Most of the increase stemmed from the sector comprising professional, scientific, administra-
tive, and related activities, which contributed 1.6 percentage points to GDP growth. The sector compris-
ing wholesale and retail trade, transportation, accommodation, and related activities, and that of financial
and insurance activities, jointly added 1.6 percentage points, while the remaining services sectors together
added another 1.7 percentage points. The manufacturing sector added 0.3 percentage point to growth, while
the construction sector lowered it by 0.3 percentage point as GVA in this sector fell for the second consecu-
tive year.

Meanwhile, the contribution of net taxes on products turned marginally positive in annual terms.
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Table 3.3
CONTRIBUTION OF SECTORAL GVA TO REAL GDP GROWTH

Percentage points

2018 2019 2020 2021 2022 2023

Agriculture, forestry and fishing 0.0 -0.2 0.3 0.4 -0.1 -0.1

Mining and quarrying; utilities 0.3 0.1 -0.1 0.3 0.1 0.4

Manufacturing 0.4 0.4 0.1 0.2 0.6 0.3

Construction 0.5 1.1 0.0 0.1 -0.3 -0.3

Services 5.2 6.0 -6.5 10.9 8.8 4.9

of which:

Wholesale and retail trade; repair of motor vehicles; 1.9 0.9 -6.3 3.8 4.7 0.7
transportation; accommodation and related activities

Information and communication 11 1.2 -0.4 15 1.1 0.5

Financial and insurance activities 0.0 0.4 0.8 0.3 0.1 0.9

Real estate activities 0.0 0.3 -0.2 0.4 0.1 0.2

Professional, scientific, 0.8 1.8 -1.3 2.3 1.6 1.6
administrative and related activities

Public administration and defence; 0.7 1.1 0.1 1.0 0.6 0.5
education; health and related activities

Arts, entertainment; household repair 0.7 0.3 0.7 1.6 0.7 0.5
and related services

GVA 6.5 7.4 -6.2 11.8 9.1 5.3

Net taxation on products 1.0 -0.2 -2.0 0.7 -1.0 0.4

Annual real GDP growth (%) 7.4 7.1 -8.2 12.5 8.1 5.6

Source: NSO.

Nominal GDP growth remains strong

Nominal GDP rose by 11.2% in 2023, after increasing by 13.8% in the previous year, and thereby registering
double digit annual growth rates for the third consecutive year. All components from the income side — com-
pensation of employees, operating surplus, and net taxes — contributed positively to nominal GDP growth.
While gross operating surplus continued to exert the largest impact on growth, its contribution moderated
compared with 2022.

Chart 3.3 shows the main contribu-

; Chart 3.3
tors to growth .|n the GDP deflgtor. CONTRIBUTIONS TO GDP DEFLATOR
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tive. It stood at 5.3% in 2023,
unchanged from the previous year.

Growth continued to be mainly
driven by the unit profits compo-
nent, although its contribution was
less significant compared with
2022. Compared with a year earlier, 2
the positive contribution from ULCs
and unit taxes both increased. The
latter partly reflects a decline in

6
subsidies following the end of the 2018 2019 2020 2021 2022 2023
Wage Supplement Scheme in m|d- == Unit profits ULCs Unit taxes —GDP deflator (%)

Source: NSO.
2022.
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Industrial production®

Industrial production rose at a faster pace of 5.8% in 2023, following an increase of 2.8% in 2022. After
recording double-digit growth rates in the first five months of the year, industrial production rose at a slower
pace in the second half, amid some volatility.

The faster rate of increase in production when compared to the previous year reflected higher developments
in the manufacturing sector. On the other hand, output in the energy sector, which excludes energy gener-
ated abroad and imported through the interconnector, rose at a slower pace compared with 2022.

The volume of production in the manufacturing sector rose by 6.4% in 2023, compared with 3.1% in 2022.

Production rose strongly in the sector involved in the printing and reproduction of recorded media, and in
the manufacture of computer, electronic and optical products. Significant increases were also reported in the
pharmaceutical industry, and by firms that manufacture machinery and equipment. These increases offset
strong falls in the manufacture of wearing apparel, and textiles. Smaller declines were also reported, on
average, by firms that produce chemical and chemical products, and by firms involved in the manufacture of
motor vehicles, trailers and semi-trailers, as well as those that produce paper and paper products.

Data on manufacturing sales point to a slower increase in turnover of 11.0% in 2023, following a 17.1%
increase in 2022.7 Although sales increased in both the domestic and non-domestic market, the former
slowed markedly compared to 2022.

Construction

The number of permits for residential units issued by the Planning Authority declined in 2023, after increas-
ing significantly in 2022. Permits issued stood at 8,112, down from 9,599 in the previous year (see Table 3.4).
The number of permits in 2023 exceeded the historical average of around 7,000 permits per year.

The latest decline in permits mostly reflects fewer permits for apartments, followed by those for maison-
ettes and terraced houses. On the other hand, the number of permits issued for other property categories
increased slightly.

The number of development permits for commercial buildings decreased by 15.1% in 2023, following a rise
of 7.7% in the preceding year. In 2023, 2,532 commercial permits were issued, below the 2,984 permits
approved in 2022, and also below the long-term average of around 2,700 permits.

During 2023, construction investment decreased by around a tenth in real terms, following a decrease of around
7.5% in the preceding year. The latest decrease was largely driven by a fall in non-residential investment, which
was down by over a tenth and accounted for around two-thirds of the decrease in construction investment.

Table 3.4
PERMITS ISSUED FOR THE CONSTRUCTION OF DWELLING UNITS
BY TYPE

2018 2019 2020 2021 2022 2023
Apartments 11,211 10,726 6,735 6,451 8,280 7,026
Maisonettes 1,166 1,226 727 738 910 712
Terraced houses 396 402 299 290 333 292
Other 112 131 76 99 76 82
Total 12,885 12,485 7,837 7,578 9,599 8,112

Source: Planning Authority.

8 Industrial production data are based on samples of firms engaged in quarrying, manufacturing, and energy production. Methodological
differences may account for divergences between developments in GVA in the manufacturing sector and industrial production. GVA nets
input costs from output to arrive at value added. Industrial production measures the volume of output without considering input costs. The
sectorial coverage also differs, as industrial production data include the output of the energy sector, as well as mining and quarrying.

7 Data on manufacturing sales are sourced from Eurostat.
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Table 3.5
CONSTRUCTION ACTIVITY INDICATORS

2020 2021 2022 2023

Real GVA (EUR millions) 571.8 579.5 540.6 496.5
Share in total economy GVA (%) 5.2 4.7 4.0 3.4
Total employment® 14,965 15,810 17,131 18,777
of which private employment 14,373 15,258 16,586 18,239
Share in total gainfully occupied population (%) 6.4 6.7 6.8 6.9

Source: NSO.
® Employment data are averages for the first nine months of the year, and are sourced from administrative records.

Residential investment contracted at a steeper rate of 7.3% in the year under review, following a decrease of
3.1% in 2022.

Meanwhile, GVA in the construction sector decreased by 8.2%, following a decrease of 6.7% in the preced-
ing year (see Table 3.5). Its share in GVA for the total economy declined to 3.4%, from 4.0% in 2022.

Nevertheless, employment in construction continued to grow (see Table 3.5). Jobsplus data for the first nine
months of 2023 show that the number of persons employed on a full-time basis in this sector rose by 1,647
or 9.6% on a year-on-year basis. This followed an 8.4% increase in the same period of 2022. Job growth in
2023, which remained driven by the private sector, was also above that registered in the economy as a whole.

The construction sector’s share in the total gainfully occupied population edged up to 6.9% in the first nine months
of 2023, from 6.8% in the corresponding period of 2022. According to national accounts data for the full year,
compensation of employees in the sector increased by 9.0%, following an increase of similar magnitude in 2022.

The labour market?

Labour force grows further
On average, the labour force expanded by 5.1% in the first nine months of 2023, a faster pace than that of
4.3% registered in the same period of 2022 (see Table 3.6).

The activity rate went up by 1.7 percentage points on a year earlier, to 81.3%, exceeding the euro area aver-
age of 75.0%.° The increase in the activity rate partly reflects a higher male activity rate, as the latter edged up
by 1.7 percentage points to 87.7%. At the same time, the female activity rate rose by 1.6 percentage points to
74.0%. Both rates exceeded those for the euro area, which stood at 79.6% and 70.5%, respectively.®

In the first three quarters of 2023, the number of actual weekly hours worked averaged 34.1, broadly in line
with the number of hours reported in the same period of 2022. The average number of hours worked in the
first three quarters of the year has thus remained broadly at the same levels since 2021.1*

Employment grows at a faster pace
During the first three quarters of 2023, employment expanded at an average annual rate of 5.4% (see Table
3.6). This compares with 5.0% during the corresponding period of 2022 and exceeds the average increase

8 This section draws mainly on labour market statistics from two sources: the LFS, which is a household survey conducted on a quarterly
basis by the NSO based on definitions set by the International Labour Organization (ILO) and Eurostat; and administrative records compiled
monthly by Jobsplus, according to definitions established by domestic legislation on employment and social security benefits.

9 The activity rate measures the number of persons in the labour force aged 15-64 years (whether employed or seeking work) as a propor-
tion of the working-age population, which is defined as all those aged 15-64 years.

10 The LFS defines the labour force as all persons aged 15 and over who are active in the labour market. This includes those in employ-
ment, whether full-time or part-time, and the unemployed, defined as those persons without work but who were actively seeking a job during
the previous four weeks and available for work within two weeks of the reference period.

1 Actual hours refer to the number of hours actually spent at the place of work during the reference week for the main job. Data cited in
this report are sourced from the NSO, which may differ from Eurostat data due to differences in the methodology.
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Table 3.6
LABOUR MARKET INDICATORS BASED ON THE LFs®

Persons; annual percentage changes

2022 2023 Annual

(revised) change

Jan.-Sep. Jan.-Sep. %

Labour force 289,100 303,800 5.1

Employed 280,700 295,800 5.4

By type of employment:

Full-time 246,300 259,700 5.4

Part-time 34,400 36,200 5.2

Unemployed 8,400 8,000 -5.5
Activity rate (%) 79.7 81.3
Male 86.0 87.7
Female 72.4 74.0
Employment rate (%) 77.3 79.1
Male 83.3 85.3
Female 70.5 72.1
Unemployment rate (%) 2.9 2.6
Male 3.2 2.7
Female 2.6 25
Actual hours worked (per week) 34.0 34.1

Sources: NSO; Eurostat.

@ Labour force figures are based on averages for the first three quarters published by Eurostat and are rounded to
the nearest 100 persons. Growth rates reported in this Table are derived from Eurostat period averages.

of 3.4% estimated since 2003 (see

. . Chart 3.4
Chart 3.4). This is in line with the EMPLOYMENT GROWTH BASED ON THE LFS: JANUARY-SEPTEMBER
strong rate of economic growth and (annual percentage changes)

the recent increase in the activity
rate.

In absolute terms, the rise in the
number of employed persons dur-
ing the first three quarters of the
year was primarily driven by full-
time jobs, which went up by around
13,400. Part-time employment also
increased, with the number of such
jobs rising by around 1,800. Over
the same period, the number of
unemployed persons fell by just
under 500, to 8,000 persons — a
decrease of almost 5.5%.

2018 2019 2020 2021 2022 2023
== Employment growth —Average 2003-2023

Sources: Eurostat; Central Bank of Malta estimates.

When looking at data on employ-
ment by occupation, the largest increases in absolute terms were recorded among persons interested in jobs
relating to services and sales, and in craft and related trades.

When expressed as a share in total employment, those who work in services and sales, and in craft and
related trades, experienced the largest increase in their relative share compared to 2022 (see Chart 3.5).
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The share of persons employed in
the operation and assembly of plant
and machinery, and in skilled agri-
culture and fishing also increased,

Chart 3.5

EMPLOYMENT BY MAIN TYPE OF OCCUPATION: JANUARY-
SEPTEMBER®

(per cent)

25

but to a lesser degree. Meanwhile,
albeit being the highest, the share
of persons employed in professional
jobs decreased. Those employed in
the roles of technician or associate
professional declined by a slightly
lower rate. Moreover, those in cleri-
cal, managerial, and elementary
occupations declined marginally.

Clerical T ians Service and i Managers y Craftand  Plantand  Skilled
support and sales related machine  agricultural,

The overall employment rate rose i rades  opr oo

assemblers

by 1.8 percentage points to 79.1% 22022 2023
in the first three quarters of 2023, B Pigures ey met add Ut 6 roundin and miesing data of other categories.

(see Table 3.6), well above the

70.0% registered in the euro area.'?

The male employment rate registered the strongest increase, gaining 2.0 percentage points, to reach 85.3%.
This compares with 74.6% in the euro area. The female employment rate rose by 1.6 percentage point, to
72.1%, remaining also higher than the average rate of 65.5% recorded for the euro area.

Foreign employment grows
The stock of foreign workers in September 2023 stood at 111,030, up from 89,549 in September 2022.

In this period, the number of foreigners in employment rose for all types of occupation. The largest increases
in absolute terms — amounting to just over half the total level increase — were recorded in elementary occupa-
tions and in services and sales jobs. These were also the two most prevalent jobs held by foreign employees.

When expressed as a share in total foreign employment, those who work in elementary occupations experi-
enced the largest increase in their relative share compared to 2022. The share of persons employed in the
operation and assembly of plant and machinery, and in services and sales also increased, but to a lesser
extent. Meanwhile, the shares of

persons employed in clerical, pro- Chart 3.6
. A, INFLOWS AND OUTFLOWS OF FOREIGN WORKERS
fessional, and managerial jobs

0

(number of persons)
decreased. Those employed in the 35,000
roles of craft and related trade also
declined but by less. 0000 /
25,000
Additional administrative data indi- P /
cates that the number of foreign 20,000 v \ /
workers arriving in Malta increased 15,000
strongly during 2023, rising by \/
almost 8,600 workers, to exceed 10000 /__/\\,_»——-"’\—"‘
34,500 by September 2023 (see 5.000
Chart 3.6).2 Outflows of foreign
workers increased at a milder pace JMMISNIMMISNIMMISNIMMISNIMMISNIMMI S
by almOSt 2,200 persons, to reach 2018 2019 2020 2021 2022 2023
almost 13,000 persons by Septem- —Inflows Outflows
ber 2023.

Source: Jobsplus.

2 The employment rate measures the number of persons aged 15-64 years, employed on a full-time or part-time basis as a proportion
of the working-age population, which is defined as all those aged 15-64 years.
3 Data on worker flows may not add up to the stock of workers, due to methodological differences in the administrative data.
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Unemployment rate falls to record lows
The LFS unemployment rate averaged 2.6% during the first three quarters of 2023, compared to 2.9% in the
same period of 2022 (see Table 3.6).

Monthly data up to December, which covers LFS data up to the third quarter as well as more recent
administrative data, show that the unemployment rate averaged 2.6% in 2023, lower than the rate of 2.9%
recorded in 2022 (see Chart 3.7). For most of the year, it stood at or near historic lows. The unemployment
rate also remained well below that of 6.5% recorded in the euro area.

It also stood below the Bank’s estimate of the structural unemployment measure of 3.4% for 2023.%* This
indicates a degree of labour market

tightness, which is also confirmed

by the Bank’s Business Dialogue Chart 3.7

publication. UNEMPLOYMENT RATE

(not seasonally adjusted; per cent)
9

The decline in unemployment
is confirmed by administrative
sources. According to Jobsplus 7
data, on average, the number of P NN NN R e e .
unemployed persons fell by 30
persons over 2023, to 968 (see
Chart 3.8).1 4

8

This decrease was recorded in 2
almost all age cohorts, with the
largest drop being observed

0
among those aged 45 years and 2018 2019 2020 2021 2022 2023
over, which fell by 19 persons, to = Malta unemployment rate Euro area unemployment rate
i m Malta (structural unemployment rate)
450. This was followed by those Sources: Eurostat; Central Bank of Malta estimates.

aged between 25 and 29, which
fell by eight persons to 71, and
those aged between 20 and 24

which fell by six persons to 97. Chart 3.8
REGISTERED UNEMPLOYED
On the other hand, the unem- (persons; absolute changes)
ployed aged under 20 increased 3,500 2,000

by three persons to 70, and those

aged between 30 to 44 remained 8,000 noo

unchanged at 281 persons. 2,500 1,000
/ 500

In terms of duration, the decline 2,000

in the number of unemployed 1500 i\J °

reflected a fall in long-term unem- -500

ployed (unemployed for more than 1,000 1000

a year), which declined by around

49 persons. This outweighed a 50 -1,500

rise in short-term unemployment 0 2,000

(unemployed for less than a year). 2018 2019 2020 2021 2022 2023
mm Annual changes (RHS) —Registered unemployed - Registered unemployed end of period
Those unemployed for less than

21 weeks increased by around 26

Source: NSO.

1 The structural unemployment rate in this chapter refers to the non-accelerating inflation rate of unemployment (NAIRU), that is, the
unemployment rate that is consistent with stable inflation. This measure of the unemployment rate is based on an unobserved components
model as described in Ellul, R., (2019). “An Unobserved Components Model for potential output in Malta”, Article published in the Quarterly
Review 2019:2, pp. 17-21.

5 The annual number of registered unemployed is based on the average of the total registered unemployed published by NSO on a
monthly basis.
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people, and those unemployed for a period of between 21 to 52 weeks, increased marginally by about three
persons.

During the year under review, over a fourth of those on the unemployment register were looking for clerical
support work. The second and third most sought-after occupation categories were those of service and sales
workers, and technician or associate professionals. Together, these two categories accounted for just under
a third of persons on the unemployment register.

The job vacancy rate for industry, construction and services stood at elevated levels in the first three quarters
of 2023, on a par with 2019 rates (see Chart 3.9). It stood at the same level of 2.7%, as recorded in the same
period a year earlier.’® The vacancy rate was highest in the other services sector (7.9%), which includes
activities of membership organisations, the repair of computers and personal and household goods, and
related activities. This is followed
by the information and communica-

Chart 3.9
tion sector (4.2%). VACANCY RATE AND LABOUR MARKET TIGHTNESS INDICATOR:
JANUARY-SEPTEMBER
(per cent)
The ratio of the job vacancy rate to 3.0 1.2
the unemployment rate — an indi-
25 — 10

cator of the imbalance between
labour demand and supply and,

therefore, of labour tightness — also > ﬁ \/ / ”

rose marginally. This is the result of 15

. 0.6
a higher vacancy rate and a lower \ /
1.0 0.4

unemployment rate compared to
last year. At 1.0, this indicator thus

0.5 0.2
stands at elevated levels from a
historical perspective. 00 00
2018 2019 2020 2021 2022 2023
B us | ness an d CO nsumer —\Vacancy rate —Tightness (rhs)
S Sources: Eurostat; Central Bank of Malta estimates.
urveys
. . . Chart 3.10
Economic sentiment rises and ESI
. . (seasonally adjusted; percentage points)
remains above its long-term
120
average

During 2023, the European Com- 110 N\T’&l A m A A

mission’s ESI for Malta aver- M /v \/\Q /\/\l\/
) 100

aged 105.5, up from 100.7 in V Vv V W

2022 (see Table 3.7). Following %0 .
this increase, the ESI rose fur- o //V

ther above its long-term average /

of around 100.0. This strongest 70

increase was recorded in indus-

60

try. Smaller gains were also reg-

istered in the services and retail 50

. JMMJSNJMMJISNJIJMMISNIJMMISNIMMISNJIMMISN
sectors. By contrast, sentiment 2018 2019 2020 2021 2022 2023
among consumers and in the con- —MT ——MT ESI long-run average ——Euro area

Source: European Commission.

struction sector decreased.'’18

6 The job vacancy rate measures the number of job vacancies as a percentage of total jobs (occupied and vacant). Data for Malta are
available since 2017.

7 Long-term averages are calculated over the entire period for which data are available. For the consumer and industrial confidence
indicators, data became available in November 2002, while the services and construction confidence indicator data became available in
May 2007 and May 2008, respectively. The long-term average of the retail confidence indicator is calculated since May 2011, when it was
first published. The long-term average of the ESI is computed from November 2002.

8 The ESI summarises developments in confidence in five surveyed sectors (industry, services, construction, retail and consumers).
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Table 3.7
SENTIMENT INDICATOR BY SECTOR

Annual average; absolute change

2021 2022 2023 Change 2023

Mar. June Sep. Dec.
ESI 104.6 100.7 105.5 4.8( 111.6 99.8 119.2 1045
Industrial confidence indicator 21 -9.4 2.4 11.9 6.8 -20.0 44.4 -2.8
Services confidence indicator 13.7 20.5 26.6 6.1 45.9 36.0 16.2 31.2
Retail trade confidence indicator -8.4 6.0 9.8 3.8] 233 -15.2 9.6 15.3
Consumer confidence indicator 3.4 -7.3 -10.9 -3.6| -10.9 -10.4 -9.9 -12.6
Construction confidence indicator 7.3 7.0 1.2 -5.8] -0.2 8.4 -2.7 -23.4
Employment expectations indicator 102.8 105.7 107.2 1.5] 122.1  106.1 95.8 1119
Industry 14.8 12.0 19.3 7.3] 60.2 7.8 -1.2 19.8
Services 25.1 30.2 30.1 -0.2] 46.0 38.3 12.1 42.9
Retail 4.4 15.8 17.2 1.4 38.9 4.4 8.6 21.8
Construction 13.2 5.4 12.2 6.8] 15.5 0.7 -2.1 -3.2
ESI demeaned 4.6 0.7 5.5 48] 115 -0.2 19.2 4.5
EEI demeaned 3.0 6.0 7.0 1.0 20.0 7.3 -4.0 12.4

Source: European Commission.

The index rose from below 100 at the end of 2022 to 113.8 in April, before retreating towards its long-term
average in June, driven by a sharp decline in the construction sector. Subsequently, the overall indicator
recovered and reached an all-time high of 119.2 in September, largely reflecting a significant increase in
industry. Sentiment moderated thereafter, closing the year at 104.5 (see Chart 3.10).

Malta’s ESI indicator stood well above that of the euro area, which averaged 96.4. Confidence indicators
exceeded those in the euro area across all sectors, although the largest differences stemmed from ser-
vices firms and from the retail sector.

Table 3.7 presents the annual average reading for each sector included in the ESI and the absolute
change relative to 2022. During
2023, positive sentiment was reg-

istered across all sectors, with the ng‘“&ll
exception of consumers. The most (seasonally adjusted; demeaned)
positive reading was recorded in 15

the services sector.

Demeaned data, which take into
account the weights assigned to
each sector, and the time varia-
tion of each sector, show that
most of the increase was driven
by developments in industry, and
to a lesser extent, in services
(see Chart 3.11).2° These sectors
also largely explain why the over- -20
all ESI stood above its long-term
average during the year under
review.

2018 2019 2020 2021 2022 2023
== [ndustry Services Consumers Construction m Retail —ESI

Sources: European Commission; Central Bank of Malta workings.

19 Weights are assigned as follows: industry 40%; services 30%; consumers 20%; construction 5%; and retail trade 5%.

CENTRAL BANK OF MALTA Annual Report 2023
53




Industrial ~ confidence  turns
positive, rising above its long-
term mean?

Sentiment among manufacturing
firms increased to 2.4, from -9.4
in 2022, thus rising above its long-
term mean of -3.9 (see Chart 3.12).
The amelioration in sentiment
largely reflected a strong increase
in production expectations. At
the same time, a smaller share of
respondents deemed order book
levels to be below normal. Fur-
thermore, the net share of firms
assessing their stocks of finished
goods to be above normal levels,
decreased.?

After reaching an all-time high of
44.4 in September, sentiment in
industry fell below its long-term

Chart 3.12
INDUSTRIAL CONFIDENCE INDICATOR

(seasonally adjusted; percentage points)

15

10

[SR—

. —N— -5

T S UUUSUURIREISR R

S

-20

-25
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Stocks of finished goods
Confidence indicator

mm Order books
Production expectations
—Confidence indicator long-run average

Source: European Commission.

Chart 3.13
SERVICES CONFIDENCE INDICATOR

2023

average in November and stood at (seasonally adjusted; percentage points)

-2.8 in December. 4

30 -]

Confidence in the services
sector improves further®

The confidence indicator within 10 .

the services sector reached 26.6, 0

up from 20.5 in the preceding year .
-10 -

(see Chart 3.13). This increase

20 e

reflected higher positive expec- -20
tations of demand over the next ©
three months, and a more positive 2018 2019 2020 2021 2022 2023

Evolution of demand
Confidence indicator

mm Business situation
Expectation of demand
—Confidence indicator long-run average

assessment of the business situa-
tion over the past three months. By
contrast, respondents’ assessment
of demand edged down slightly but
remained positive. Following this
increase, confidence in the services sector stood well above its long-term average of 19.6.

Source: European Commission.

Sentiment in services was positive during all of 2023, with the highest readings recorded in the first half of
the year, notably in March and April when the confidence indicator crossed the 40 mark.

Confidence in the retail sector continues to increase®
The retail confidence indicator stood at 9.8 in 2023, up from 6.0 a year earlier, rising further above its
long-term average of 0.1 (see Chart 3.14). The rise in sentiment was driven by expectations of business

20 The industrial confidence indicator is the arithmetic average of the seasonally-adjusted balances (in percentage points) of replies to a
subset of survey questions relating to expectations about production over the subsequent three months, current levels of order books and
stocks of finished goods (the last with inverted sign).

21 Arise in the stock levels indicates lower turnover and affects the overall indicator in a negative way. Such decreases are thus repre-
sented by bars below the 0 mark in Chart 3.12.

22 The services confidence indicator is the arithmetic average of the seasonally-adjusted balances (in percentage points) of replies to
survey questions relating to the business climate, the evolution of demand in the previous three months and demand expectations for the
subsequent three months.

2 The retail confidence indicator is the arithmetic average of the seasonally-adjusted balances (in percentage points) of replies to survey
questions relating to the present and future business situation and stock levels.
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activity over the next three months,
which turned positive in 2023. At
the same time, respondents were
more optimistic of sales over the
past three months. However, in
contrast to the previous year, par-
ticipants assessed stock levels to
be well above normal.

Sentiment in this sector was posi-
tive for most of the year. The best
monthly reading was reached in
April, when the index stood at 35.9.

Additional survey data indicate
that, on balance, a smaller net
share of retailers anticipated order
book levels to stand above normal
levels in 2023.

Consumer confidence deterio-
rates further?*

Consumer confidence declined to
-10.9, from -7.3 in 2022. Following
this decrease, sentiment fell below
its long-term average of -10.3 (see
Chart 3.15).

The fall in sentiment, when com-
pared to 2022, largely reflected a
deterioration in consumers’ expec-
tations of the general economic
situation over the next 12 months.
At the same time, households, on
balance, signalled that they did
not intend to undertake major pur-

Chart 3.14
RETAIL CONFIDENCE INDICATOR
(seasonally adjusted; percentage points)
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Source: European Commission.

Chart 3.15

2021 2022 2023

mm Stock levels
Confidence indicator

CONSUMER CONFIDENCE INDICATOR

(seasonally adjusted; percentage points)
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Source: European Commission.

= Financial situation next 12 months
mm Major purchases next 12 months
——Confidence indicator long-run average

chases in subsequent months. This

contrasts with 2022, when expecta-

tions of major purchases stood positive. Furthermore, while consumers assessment of their finances over
the last 12 months worsened, expectations of their financial situation improved but remained negative.

Additional survey information suggests that in contrast to 2022, respondents expected unemployment to
rise in the following 12 months. Meanwhile, savings expectations edged down compared to a year earlier,
but remained positive. The survey also reveals that inflation perceptions increased, reaching unprecedent
levels, while price expectations eased but remained elevated.

Confidence in construction decreases but remains positive?®
The sentiment indicator for the construction sector averaged 1.2 during 2023, down from 7.0 in the pre-
ceding year. Notwithstanding this decrease, confidence remained firmly above its long-term average of

24 The consumer confidence indicator is the arithmetic average of the seasonally-adjusted balances (in percentage points) of replies to
a subset of survey questions relating to households’ assessment and expectations of their financial situation, their expectations about the
general economic situation and their intention to make major purchases over the subsequent 12 months. The computation of this indica-
tor was changed as reflected in the January 2019 release of the European Commission. https://economy-finance.ec.europa.eu/system/
files/2019-01/esi_2019_01_en.pdf.

% The construction confidence indicator is the arithmetic average of the seasonally-adjusted balances (in percentage points) of replies to
two survey questions, namely those relating to order books and employment expectations over the subsequent three months.
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-8.1 (see Chart 3.16). Respon- Chart 3.16

dents assessed order book levels CONSTRUCTION CONFIDENCE INDICATOR
to be below normal levels in 2023, (seasonally adjusted; percentage points)

compared with a positive assess-
ment a year earlier. Meanwhile, 25
employment expectations for the
next three months stood more
positive.

30

Additional survey data show that
respondents’ assessment of build-
ing activity over the past three

months turned negative. Further- 5

more, insufficient demand and

. . . -10

financial constraints were the most 2018 2019 2020 2021 2022 2023
important impediment to produc- == Employment expectations Order books

. 5 Confidence indicator —Confidence indicator long-run average
tion Slgna”ed by respondents dUr' Source: European Commission.

ing the year under review, followed
by labour shortages.
. . i Chart 3.17
Selling  price  expectations SECTORAL SELLING PRICE EXPECTATIONS
remain elevated (seasonally adjusted)
90
In 2023, selling price expecta-
tions decreased across all sec-

TR -l i e, - LAt i ;L
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tors, except in construction. The S S
most significant decreases were 50 |
recorded among retail firms and in 40
industry (see Chart 3.17). Smaller 30
declines were also recorded among 20
services firms and consumers. 10 —-emeeees
0 —ww
Differences across sectors A0 e
remained wide — while the net 20 g
share of firms Signa”ing price e Industry Services Consumers Construction Retail
increases hovered around 40% in =2018 2019 2020 2021 2022 #2023
the construction and services sec- Source: European Commission.

tors, that in other sectors ranged
between 19% and 26%.

Employment Expectations Indicator increased somewhat

The Employment Expectations Indicator (EEI) — which is a composite indicator of employment expectations
in industry, services, retail trade and construction — increased.? It reached 107.2, up from 105.7 a year ear-
lier, and stood above its long-term average of around 100.0.

Employment expectations were positive across all sectors, with the most positive reading recorded in the
services sector. When accounting for the variation in the weights assigned to each sector in the overall
index, the increase in expectations relative to 2022 was largely driven by industry (see Chart 3.18). The con-
struction and retail sectors also contributed to the increase in the EEI, but in a more limited way. Meanwhile,

2 The EEI is based on question 7 of the industry survey, question 5 of the services and retail trade surveys and question 4 of the con-
struction survey, which gauge the respondent firms’ expectations as regards changes in their total employment over the next three months.
Before being summarised in one composite indicator, each balance series is weighted on the basis of the respective sector’s importance
in overall employment. The weights are applied to the four balance series expressed in standardised form. Further information on the
compilation of the EEI is available in European Commission (2020). The Joint Harmonised EU Programme of Business and Consumer
Surveys User Guide.
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the contribution of the services

. . Chart 3.18
sector eased slightly but remained EEI
positive. The latter largely explains (seasonally adjusted; demeaned)
why the overall EEI stood above its 10
long-term average in 2023. \

50 N

Economic uncertainty decreases
The European Commission’s Eco- 0

nomic Uncertainty Indicator (EUI)
for Malta averaged 12.1 in 2023, 5
compared with 28.1 in the previous

year, and stood well below the euro \ /
area average of 21.9.2"% During 0
this period, uncertainty was below

. . 45
that in the euro area.l in all sectors, ot 2019 I o PO v
apart from construction and among = Industry Services Retail Construction —EEI
consumers (See Table 38) Sources: European Commission; Central Bank of Malta workings.

During 2023, on balance, uncer-

tainty decreased most in the retail sector and in industry, with the former recording the lowest uncertainty for
the year. The services sector also recorded lower uncertainty compared to 2022, albeit to a more limited extent.
By contrast, uncertainty increased in the construction sector, and to a lesser degree, among consumers.

Table 3.8
EUI BY SECTOR

Period average; absolute change

2021 2022 2023 Change 2023

May-Dec. Mar.  June Sep. Dec.
Euro area 155 25.0 21.9 -3.1| 223 20.2 211 21.1
Retail 32.3 40.4 35.8 -4.6] 38.2 34.2 34.3 35.0
Services 17.1 20.5 16.5 -4.0] 16.6 13.8 16.8 14.7
Industry 27.9 40.3 36.9 -3.4| 36.7 36.0 36.3 37.1
Construction 14.4 24.9 23.3 -1.7] 220 22.7 215 24.3
Consumers -15.7 -2.8 -4.0 -11 -1.9 -5.9 -6.0 -5.7
Malta 21.3 28.1 121 -16.1 5.5 11.0 27.9 4.2
Retail 48.8 50.8 6.5 -44.3 9.0 22.0 4.1 -1.2
Services 32.2 20.3 15.2 5.0 17.2 10.1 35.8 -7.5
Industry 21.0 394 7.6 -31.8( -10.8 6.3 32.6 6.9
Construction 30.1 19.5 24.9 55 36.6 10.1 325 34.0
Consumers -3.5 13.7 14.4 0.7 11.9 19.2 11.6 10.4

Source: European Commission.

@ Data for 2021 are estimated for the period May-Dec. 2021, as data for Malta is only available from May 2021.

27 The EUI is made up of five balances (in percentage points) which summarise managers’/consumers’ answers to a question asking
them to indicate how difficult it is to make predictions about their future business/financial situation. The series are not seasonally adjusted.
The five balance series are summarised in one composite indicator using the same weights used to construct the ESI. The questions
asked correspond to Q51 of the industry survey, Q31 of the services survey, Q41 of the retail trade and construction surveys and Q21 of
the consumer survey.

2 Data on consumer uncertainty in Malta became available in October 2020, while data for industry, services, retail and construction
became available in May 2021.
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BOX 2: ECONOMIC PROJECTIONS

Economic outlook

The Bank’s latest economic projections had a cut-off date of 6 February 2024, and thus pre-date
the latest release of the national accounts of 28 February 2024. Also, HICP projections precede the
February 2024 flash estimate. As at the cut-off date, there was insufficient information to quantify the
impact of government measures aimed at mitigating food price inflation that became effective on 1
February 2024. Such factors could have significant implications for the below projections, which will
be updated in forthcoming forecast rounds.

Malta’s GDP growth is projected to moderate from 5.6% in 2023, to 4.4% in 2024, and to ease further
to 3.6% and 3.3% in 2025 and 2026, respectively (see Table 1).

Private consumption growth is set to slow down in 2024 following three years of elevated growth. It
is expected to remain relatively robust despite the high-inflationary period. Indeed, growth in private
consumption is projected to moderate from 7.7% in 2023 to 4.9% in 2024. Thus, in 2024 consumption

Table 1
PROJECTIONS FOR THE MAIN MACROECONOMIC AGGREGATES FOR

MALTAY

2023@ 2024 2025 2026

Real economic activity (% change)

GDP 5.6 4.4 3.6 3.3

Private consumption expenditure 7.7 4.9 4.0 3.7

Government consumption expenditure 3.3 5.3 41 3.9

GFCF -22.2 2.0 3.6 2.6

Exports of goods and services 8.7 3.8 3.0 3.0

Imports of goods and services 4.6 3.7 3.1 3.1
Contribution to real GDP growth (in percentage pts)

Final domestic demand -1.7 35 3.1 2.8

Net exports 7.3 0.9 0.5 0.5

Changes in inventories 0.0 0.0 0.0 0.0
Labour market (% change)(z)

Total employment 6.5 3.2 25 2.4

Unemployment rate (% of labour supply) 2.6 2.6 2.7 2.9
Prices and costs (% change)

Overall HICP 5.6 2.9 2.2 1.9
Public Finances(% of GDP)®

General government balance -4.5 -4.0 -3.5 -3.1

General government debt 50.7 52.7 53.5 54.3

@ Data on GDP were sourced from NSO News Release 039/2024 published on 28 February 2024, while
HICP was sourced from News Release 009/2024 published on 27 January 2024.

@ pata on the number of employed are consistent with national accounts data. The unemployment rate is
based on the number of unemployed and employed as reported in the LFS.

© Central Bank of Malta projections.
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growth is set to outpace the Bank’s estimate of real disposable income. For the rest of the projection
horizon, growth in this GDP component is expected to embark on a normalisation path. In view of
the strong decline in the saving ratio in 2023 and 2024, private consumption is foreseen to grow in
line with the Bank’s estimate of real disposable income in the last two years of the projection horizon.
Thus, the saving ratio is envisaged to decline slightly in 2024 but stabilise at around its average seen
in the last ten years by 2025.

Meanwhile, growth in government consumption is set to peak at 5.3% by 2024, and moderate slightly
to 4.1% and 3.9% in 2025 and 2026, respectively. This profile is mainly driven by outlays on com-
pensation of employees and intermediate consumption. The profile of intermediate consumption is
mainly driven by operational expenses by extra budgetary units.

After a significant contraction in 2023, mainly due to a base effect in the aviation sector, investment is
forecast to grow by 2.0% in 2024, 3.6% in 2025, and 2.6% in the outer year. Residential construction
is set to decline marginally in 2024, as sentiment in this sector remains weak and labour shortages
have become increasingly binding. Thereafter the outlook for this investment component and for non-
residential construction is one of modest growth, while the remaining part of private investment is set
to recover as the aforementioned base effect fades out.

After rising by 0.8% in 2023, government investment is expected to decline by 2.4% in 2024. Thereaf-
ter, it is projected to rise by 4.8% in 2025, and to decline by 0.6% in 2026. This profile is partly driven
by the expected take up of EU funds, notably the base effect stemming from the full absorption of
funds from the 2014-2020 financing framework by 2023. Work on projects financed by the 2021-2027
framework is expected to gather steam by the outer years of the forecast horizon. Meanwhile, the
take up of grants from the Recovery and Resilience Facility (RRF) is envisaged to peak in 2024. Most
RRF grants are expected to be utilised by 2025. The profile of domestically funded investment is set
to remain at elevated levels throughout the projection horizon.

Following strong growth in both exports and imports in 2023, these are expected to decelerate in
2024. Export growth is set to moderate from 8.7% to 3.8% in 2024, largely driven by a moderation in
services exports. This is then expected to decelerate further to just around 3.0% in the following two
years and grow broadly in line with foreign demand. With regard to imports, growth is set to moderate
to 3.7%, from 4.6% in 2022. It is expected to decelerate further to 3.1% in the following two years.
Reflecting these developments, the net export contribution is set to remain positive but to decrease
over the projection horizon.

The labour market is expected to remain robust, but activity is expected to slow down from 2024.
Employment growth is set to broadly halve to 3.2% in 2024, which partly reflects the envisaged slow-
down in economic activity in line with potential growth. Employment is set to expand by 2.5% and
2.4% in 2025 and 2026, respectively. The unemployment rate is expected to remain at 2.6% in 2024,
before edging up gradually to 2.9% by 2026.

Annual HICP inflation is projected to moderate to 2.9% in 2024 from 5.6% in 2023, as international
price pressures continue to ease. The fall in inflation in 2024 reflects a broad-based decrease
across all sub-components of HICP, except for energy inflation, which is expected to remain
unchanged as a result of government support measures. Services inflation is envisaged to be the
main contributor to HICP inflation in 2024, although the contribution from overall food inflation is
projected to follow closely. NEIG inflation is also projected to contribute somewhat to annual HICP
inflation in 2024. HICP inflation is set to ease steadily in the following years, standing at 2.2% and
1.9% in 2025 and 2026.
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The headline budget balance is expected to remain in deficit throughout the forecast horizon. but
to improve over time. This is mainly due to the profile of government expenditure, which in turn is
driven by outlays on price mitigation measures. It is set to decline to 4.0% of GDP in 2024, and to
continue declining over the rest of the forecast horizon, reaching 3.1% of GDP by 2026. Meanwhile,
the general government debt ratio is set to increase gradually throughout the forecast horizon, reach-
ing 54.3% by 2026.

Risks to activity are tilted to the downside in 2024. In part this reflects the ongoing geopolitical ten-
sions, which could weigh on international trade. In particular, an intensification or prolongation of
disruptions to shipping around the Suez Canal, could give rise to some supply bottlenecks or longer
waiting times, apart from higher costs. On the other hand, wage pressures could be stronger than
expected in view of the ongoing tightness in the labour market. Risks are more balanced in the fol-
lowing years.

Risks to inflation are on the downside in 2024, especially following the February flash estimate for
HICP. For 2025-2026, risks are balanced. Upside risks to inflation could stem from extreme weather
events and effects of geopolitical developments (such as disruptions arising from the conflict near
the Red Sea). Other upside risks to headline inflation include the potential impact of measures to
combat climate change. Furthermore, if the abovementioned wage pressures materialise, these
could slow the envisaged decline in inflation. On the other hand, if global demand proves weaker
than expected, this should dampen import price pressures. A stronger pass-through from recent
monetary tightening to domestic financial and real economic conditions could ease inflationary pres-
sures in the medium-term.

On the fiscal side, risks are tilted to the downside (deficit-increasing). These mainly reflect the likeli-
hood of higher-than-expected outlays on energy support measures, in the event that commodity
prices are higher than envisaged. They also reflect the likelihood of additional increases in pensions
and public sector wages. These risks are partly offset by the likelihood of a pick-up in the pace of fis-
cal consolidation in the outer years of the forecast horizon to comply with EU fiscal rules.
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7 i

4. PRICES, COSTS AND COMPETITIVENESS

Annual inflation, based on the HICP, moderated to 5.6% in 2023, from 6.1% in 2022. Following the record
highs reached during 2022, price pressures eased as supply conditions and certain import prices began to
normalise. Indeed, HICP inflation eased from 6.8% in January 2023 to 3.7% by the end of the year. HICP
inflation in Malta stood below that in the euro area in the initial months of 2023, but by the end of the year
it was clearly above it. This mostly reflects a divergence in energy inflation. While energy prices in Malta
remained unchanged, those in the euro area showed double-digit growth rates until February, before turning
negative during most of the remaining months.

Similar to HICP inflation, the annual rate of inflation based on the Retail Price Index (RPI) also eased in
2023, reaching 5.1% from 6.2% a year earlier.

Furthermore, the annual average rate of change in the producer price index fell to 3.6% in 2023, from 5.5%
in the previous year. Malta’s real Harmonised Competitiveness Indicator (HCIs) points to a deterioration in
international price competitiveness, on account of a stronger euro relative to the other currencies of trading
partners. Meanwhile, Malta’s ULC index (per person) rose by 2.4% in 2023 up from 1.0% in 2022.

Inflation

Average rate of HICP inflation eases in 2023

The average rate of HICP inflation in Malta stood at 5.6% during 2023, down from 6.1% in 2022 (see
Table 4.1).* Though still high by historical standards, HICP inflation was on a downward path since the
second quarter of the year. Consequently, inflation eased from 6.8% in January to 3.7% by December
(see Chart 4.1).

The decrease in inflation compared to 2022 was driven by slower growth in the prices of NEIG and services.
By contrast, the contribution of food inflation to overall HICP rose slightly. Meanwhile, energy prices retained

Table 4.1
HICP INFLATION RATES

Average annual rate of change

2018 2019 2020 2021 2022 2023

Unprocessed food 11 35 29 55 121 8.5
Processed food including alcohol and tobacco 2.2 2.3 1.8 0.8 8.2 9.6
Energy 13 2.5 -0.6 -1.6 0.0 0.0
NEIG 0.3 0.0 -0.4 1.5 5.3 4.4
Services (overall index excluding goods) 2.2 1.8 1.0 0.7 6.0 51
HICP (annual average inflation rate) 1.7 1.5 0.8 0.7 6.1 5.6

Source: Eurostat.

* The HICP weights are revised on an annual basis to reflect changes in overall consumption patterns. In 2023, the weight allocated to
services stood at 44.3%, while that of NEIG was 27.9%. Food accounted for 21.4% of the index, while the share allocated to energy stood
at 6.5%.
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an unchanged contribution to over- Chart4.1

all inflation, reflecting Government CONTRIBUTIONS TO YEAR-ON-YEAR HICP INFLATION
measures aimed at Containing the (percentage points; annual percentage change)

effects from international price
pressures.

Services inflation was the main
contributor to overall HICP during
2023, contributing an average of 2.4
percentage points to overall HICP
inflation, down from 2.7 percentage
points in 2022. Indeed, prices of
services grew at an annual rate of
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centage point. On the other hand,

recreational and personal care

services inflation contributed an average of 1.4 percentage points to overall inflation, 0.1 percentage point
more than in the previous year.

Meanwhile, NEIG inflation moderated to 4.4% in 2023, from 5.3% in 2022. It contributed 1.2 percentage
points to overall HICP inflation, from 1.5 percentage points a year earlier. The fall in NEIG inflation reflects
smaller increases in the prices of durable and semi-durable goods, including vehicles, household appliances
and household textiles. On the other hand, the contribution of non-durable goods, particularly cleaning and
maintenance products, increased marginally.

Food prices continued to show significant increases, though marginally lower than in the previous year.
Indeed, food inflation declined to 11.0%, from 11.6% in the previous year. However, overall food inflation,
which includes alcohol and tobacco, reached 9.3% from 9.1% in 2022, and added 2.0 percentage points
to overall HICP inflation in 2023. Food inflation has been affected by persistently high imported inflation as
the prices of fertiliser, animal feed and plastic materials used in agriculture remained high, possibly due to
lagged effects of the previous year increases.
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Processed food inflation reached

9.6%, from 8.2% in 2022, while ggﬂ%ﬁéunom OF FOOD TO HICP INFLATION

its contribution to overall inflation (percentage points)

rose to 1.6 percentage points. 20
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On the other hand, the contribution Source: SDW.

from bread and cereals decreased
marginally in 2023, following a
strong increase in the previous year (see Chart 4.3).

Unprocessed food inflation fell to 8.5%, from 12.1%, with its contribution to overall inflation broadly halving
to 0.4 percentage point. This reflected a slower rate of increase in the prices of meat, fish and vegetables
(see Chart 4.3).

The contribution of energy inflation remained unchanged at 0.0% in 2023, as electricity, gas and transport
fuel prices were kept unchanged from their level a year earlier, through government support measures
shielding the economy from rising international energy prices.

Core HICP inflation moderates
in the second half of the year
The core measure of HICP infla-

tion, which is based on the Bank’s Chart 4.4 _
i HICP IN MALTA: OVERALL AND CORE MEASURE
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aged 5.1% in 2023. This was 75
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Sources: Eurostat; Central Bank of Malta estimates.

stood at 2.7% in December.

2 The Central Bank of Malta uses a ‘trimmed mean’ approach to measure core inflation, whereby the more volatile components of the
index are removed from the basket of consumer goods so as to exclude extreme movements from the headline inflation rate. See Gatt, W.
(2014), “An Evaluation of Core Inflation Measures for Malta”, Quarterly Review 2014(3), p. 39-45, Central Bank of Malta.
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Chart 4.5 shows a distribution of

R Chart 4.5
price changes whereby subcom- PROPORTION OF HICP BASKET BY INFLATION PACE
ponents of HICP are categorised (percentage point)

| P o e
into four classes of inflation rates: i)

annual rates below or equal to 0%;
ii) between 0 and 2%; iii) between
2% and 5% and iv) over 5%.3 This
disaggregation indicates whether
the relatively high inflation experi-
enced in the recent past remains
broad-based across HICP items
or if it is driven only by selected
components of the consumption
basket.
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share of subcomponents register- Source: Central Bank of Malta calculations.

ing inflation rates of less than 5%

has declined further in both Malta

and in the euro area. In Malta, the largest drops were recorded in the share of sub-components with inflation
rates in the bands of between 0% and 2%, and between 2% and 5%, in almost equal shares. The share of
sub-components in each band stood at 10.1% and 17.6%, respectively. In case of the euro area, the larg-
est drop was recorded in the share of subcomponents falling in the 0% to 2% band, standing at 8.9%. By
contrast, there has been a substantial rise in the share of subcomponents with year-on-year price increases
of more than 5%. Indeed in 2023, the latter category stood at 54.9% and 52.2% in Malta and the euro area
respectively, from 49.0% and 45.9% in 2022.

Looking beyond annual averages, Chart 4.5 shows that the share of subcomponents with price increases
higher than 5% started to decline from around the second quarter of 2023, falling to around 45% by Decem-

ber from almost 60% in January.

Comparison with the euro area

While Malta’s inflation rate was Chart 4.6

HICP AND MAIN CONTRIBUTIONS
below that of the euro area for the (annual percentage changes; contributions)
first months of the 2023, euro area 9
inflation turned out lower during 8
the last months of the year. Euro 7

area inflation averaged 5.4% dur-
ing 2023, 0.2 percentage points
less than in Malta. This differ-
ence reflects developments in
energy and services prices (see

Chart 4.6). While energy infla- N I e e .
tion lowered euro area inflation e e s S
by 0.1 percentage point in 2023, 0
energy prices in Malta were kept El
unchanged from their level a year MT 2022 MT 2023 EA 2022 EA 2023

u Food NEIG Energy Services e HICP

earlier, through government sup-
port measures.

Sources: Eurostat; Central Bank of Malta calculations.

3 The calculation of the shares in this chart do not take into account the weights of individual HICP sub-components. This analysis
includes 170 sub-indices of the HICP for Malta and 288 sub-indices for the euro area. On average since 2001, 30.6% of items in Malta’s
basket fell in the 0% or negative inflation rates interval, while this figure stood at 17.4% for the euro area. Around 47% of the Maltese basket
fell in the 0-2% and 2-5% intervals — in almost equal parts. These shares stand at 40.0% and 32.4% respectively in the EA. While 22.2% of
the Maltese basket fell in the over 5% interval, only 10.1% of the euro area basket falls in this interval.
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At the same time, the contribution of services inflation in the euro area was lower than that of Malta. The con-
tribution from services inflation stood at 2.1 percentage points in the euro area as opposed to 2.4 percentage
points in Malta. The difference stemmed mainly from housing services inflation.

Conversely, prices of food and, to a lesser extent NEIG inflation, had a higher impact on the inflation rate
in the euro area than in Malta. While food inflation contributed 2.2 percentage points to HICP inflation in
the euro area, it contributed 2.0 percentage points to Maltese inflation. Meanwhile, NEIG inflation in the
euro area accounted for 1.3 percentage points of overall inflation, while in Malta it contributed 1.2 percent-
age points.

RPI inflation decreases

Similar to HICP inflation, annual inflation based on the RPI eased during 2023. The latter averaged 5.1%,
down from 6.2% a year earlier. Most subcomponents contributed to the decline except for personal care and
health and beverages and tobacco, where the contributions rose when compared to 2022.

Food inflation remained the main contributor to overall RPI inflation in 2023, adding 2.1 percentage points.
This was marginally lower than 2022 (see Table 4.2). Indeed, food prices increased at a rate of 9.5% on
average during 2023.

Housing services contributed 0.8 percentage point to overall RPI inflation during 2023, as prices rose by
9.6% during the year under review. The contribution of personal care and health, and household equipment
and maintenance stood at 0.5 percentage point and 0.4 percentage point, respectively. On the other hand,
the contributions from clothing and footwear, and transport and communication inflation were among the
lowest recorded as prices of these subcomponents grew at a subdued rate.

The difference between HICP and RPI inflation in part reflects the different structure of weights applied to
the two indices. RPI weights are derived from domestic consumption, whilst HICP weights also account
for tourism related consumption. Moreover, the 2023 set of weights applied to the HICP index have been
revised compared with the 2022 weights. The weights of the RPI are not updated annually and hence are
not affected by such changes.

Table 4.2
CONTRIBUTIONS TO RPI INFLATION®

Percentage points (annual averages)

2018 2019 2020 2021 2022 2023

Food 0.6 0.8 0.4 0.5 2.2 21
Beverages and tobacco 0.1 0.1 0.1 0.0 0.2 0.3
Clothing and footwear -0.2 0.0 0.0 0.1 0.1 0.1
Housing 0.1 0.2 0.2 0.1 1.2 0.8
Water, electricity, gas and fuels 0.0 0.0 0.0 0.0 0.0 0.0
Household equipment and maintenance 0.1 0.0 -0.1 0.1 0.4 0.4
Transport and communications 0.2 0.3 -0.1 0.0 0.7 0.1
Personal care and health 0.1 0.1 0.2 0.1 0.3 0.5
Recreation and culture 0.0 0.2 -0.1 0.3 0.4 0.2
Other goods and services 0.0 0.1 0.1 0.1 0.4 0.5
RPI (annual average inflation rate) 1.2 1.6 0.6 15 6.2 5.1
Source: NSO.

@ Totals may not add up due to rounding.
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Residential property prices Chart 4.7

MOVEMENTS IN NSO RESIDENTIAL PPI
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developments in the euro area, Source: Eurostat.

where house prices decreased by
an annual rate of 1.1% in the first nine months of 2023.

Residential property prices in Malta continued to be supported by several factors, including the limited pass
through of ECB rate hikes to retail lending rates in 2023, as well as various government schemes supporting
the property market.

Misalignment index suggests
house prices were below
fundamentals in 2023

As part of its ongoing macroeco- Chart 4.8
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the first three quarters of 2023 (see
Chart 4.8).” The undervaluation

Source: Central Bank of Malta estimates.

4 ‘Apartments’ are defined as dwellings with self-contained rooms or a suite of rooms that have a separate entrance accessible from
a common passageway, landing or stairway. This category includes penthouses. ‘Maisonettes’ have a separate entrance that is acces-
sible from the street and are either at ground-floor level with overlying habitation, or at first-floor level with underlying habitation. ‘Terraced
houses’ are dwellings with at least two floors, own access at street level and airspace and with no underlying structures that are not part
of the house itself. They are attached to other structures on both sides. Further information is available in NSO News Release 115/2023.

5 See Micallef, B. (2018), “Constructing an index to examine house price misalignment with fundamentals in Malta”, International Journal
of Housing Markets and Analysis, 11(2), pp. 315-334.

6 The actual numerical results presented in this section should not be overstated given the limitations in the construction of this index.
For example, relevant variables such as foreign capital inflows are not included, and the unavailability of an official rental index precludes
the use of the price-to-rent ratio in the index.

7 Aseparate assessment based on advertised house prices can be found in Gatt, W., Micallef, B. and Rapa, N. (2018), “A macro-econo-
metric model of the housing market in Malta”, Annual Research Bulletin, Central Bank of Malta, pp. 11-18.
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during this period was driven mainly by the house price-to-construction ratio, and the price-to-hypothetical
borrowing ratio. The latter is an indicator of affordability. The housing investment-to-GDP ratio also contrib-
uted to the undervaluation. Conversely, the loan borrowing constraint contributed positively to the misalign-
ment index, as it stood above its long-term average. The house price-to-inflation also contributed positively
to the misalignment index, but its contribution was marginal.

Final deeds for residential property decline, while promise of sale agreements increase®

NSO data on residential property transactions show that 12,179 final deeds of sale were concluded in 2023,
around 15% less than a year earlier. This follows a marginal decline of 0.3% in 2022 (see Table 4.3). The
number of final deeds of sale in 2023 was around a tenth below that of 2019. Over 90% of final deeds signed
in 2023 involved purchases by individuals.

Table 4.3
NSO RESIDENTIAL PROPERTY TRANSACTIONS
2020 2021 2022 2023 Annual change
Absolute %

Residential transactions

Promise of sale 11,259 15,639 12,164 13,214 1,050 8.6

Final deeds of sale 11,057 14,368 14,331 12,179 -2,152 -15.0
Transaction value (milions) 2,126.6 3,162.0 3,299.6 3,229.0 -70.6 -2.1

Source: National Statistics Office.

Conversely, at 13,214, the number of promise-of-sale agreements was 8.6% higher than the amount regis-
tered in 2022. This followed a decline of 22.2% in 2022.

The value of final deeds reached Chart 4.9

€3,229.0 million, a decrease of MORTGAGE CONTRACTS
€706 miIIion, or 2'1%’ compared (:(r)mual percentage change; contribution)
to the previous year.
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Mortgage transactions recover®

The number of mortgage contracts 30
recovered from the previous year’s \
decline. They rose by 1.7% in 20
2023, after decreasing by 0.9% in \
2022 (see Chart 4.9). The increase 10
was driven by terraced houses.
0 ]
By contrast, the number of mort-
gages financing houses of char- 10
acter and apartments decreased, 2021 2022 2023
while those for maisonettes were == Apartments Maisonettes Terraced houses Other —Total

Source: Central Bank of Malta.

broadly stable.

8  This section is based on NSO News Release 024/2024. The data presented cover the following property types: airspace, boathouse,
bungalow, farmhouse, flat/apartment, garage, garden, house, maisonette, penthouse, plot of land, semi-detached villa, terraced house,
‘terran’, urban tenement and villa.

9 The data used in the section are collected by the Central Bank of Malta from four commercial banks and relate only to properties which
have been purchased with a mortgage. These data exclude properties that have either been transacted using other means of financing,
as well as mortgages that have been refinanced. The property types included are: flats, penthouses, maisonettes, terraced houses, town
houses, house of character, farmhouses, bungalow, and villa. Other property types included in the previous section, such as garage, plot
of land, etc. are excluded.
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In 2023, the highest number of
mortgage transactions related to
properties located in region 4, fol-
lowed by region 14. On the other
hand, the lowest number of mort-
gage transactions involved prop-
erties located in region 1. In 2023
mortgage transactions increased
in most locations, but selected
locations  showed  significant
declines (see Chart 4.10). The
largest decrease in absolute terms
occurred in regions 7 and region
16, followed by region 2. Region 4
showed the most growth, followed
by regions 9 and 3.

Region 5 has regained its position
as the most expensive in terms of
median prices in 2023 (see Chart
4.11). In 2023, the range between
the maximum and minimum
median price increased, signal-
ling higher price dispersion across
Malta.

Contracted rental data grew
marginally

Data on rents based on contracts
registered with the Housing Author-
ity show a marginal pick up in the
annual rate of change of rents in
2023 (see Chart 4.12).2° The aver-
age range of estimates from vari-
ous methods indicate that rents
have increased at annual rates of
between 4.7% and 5.6% in the year
under review. This compared with a
range of 4.7% - 5.4% in 2022. Such
data include both new contracts as
well as renewals of previous con-
tracts. Thus, it is more extensive in
its coverage than advertised rents
collected by the Central Bank of
Malta from internet sources, which
exclude renewals.

The average range of estimates
from various methods indicate that
advertised rents collected by the

1 This information is based on provisional data for 2023 provided by the Housing Authority. Further information is available in the Author-

Chart 4.10
MORTGAGE TRANSACTIONS BY REGION
(number of transactions - level terms)
16. Ghajnsielem and Comino, Nadur, Qala,
Xaghra, Xewkija

15. Fontana, Gharb, Ghasri, Kercem, Munxar, Rabat,
San Lawrenz, Sannat, Zebbug

14. Mellieha, St. Paul's Bay, Mgarr
13. Gharghur, Mosta, Naxxar

12. Balzan, IKiin, Lija

11. Rabat, Imdina, Dingli, Mtarfa

10. Zebbug, Siggiewi, Attard

9. Ghaxad, Kirkop, Mqabba, Qrendi, Gudja
8. Marsaxlokk, Marsaskala, Zejtun

7. Birzebbuga, Safi, Zurrieq

6. Gzira, Ta' Xbiex, San Gwann

5. Swiegi, Pembroke, St. Julian's, Sliema

4. Hamrun, Pieta, St. Venera, Imsida, B'Kara, Qormi
3. Cospicua, Senglea, Vittoriosa, Kalkara, Zabbar,

2. St. Lucija, Tarxien, Fgura, Paola, Luga

1. Valletta, Floriana, Marsa

2021 2022 2023
Source: Central Bank of Malta.

Chart 4.11
MEDIAN PRICES - REGIONAL DISPERSION

(percentage of Region 5 in respective year)
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Chart 4.12
CONTRACTED RENTAL PRICES
(annual percentage change)
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Source: Housing Authourity.

ity’s periodic publications on registered rents, available at: https://housingauthority.gov.mt/.
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https://housingauthority.gov.mt/

Bank have increased at annual

Chart 4.13
rates of between 13.2% and 15.0% ADVERTISED RENTAL PRICES
in the year under review (see Chart (annal percentage change)

20
4.13).1

16
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Costs and competitiveness

Producer price pressures ease 4
Growth in producers’ output 0
prices, as measured by the pro- 4
ducer price index, decreased to
3.6% during 2023, from 5.5% a
year earlier (see Chart 4.14).%2
While energy producer price infla-
tion remained at zero, other pro-
ducer prices continued to increase Source: Central Bank of Malta.
and thus had a positive contribu-

tion to overall producer price infla-

tion. Producer prices for consumer

-12

-16

Q1 Q2 Q3 Q4
2019

Q1 Q2 Q3 Q4
2020

Q1 Q2 Q3 Q4
2021

Q1 Q2 Q3 Q4
2022

Q1 Q2 Q3 Q4
2023

Chart 4.14
goods showed the strongest COST INDICATORS
increase of 8.5%, mostly reflect- (annual percentage growth)
ing developments in non-durable 3
goods prices, while producer 80 e

25

prices of capital goods rose by
5.7%. Both components recorded
stronger increases compared to
2022. By contrast the annual rate
of change of prices of intermedi-
ate goods eased markedly, from
6.9% in 2022 to 0.6% in 2023.
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Other indicators affecting the s & § & § § 8§ 8 8 8§ § &8
domestic market also show eas- —Producer price index —Producer price index (domestic market)
ing cost pressures. The domestic —Imports of gaods prices cci®
. i Sources: Central Bank of Malta estimates; Eurostat; NSO.
producer price index was down to @ CCI shows data up to Q3 2023.

2.0% when compared to its aver-

age reading of 8.8% in 2022. This

moderation was  broad-based

across its components.*® The imports of goods deflator also showed slower growth, as it rose by, 3.1% down
from 8.5% in 2022.1* The construction cost index (CCI) for new residential buildings published by Eurostat
declined by 4.5% in the first three quarters of 2023, after increasing by 25.5% in the previous year. Notwith-
standing the recent decline, its level remains above that observed before 2020.

% The empirical analysis is based on hedonic regression models as described in Debono et al., (2020) and different indices are con-
structed using alternative methodologies, namely the time dummy method, the rolling time dummy method with a window length of two pe-
riods (Q=2) and the average characteristics method chained using the Laspeyres, Paasche and Fisher methods. The properties considered
in this analysis include apartments, maisonettes, and penthouses.

2. The producer price index measures the prices of goods at the factory gate and is commonly used to monitor inflationary pressures at the
production stage.

3 The domestic producer price index refers to the producer prices relating to the domestic market only, whilst the producer price index
relates to the total market, i.e., including both the domestic and non-domestic markets.

4 This index is derived from national accounts data published by the NSO.
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Real HCI points to a deteriora-

. . . Chart 4.15
tion in external competitiveness HARMONISED COMPETITIVENESS INDICATORS
In 2023, the nominal HCI, which (May 2004 = 100)
. .,. ' . 120
is conditioned by developments in 118
trade-weighted nominal exchange 116
rates, was up by 3.3%, compared E‘Z‘ )
with its average reading for 2022 110
(see Chart 4.15).*° 108
106 f~
104 f-\v/\ _/ \\
The real HCI, which also takes into 102 \\”’\V/ SN /J\VA
; ; ; ; 100 \
accqunt change; in price inflation ot N~/
relative to trading partners, was %
up by 3.0% over its 2022 average 94
. . 92
level. The smaller increase in the %
real HCI Compared to the nominal JMMJSNJIJMMJSNJIJMMJISNJIJMMJISNJIJMMJISNJIJMMJISN
ﬂects the fact that Ma| 2018 2019 2020 2021 2022 2023
measure re - ——Nominal HCI —Real HCI
ta’s inflation rate was lower than of Source: ECB.
its trading partners during most of
the year.
Chart 4.16

: DECOMPOSITION OF ULCs (PER PERSON) IN MALTA
UL CS Increased at a Stronger (annual percentage change; four-quarter moving average)

pace 15
Malta’'s ULC index, measured
as the ratio of compensation per
employee (CPE) to labour pro-
ductivity, increased at a stronger
pace in 2023, compared to 2022.
When measured in headcount
terms, ULCs in Malta rose by 2.4%
in 2023, following an increase of

1.0% in the previous year (see III
Chart 4.16). -10
QL Q@ Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3
2017 2018 2019 2020 2021 2022 2023
The acceleration in ULC was == Labour productivity” CPE —ULCs
. . Sources: NSO; Central Bank of Malta estimates.
drIVen by unfavourable dynamICS @ A rise (drop) in productivity contributes negatively (positively) to ULC growth.

in productivity growth, which off-

set a moderation in average wage

growth. Annual growth in CPE

eased to 1.5%, from 3.1% in 2022, as the number of employees increased at a faster pace while total com-
pensation grew at a slower pace when compared to 2022.

Meanwhile, labour productivity declined by 0.8% in 2023, following a 2.0% rise in the previous year. Pro-
ductivity growth turned negative as employment rose at a faster pace compared to 2022, while GDP growth
slowed down.

15 HCls act as an effective exchange rate measure for countries operating within the euro area monetary union. The nominal HCI tracks
movements in the euro exchange rate against the currencies of Malta’'s main trading partners, weighted according to the direction of trade
in manufactured goods. The real HCI also takes into account the relative inflation rate of Malta vis-a-vis its main trading partners. A higher
(or lower) score in the HCI indicates a deterioration (or improvement) in Malta’s international price competitiveness.
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On average, during the vyear,
growth in CPE was fastest in the
financial and insurance activities
sector, which had an average year-
on-year growth rate of 6.8% (see
Chart 4.17). Significant growth
— at 4.4% — also occurred in the
professional, scientific and admin-
istrative support sector. Most of
the other sectors also show an
increase in CPE. However, in the
arts and entertainment sector
CPE was broadly unchanged from
2022, while the real estate sector
and the wholesale and retail sector
show declines. Growth has picked
up in most of the sectors when
compared to the previous year.

CENTRAL BANK OF MALTA

Chart 4.17

CPE BY SECTOR
(annual percentage growth)

RTU
oTQ

M_N

A+BTE

Total

=2022
Source: NSO Data.

RTU: Arts, entertainment and recreation, repair
of household goods and other services

OTQ: Public administration and defence;
compulsory social security; education; human
health and social work activities

M_N: Professional, scientific and technical
activities; administrative and support service
activities

L: Real estate activities

K: Financial and insurance activities

J: Information and communication

GTI: Wholesale and retail trade; repair of motor
vehicles and motorcycles; transportation and
storage; accommodation and food service
activities

F: Construction

A+BTE: Agriculture, forestry and fishing; Mining
and quarrying; manufacturing; electricity, gas,

steam and air conditioning supply; water supply;

waste and

activities
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BOX 3: SECTORAL CONTRIBUTIONS TO AGGREGATE LABOUR
PRODUCTIVITY AND ULC GROWTH?

This box looks at sectoral contributions to total labour productivity and real ULC growth during 2023,
using national accounts data. To ensure the additivity of sectoral contributions, the analysis utilises
the generalised exactly additive decomposition (GEAD) of productivity growth, first developed by
Tang and Wang (2004).2 This method was also applied in a separate analysis of labour productivity
growth in Malta over the past two decades.?

In the GEAD approach, aggregate labour productivity can be decomposed into three effects. The first
is the pure productivity effect, which is the sector’s contribution to aggregate productivity growth that
is solely due to changes in its labour productivity, weighted by its share in nominal aggregate output.

There is also a reallocation effect, which measures a sector’s contribution to aggregate productivity
growth due to changes in its relative size. This reallocation effect is split into a static (level) effect and a
dynamic (growth) effect. The static reallocation level effect measures the impact of absolute changes
in labour shares and relative prices, scaled by the ratio of the respective sector’s labour productivity
level to the economy-wide productivity level. The dynamic reallocation growth effect takes into account
whether these changes are occurring within a growing or a declining productivity industry.

Sectoral contributions to aggregate labour productivity growth
Both economic activity and
employment levels contin-

ued to grow robustly in 2023, (P:Ig%rItDtCTIVITY GROWTH
though at a slower rate than (percentages)
in  2022. Nevertheless, 10
labour productivity declined 8
as employment outpaced 5
output. Indeed, employment .
rose by 6.5% in 2023, while
chain-linked GVA rose by 2 .
5.7%, according to national o o
accounts data. As a result, 2
labour productivity — mea- “
sured as chain-linked GVA
per person employed — fell N
by 0.8% during the year 8
under review, following an -10
2018 2019 2020 2021 2022 2023

increase of 3.7% in 2022
(see Chart 1).4°

Source: NSO.

* Prepared by Martina Cassar, Economist within the Economic Projections and Conjunctural Analysis Office. The views expressed
are those of the author and do not necessarily reflect the views of the Central Bank of Malta. Any errors are the author’s own.

2 Tang, J., & Wang, W. (2004). Sources of aggregate labour productivity growth in Canada and the United States, Canadian
Journal of Economics, 37(2), pp. 421-444.

8 Montebello R., & Darmanin J., (2021). Labour Productivity Growth in Malta: A sectoral decomposition analysis, Working Paper
04/2021, Central Bank of Malta.

4 This analysis is based on GVA per person employed rather than GDP per person employed, as sectoral data are only available
for GVA. Aggregate productivity and ULCs may thus deviate from those reported in the section of this Report on costs and com-
petitiveness where aggregate productivity and ULCs are derived using GDP. Another difference stems from the treatment of CPE,
which is in nominal terms in that section, but is deflated in this box. Employment figures are based on data from the NSO News
Release 039/2024 and therefore do not take into account revisions to LFS employment data made in light of the 2021 Census and
published in NSO News Release 044/2024.

5 Productivity developments would have been better measured using output per hour rather than output per person, particularly
during periods in which average hours worked change significantly. However, this analysis could not be made due to the unavail-
ability of sectoral hours worked in the national accounts for Malta. Furthermore, both measures may be affected by limitations in
the measurement of output of new sectors.
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Sectoral productivity mostly Chart 2

declined in 2023 (see Chart SECTORAL PRODUCTIVITY GROWTH
2). The largest drop in pro- percentages)

ductivity occurred in the

20

construction sector. This 15
decrease amounted to 10
12.6%. Although this sec- 5
tor registered a drop in its 0
output of 8.2%, employment 5 -

grew by 5.1%. The agricul-
tural sector also suffered a

2 Sz P 5 5_.%F % & 2 E. . %
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decline in output with higher 2 25 2 % £8g B8 £ B 5gf 5§y 29%
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pared to 2022. Meanwhile, E - = w58 "8 ¢ & EE 58E
_n . S < 5T Jew
productivity growth in the < B9 = 4§53
. £

real estate sector declined w2022 2023

significantly, but unlike the Sources: NSO; Central Bank of Malta estimates.

above-mentioned sectors,

GVA growth in 2023 was

positive (3.4%). However, this was less than the growth in employment (11.4%). Similar develop-
ments occurred in the trade, transportation, the accommodation and food services sector, the infor-
mation sector, the manufacturing sector, the professional sector, and the sector comprising public
sector administration and related activities.

By contrast, sectors comprising industry (excluding construction), finance and insurance, as well as
the arts and recreation sector registered higher productivity. The strongest gain is estimated for the
sector comprising finance and insurance and amounted to 7.6%. This reflects very strong growth in
GVA (11.8%), which offset a 3.9% increase in employment. Productivity developments in the financial
and insurance sector must, however, be interpreted with caution, as movements in output might be
affected markedly by financial market developments due to the strong shift in monetary policy. Any
reversal of the recent tightening in monetary policy could have a negative impact on the value added,
and thus productivity of this sector.

Table 1 shows the sectoral contributions to aggregate labour productivity growth derived using the
GEAD decomposition. Most sectors have contributed to the decline in productivity growth in 2023.
The largest negative contribution (-0.7 percentage point) was brought about by the sector comprising
public administration. This reflects the fact that it has a large labour share, and hence, a small drop
in its productivity would have a significant impact on total productivity growth.

The sector comprising the trade, transportation, accommodation and food services — which has the
highest labour market share, contributed significantly to the drop in overall productivity growth, as did
the information and communication sector. Similarly, despite the fact that the construction sector is
relatively small, it has contributed significantly to the drop in overall productivity growth on account of
its sharp drop in sectoral productivity. Moreover, despite registering some positive growth in produc-
tivity, the arts and entertainment contributed negatively to productivity growth, due to a small decline
in its labour share and its relative prices in relation to the whole economy deflator.

In line with its rise in productivity, the sector comprising of the finance and insurance services had
the largest positive contribution to aggregate productivity growth in 2023, contributing 1.1 percent-
age points. In addition, the sectors comprising real estate activities and professional services, also
contributed positively to overall growth, despite their decline in productivity. This reflects an increase
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Table 1

SECTORAL CONTRIBUTIONS TO AGGREGATE LABOUR PRODUCTIVITY GROWTH

Percentage points; Chainlinked

2016 2017 2018 2019 2020 2021 2022 2023

Agriculture, forestry & fishing 00 -03 00 -02 02 02 -01 -01
Industry (excl. construction) 00 -07 01 -01 -04 03 03 00

of which: Manufacturing -04 -02 00 00 -02 01 04 -03
Construction -0 03 03 09 -01 00 -02 -04
Wholesale and retail trade; repair of motor vehicles and
motorcycles; transportation and storage; accommodation -16 11 -04 -04 -75 36 44 -06
and food service activities
Information & communication 09 03 04 07 -05 13 05 -05
Finance & insurance activities 04 02 02 01 05 -03 -04 12
Real estate activities 04 02 -01 01 -03 01 -02 0.3
Proft_egsmne_ll, scientific and tech_nlcal a_ct.l\'/ltles; 17 18 00 12 -19 18 05 05
administrative and support service activities
Pub_llc admlnlst_re_ltllon and defence; education, health and 02 06 03 05 -01 12 -08 -0.7
social work activities
Arts, entertainment ar_1d recreation, repair of household 30 04 04 -04 06 14 -03 -04
goods and other services
Aggregate labour productivity growth (%; GVA-based) -1.2 27 12 25 -95 98 37 -08

Sources: NSO; Central Bank of Malta estimates.

in the labour share of these
sectors, and in the case of
real estate activities, also an
increase in its relative price.

Using the GEAD approach,
Chart 3 decomposes overall
productivity growth into the
pure productivity effect and
the reallocation effect. The
pure productivity effect —
which captures the change
in productivity within sec-
tors — was the dominant
contributor to the decline in
overall productivity in 2023.
The contribution of the real-
location effect — which rep-
resents the reallocation of

Chart 3

DECOMPOSITION OF PRODUCTIVITY GROWTH

(percentage contributions)

2022

= Pure productivity effect

Source: Central Bank of Malta estimates.

2023

m Reallocation effect

resources among sectors — was marginally positive, and its impact was smaller than that in 2022.

Table 2 elaborates further, by decomposing the contribution of each sector into the pure productivity
effect, the reallocation level effect, as well as the reallocation growth effect. The drop in the pure pro-
ductivity effect was mainly driven by construction, the sector comprising trade, transportation, accom-
modation and food services, and the real estate sector. Conversely, the sector comprising finance
and insurance activities registered the largest positive contribution to the pure productivity effect.
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Table 2
SECTORAL CONTRIBUTIONS TO PRODUCTIVITY GROWTH DECOMPOSED

Percentage points; Chainlinked

2023
_ Total Pure Total Reallocation effect
contribution productflfvny realloca}}lon Reallocation Reallocation
effect effect level effect growth
effect
Agriculture, forestry & fishing -0.1 -0.1 0.0 0.0 0.0
Industry (excl. construction) 0.0 0.3 -0.4 -0.3 0.0
of which: Manufacturing -0.3 0.0 -0.2 -0.2 0.0
Construction -0.4 -0.5 0.2 0.2 0.0
Wholesale and retail trade; repair of motor vehicles and
motorcycles; transportation and storage; accommodation -0.6 -0.5 -0.1 -0.1 0.0
and food service activities
Information & communication -0.5 -0.2 -0.3 -0.3 0.0
Finance & insurance activities 11 0.6 0.5 0.5 0.0
Real estate activities 0.3 -0.4 0.7 0.7 -0.1
Profgs_smnz?\I‘ scientific and technlcal a_ct_l\_/ltles; 05 02 06 0.6 00
administrative and support service activities
Pub]m adm|n|st_ra_1tl|on and defence; education, health and 0.7 01 0.6 0.6 0.0
social work activities
Arts, entertainment ar_1d recreation, repair of household 04 01 05 05 00
goods and other services
Total economy -0.8 -0.9 0.1 0.2 0.0

Sources: NSO; Central Bank of Malta estimates.

Meanwhile, the improvement in the reallocation effect, which reflects changes in labour shares and
relative prices, was primarily driven by the real estate sector, the professional and administrative sec-
tor, as well as the financial and insurance sector. These outweighed drops registered in other sectors,
particularly in the public and administration sector, as well as the arts and entertainment sector.

Sectoral contributions to growth in real CPE and real ULCs®
Real CPE fell by 3.9% in 2023, following a decline of 2.2% in 2022 (see Table 3).” Almost all sectors
contributed to the decline in real CPE, except the finance and insurance sector.

The largest contributor to the decrease was the sector comprising trade, transportation, accommoda-
tion and food services. This was followed by the sector comprising public administration and related
activities. Both sectors recorded minimal growth in nominal average wages (less than 1%). As infla-
tion was significantly higher, this resulted in negative contributions to real compensation per person.

Conversely, real wages in the finance and insurance sector rose.

Real ULCs declined by 3.2% in 2023, following a decline of 5.7% in the previous year (see Table 4).
The drop in overall real ULCs was due to the decrease in real wages, which surpassed the fall in
productivity.

The main driver behind the drop in ULCs was the sector comprising trade, transportation, accom-
modation and food services activities. This sector experienced a larger drop in real wages than the
decline in productivity. Meanwhile, the finance and insurance activities, and the professional and
administrative sectors also contributed negatively, as they experienced a drop in real wages and an
improvement in productivity.

6 Using the GEAD decomposition of productivity, it is possible to calculate approximate sectoral contributions to real ULC growth
as the log difference of sectoral contributions to CPE growth and aggregate productivity growth.
7 In this box, real CPE is calculated as total CPE divided by the private consumption deflator.
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Table 3

SECTORAL CONTRIBUTIONS TO GROWTH IN REAL CPE®

Percentage points

2016 2017 2018 2019 2020 2021 2022 2023

Agriculture, forestry & fishing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Industry (excl. construction) 0.1 0.2 0.8 01 -03 03 -01 -03

of which: Manufacturing 0.1 0.2 0.8 01 -03 0.3 0.0 -0.3
Construction 02 -0.1 03 -03 -03 0.0 -04 -02
Wholesale and retail trade; repair of motor vehicles
and motorcycles; transportation and storage; 1.1 -09 04 -04 -18 0.5 02 -21
accommodation and food service activities
Information & communication 0.2 0.4 0.8 03 -0.2 00 -02 -01
Finance & insurance activities 05 -01 0.6 0.6 0.2 0.0 0.0 0.2
Real estate activities 0.0 0.0 00 -01 0.0 00 -01 -01
Profgs;mngl, scientific and tech_nlcal a_ct_l\_/ltles; 06 -05 15 02 -0.7 03 -05 -04
administrative and support service activities
Public a_dmlnlstratlo.n'gnd defence; education, health 13 06 17 15 04 19 09 -08
and social work activities
Arts, entertainment and recreatlc_)n, repair of 03 17 08 02 -02 01 -03 -04
household goods and other services
Aggregate CPE growth (%) 4.2 1.3 6.5 1.6 -2.9 29 22 -39

Sources: NSO; Central Bank of Malta estimates.

@ sum of sectoral contributions may not exactly match aggregate CPE growth due to chainlinking.

Table 4

SECTORAL CONTRIBUTIONS TO GROWTH IN REAL ULCs™

Percentage points

2016 2017 2018 2019 2020 2021 2022 2023

Agriculture, forestry & fishing 00 03 00 02 -03 -03 00 01
Industry (excl. construction) 01 09 07 02 01 00 -04 -03

of which: Manufacturing 05 03 08 01 -01 02 -05 0.0
Construction 0.3 -04 00 -12 -01 -01 -01 01
Wholesale and retail trade; repair of motor vehicles and
motorcycles; transportation and storage; accommodation 27 -19 08 00 56 -31 -42 -15
and food service activities
Information & communication -0.7 00 04 -04 04 -13 -06 03
Finance & insurance activities 01 -03 04 05 -03 03 04 -09
Real estate activities -04 -02 02 -02 03 -02 01 -03
Profg;smngl, scientific and tech_mcal qcpwnes; 10 23 15 14 11 -1.6 -11 -0.8
administrative and support service activities
Pub]lc admmlst‘re‘\t‘lon and defence; education, health and 12 12 13 11 0.6 07 02 -01
social work activities
Arts, entertainment arjd recreation, repair of household 33 13 04 06 -08 -13 -01 00
goods and other services
Annual ULC growth (%) 54 -14 53 -038 73 -6.3 -57 -3.2

Sources: NSO; Central Bank of Malta estimates.

® sum of sectoral contributions may not exactly match aggregate ULC growth due to chainlinking.
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5. BALANCE OF PAYMENTS

During the first three quarters of 2023, the current account in the balance of payments (BOP) registered a
surplus as opposed to a deficit in the corresponding period of 2022. This reflects a decline in the merchan-
dise trade deficit, higher net receipts from services and lower outflows on the secondary income account.

Between January and September net inflows on the capital account increased compared to the corre-
sponding period of 2022. On the financial account, net lending was recorded as opposed to net borrowing
during the same period of 2022. Net errors and omissions turned positive.*

When measured over the four quarters to September 2023, the current account balance registered a sur-
plus, equivalent to 1.3% of GDP. This compares with a current account surplus of 1.3% of GDP in the euro
area.? The cyclically-adjusted current account balance was estimated to have recorded a surplus of 1.5%
during the third quarter of 2023.

References to Malta in this chapter are based on the 2023Q3 vintage of the BOP available on Eurostat in
January 2024, and therefore may not be consistent with the most recent trade data reported for 2023 in
other chapters, which are based on the GDP release covering the full year. As BOP data are undergoing
substantial revisions, readers are advised to exercise caution in interpreting changes over time.

The current account

Between January and September 2023, the current account recorded a surplus of €295.6 million, an
improvement from a deficit of €461.0 million a year earlier (see Table 5.1). This was driven by a decrease
in the merchandise trade deficit, higher net receipts from services as well as lower net outflows on

Table 5.1
BALANCE OF PAYMENTS
EUR millions
2020 2021 2022 2022 2023
Q1-Q3 Q1-Q3
Current account 293.5 184.5 -518.7 -461.0 295.6
Goods -1,222.5 -1,924.9 -3,184.6 -2,553.9 -1,922.0
Services 3,464.6 4,106.5 5,102.1 3,896.1 4,148.4
Primary income -1,754.0 -1,725.1 -1,974.0 -1,428.9 -1,775.0
Secondary income -194.4 -272.1 -462.1 -374.2 -155.9
Capital account 84.2 151.7 266.7 170.7 269.7
Financial account® 2721 636.5 -71.0 | -1,401.8  3,003.1
Errors and omissions -649.7 300.3 181.2 -1,111.3 2,437.8

Source: Eurostat.
@ Net lending (+) / net borrowing (-).

1 Positive net errors and omissions indicate an underestimation of net inflows on the capital and current accounts and/or an overestima-
tion of net lending on the financial account.

2 BOP data for 2020-2022 for Malta and the euro area should be interpreted in the context of the unprecedented developments related
to COVID-19 and the war in Ukraine.
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the secondary income account.
Together these offset an increase
in net outflows on the primary
income account.

When measured as a four-quarter
moving sum, the balance on the
current account showed a surplus
of €237.9 million, from a deficit
of €367.3 million a year earlier.
The current account-to-GDP ratio
reached 1.3%, from -2.2% a year
earlier (see Charts 5.1 and 5.2).

Malta’s cyclically-adjusted cur-
rent account balance is estimated
to have stood at 1.5% of GDP
in the year to September 2023.
The cyclically-adjusted measure
broadly exhibits similar develop-
ments to the unadjusted measure
(see Chart 5.1). However, in the
third quarter it stood slightly above
the headline measure.®

Goods deficit narrows

In the first three quarters of 2023,
the merchandise trade gap nar-
rowed by €631.9 million when
compared with the correspond-
ing period of 2022 and stood at
€1,922.0 million. This was the
result of a €858.7 million decline in
imports, which offset a €226.6 mil-
lion decline in exports. The decline
in imports was mainly due to a
decline in imports of machinery
and transport equipment and fuels.

When measured on a four-quarter
cumulative basis, the visible trade
gap narrowed to €2,552.7 million,
€457.1 million less than the defi-
cit recorded a year earlier. This
stemmed from a €359.9 million
decline in goods imports, which
outweighed a €97.4 million rise
in goods exports. As a result, the
share of the goods deficit in GDP
declined to 13.5% in the year to
September 2023, from 17.8% a
year earlier (see Chart 5.3).

Chart5.1

CURRENT ACCOUNT
(four-quarter moving sums as a percentage of GDP)
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Sources: Eurostat: Central Bank of Malta.

Chart5.2

COMPOSITION OF CURRENT ACCOUNT
(four-quarter moving sums as a percentage of GDP)
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Source: Eurostat.

Chart5.3
GOODS DEFICIT
(four-quarter moving sums as a percentage of GDP)
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Sources: Eurostat; Central Bank of Malta.

3 For more information on Malta’s cyclically-adjusted current account see Grech, A. G., & Rapa, N., “An evaluation of recent shifts in
Malta’s current account position”, in Grech, A.G., & Zerafa, S. (eds.), Challenges and Opportunities of Sustainable Economic Growth: the
Case of Malta, Central Bank of Malta, 2017.
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The surplus on services widens

Chart5.4
Between January and Septem- SERVICES BALANCE
ber 2023’ the surplus on services (:;ur—quaner moving sums as a percentage of GDP)
increased by €252.3 million on a 30 TN\
year earlier, reaching €4,148.4 mil- zz
lion, as the increase in services 2 R B R RN R R RRRRERREERRRRRRRERNR
receipts was stronger than that in 2 et e YRRy
20 e e e g R R BB R
related payments. The transport sl A AR AR ARy
and travel components drove the I B B RN B AN B R B AN BN R A R N A A BB EE
increase in the surplus from ser- e AN NN
vices. By contrast, net receipts on e EEEEEEENEE R E R EEEEEE
‘other services’ decreased. 2 )
.-
When measured over the year ﬁ
to September 2023, the overall Q1Q2Q3Q4 Q1Q2 Q3 Q4 Q1Q2 Q3 Q4 Q1Q2 Q3 Q4 Q1Q2 Q3 Q4 Q1Q2 Q3
| f . t d t 2018 2019 2020 2021 2022 2023
Surp us rom services stoo a mm Net other services Net travel Net transportation —Total net services
€5,354.4 mi"ion, an increase of Sources: Eurostat; Central Bank of Malta.

€390.1 million when compared with

the corresponding period of 2022.

The main contributor to this increase in surplus were the transport and travel components. The share of net
services receipts in GDP declined to 28.2%, from 29.4% over the same period last year (see Chart 5.4).

Net outflows related to primary income increase*

Between January and September 2023, net outflows related to primary income rose to €1,775.0 million,
€346.1 million more than in the first three quarters of 2022. This was due to higher net outflows related to
income from direct investment and ‘other investment’. These outweighed higher net interest and dividend
income earned on portfolio investment. Movements on the primary income account continued to be strongly
influenced by internationally oriented firms, including subsidiaries of foreign banks, which transact predomi-
nantly with non-residents.

When measured on a four-quarter cumulative basis, net outflows on this component also increased. Their
share in GDP stood at 12.2%, 1.0 percentage point more than in the four quarters to September 2022.

Net outflows from secondary income decrease®
During the first nine months of 2023, net outflows on the secondary income account amounted to €155.9
million, less than half the amount recorded in the corresponding period of 2022.

Net outflows also decreased when measured over four quarters, reaching €243.8 million. These were equiv-
alent to 1.3% of GDP, down from 2.5% in the four quarters to September 2022.

Tourism

During 2023, the tourism sector reached new highs as almost three million tourists visited Malta. Nights
stayed and tourist expenditure in Malta also rose significantly compared with 2022, and surpassed pre-
pandemic levels.

The number of tourists visiting Malta increased by almost a third in 2023, reaching 2,975,670, up from
2,286,597 in 2022 (see Chart 5.5). Tourist arrivals surpassed 2019 levels across most source markets, with
the exception of the United Kingdom, Sweden, Ireland, Belgium and Spain.

Tourists visiting Malta for leisure purposes accounted for most of the increase in arrivals in absolute terms.
This segment recorded 2,705,845 visitors, a 32.6% increase over 2022, and accounted for most of the

4 The primary income account shows income flows related mainly to cross-border investment and compensation of employees.
5 The secondary income account shows current transfers between residents and non-residents.

CENTRAL BANK OF MALTA Annual Report 2023
79




increase in overall arrivals. Those
visiting for business and other rea-
sons also increased, but these seg-
ments accounted for around 3% of
the total increase.

Double-digit growth in arrivals was
reported from all major source mar-
kets, except the Netherlands, where
the increase was smaller. Italy and
the United Kingdom registered the
largest increases in absolute terms.
These two countries were the most
important markets in 2023, each
accounting for around 18% of total
tourist arrivals. They were followed
by France and Germany which
made up 9.6% and 7.3% of arrivals,
respectively. Poland was next, with
a share of 5.6%.

Chart 5.5
TOURISM INDICATORS

(nights stayed and tourist arrivals in thousands; expenditure in EUR millions)
3,300

3,000

2018 2019 2020 2021 2022 2023
== Nights (RHS)
Source: NSO.

Expenditure —Tourist arrivals

The number of nights that tourists spent in Malta increased to 20.2 million in 2023, 21.9% more than the
number of nights stayed in 2022. This was mainly attributable to a rise in nights stayed in collective accom-
modation, followed by other rented accommodation. The increase in nights stayed in non-rented accommo-
dation was much more muted. Nights stayed, surpassed pre-pandemic levels by 4.7%.

The total average occupancy rate in collective accommodation establishments rose to 62.2% in 2023, up
from 53.3% a year earlier, but still short of that recorded in 2019 when it reached 65.6% (see Chart 5.6).
Higher occupancy rates were registered across all accommodation categories compared to 2022.

During 2023, the share of non-residents in the total number of guests using collective accommodation
increased relative to a year earlier, to reach 88.4%, and stood only slightly below that of 90.1% recorded in
20109.

Tourist  expenditure increased
by almost a third over 2022, to

reach €2,671.4 million. The largest Chart 5.6
. . ) AVERAGE OCCUPANCY RATES
increase in absolute terms was in (per cent)

the non-package expenditure cat- 80
egory, followed by package expendi-
ture, and ‘other’ expenditure.
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According to Malta International
Airport (MIA) data, seat capac-
ity increased by almost 30% in
2023, compared with a year earlier,
reaching an average of 762,915
seats per month (see Chart 5.7).
This was 2.4% above its 2019 level.

A total of 309 cruise liners visited
Malta during 2023, up from 283 a
year earlier, but still less than in
2019, when the number of cruise
liner calls totalled 359. Foreign
passengers reached 788,100
persons, almost two-thirds more
than the number that visited in
2022, and 4.5% above the number
recorded in 2019 (see Chart 5.8).
Visitors from Italy made up the
largest share of cruise passengers
during 2023, followed by those
from the United Kingdom, and the
United States. These nationalities
together accounted for over half of
all cruise passengers in 2023.

The capital and financial
accounts

The capital account recorded net
infows of €269.7 million in the
first three quarters of 2023, an
increase of €99.0 million on a year
earlier (see Table 5.1). Similar
developments were observed on
a four-quarter moving sum basis,
although in this case the increase
was larger at €130.1 million.

Chart 5.7

AVERAGE MONTHLY SEAT CAPACITY®
(thousands; annual percentage change)

/

2018 2019 2020 2021 2022 2023
mm Annual averages ——Annual percentage change (RHS)
Source: MIA.
(@ Data includes schedule and charter seats.
Chart5.8

CRUISE LINER PASSENGERS®
(thousands)

Total European Union
m2018 m2019 2020 2021 2022 m2023

Non-European Union

Source: NSO.

@) passengers from the United Kingdom are included as passengers from the European Union up till
2019, thereafter they are treated as EU passengers.

Meanwhile, the financial account showed net lending of €3,003.1 million in the first nine months of 2023. This
contrasts with net borrowing of €1,401.8 million in the same period of 2022. The shift to net lending reflected
transactions in the ‘other investment’ account. When measured on a four-quarter sum basis, the financial
account also shows a net lending balance from a net borrowing balance a year earlier.
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6. GOVERNMENT FINANCE

In the first three quarters of 2023, the general government deficit declined significantly when compared to
that recorded in the corresponding period of 2022. When measured on a four-quarter moving sum basis, the
deficit-to-GDP ratio narrowed from 5.6% as at end-2022 to 3.4% in the third quarter of 2023.

Meanwhile, general government debt as a share of GDP declined, from 51.6% at end-2022 to 49.6% as at
end-September 2023. The general government net financial worth also improved. Meanwhile, the cyclically-
adjusted deficit narrowed in the four quarters up to September 2023.

Quarterly developments

General government deficit narrows significantly
In the first three quarters of 2023, the general government registered a deficit of €295.9 million, €337.2 mil-
lion lower when compared to the deficit recorded in the corresponding period of 2022 (see Table 6.1). This
was due to government revenue increasing much more significantly than government expenditure. As a
result, the primary deficit more than halved, narrowing from €512.5 million in the first three quarters of 2022
to €151.4 million in the corresponding period of 2023.

Table 6.1
REVENUE, EXPENDITURE AND DEBT
EUR millions
Q1-Q3 Change Q1-Q3

2018 2019 2020 2021 2022 2022 2023 Amount %
Revenue 4,947.3 5,173.2 4,763.2 5,437.9 5,884.1| 4,268.3 4,780.2 512.0 12.0
Taxes on production and imports 1,569.3 1,615.1 1,393.4 1,568.4 1,789.4| 1,324.1 1,431.6 107.4 8.1
Current taxes on income and wealth 1,676.7 1,855.8 1,700.7 2,052.7 2,249.1| 1,626.5 1,842.0 215.5 13.2
Social contributions 764.8 800.1 838.2 914.8 990.6 725.4 765.9 40.5 5.6
Capital and current transfers receivable 287.2 2776 2916 270.3 2755 185.3 186.9 1.7 0.9
Other® 649.2 624.6 5394 6317 5795 4069  553.8 1469  36.1
Expenditure 4,692.5 5,099.9 6,047.8 6,578.6 6,866.2| 4,901.4 5,076.1 174.7 3.6
Compensation of employees 1,395.9 1,510.5 1,589.2 1,772.5 1,8345| 1,374.9 1,448.8 73.9 5.4
Intermediate consumption 830.4 968.4 1,189.7 1,311.0 1,341.0 960.3 1,062.7 102.4 10.7
Social benefits 1,181.0 1,2449 1,342.6 1,389.1 1,486.7| 1,100.6 1,206.8 106.2 9.6
Subsidies 179.0 1951 6844 707.4 834.8 567.1 465.0 -102.1  -18.0
Interest 1940 183.6 1709 168.0 164.2 120.7 144.5 23.9 19.8
Other current transfers payable 266.3 291.8 3041 4454  463.3 276.5 240.0 -36.6 -13.2
GFCF 4419 5436 5559 5854  589.3 410.8 385.0 -25.8 -6.3
Capital transfers payable 207.5 151.4 191.3 178.6 138.2 79.7 106.9 27.2 34.2
Other® -3.4 10.7 19.6 21.2 14.4 10.8 16.3 55 -
Primary balance 448.8 256.9 -1,113.6 -972.7 -818.0 -512.5 -151.4 361.1 -
General government balance 254.8 73.3 -1,284.6 -1,140.7 -982.2 -633.1 -295.9 337.2 -
General government debt 5,662.1 5,720.3 6,974.7 8,263.9 9,000.5| 8,695.0 9,409.8
Source: NSO.

@ "Other" revenue includes market output as well as income derived from property and investments.
@ "Other" expenditure principally reflects changes in the value of inventories and in the net acquisition of valuables and other assets.
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Higher tax receipts underpin revenue growth

During the period under review, general government revenue increased by €512.0 million, or 12.0% in annual
terms. This was largely due to higher inflows from current taxes on income and wealth, which increased by
€215.5 million. This reflects higher income tax receipts paid by both companies and households. Further-
more, receipts from production and imports increased by €107.4 million, due to higher VAT receipts and, to
a lower extent, higher inflows from stamp duty. Furthermore, social contributions went up by €40.5 million,
reflecting favourable labour market conditions.

Non-tax revenue also increased during the period under review. This was mostly driven by a €146.9 million
rise in the ‘other’ component of government revenue, reflecting an increase in income from sales.

Current outlays support expenditure growth

During the period under review, growth in government expenditure was relatively muted, as spending on
energy price support measures was offset by the termination of COVID-related support measures. Overall,
government expenditure increased by €174.7 million, or 3.6% when compared to the corresponding period
a year earlier, with recurrent expenditure contributing the most to the increase.

Outlays on social benefits increased by €106.2 million, mainly due to higher outlays on retirement pensions
and contributory bonuses. Similarly, intermediate consumption grew by €102.4 million, partly on the back of
higher expenditure within the public administration sector. Moreover, spending on compensation of employ-
ees increased by €73.9 million, driven by higher wages in the public administration and, to a lower extent, in
the education sector. Interest payments increased by €23.9 million, reflecting higher financing requirements
in recent years, coupled with an increase in the cost of borrowing. Moreover, the ‘other’ component of gov-
ernment expenditure increased by €5.5 million.

On the other hand, spending on subsidies fell by €102.1 million, due to the aforementioned base effect
from pandemic related assistance, and the timing of spending on energy support measures. Other current
transfers payable declined by €36.6 million in the period under review, reflecting a one-time refund from the
European Union.

Meanwhile, capital expenditure rose slightly in the period under consideration. This is due to a €27.2 mil-
lion increase in capital transfers, which offset a €25.8 million decrease in GFCF. The latter mainly reflects a
decline in spending on locally financed projects.

Debt increases in level terms

In September 2023, the stock of general government debt stood at €9,409.8 million, an increase of €409.3
million from its level as at end-2022. The stock of long-term debt securities (composed of MGS) increased by
€820.4 million, as new MGS issues outweighed the value of redeemed securities. Moreover, in level terms,
the share of long-term securities in total government debt increased by 5.4 percentage points, to 81.6%. On
the other hand, the stock of short-term securities outstanding (composed of Treasury bills) decreased by
€394.4 million, and their share in total debt broadly halved to 4.3%.

Meanwhile, the stock of loans outstanding increased slightly by €1.8 million. Notwithstanding this increase,
the share of long-term loans in total debt fell by 0.4 percentage point, to 9.2%. Furthermore, the level of
currency and deposits outstanding declined by €18.5 million, bringing down their share in total debt by 0.4
percentage point to 4.8%. This reflects a lower level of outstanding 62+ Malta Government Savings Bonds,
which are classified as deposits according to European System of Accounts (ESA) methodology.

Headline and cyclically-adjusted developments
Headline deficit and debt ratios decline

When measured on a four-quarter moving sum basis, the general government deficit-to-GDP ratio declined
from 5.6% at end-2022, to 3.4% in the third quarter of 2023.
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During this period, the ratio of total
revenue in GDP remained broadly
unchanged (see Chart 6.1). On the
other hand, the ratio of total expen-
diture in GDP declined by 2.3 per-
centage points, with this drop being
mostly due to a lower share of cur-
rent expenditure. Since 2021, the
decline in the share of current out-
lays in GDP has been the primary
force behind the improvement in
the fiscal balance.

Meanwhile, the government debt-
to-GDP ratio fell by 2.0 percentage
points when compared to Decem-
ber 2022, reaching 49.6% of GDP
(see Chart 6.2). As GDP growth
remained strong, the interest-
growth differential exerted a debt-
decreasing effect in the period
reviewed. The impact of sustained
primary deficits and debt-increas-
ing deficit-debt transactions was
relatively muted.

Net financial worth improves
The market value of financial assets
as at end-September 2023 stood
at €5,485.5 million, an increase of
€578.3 million when compared with
December 2022.* This was mainly
due to higher government deposits
held at banks. The share of finan-
cial assets in GDP rose by 0.8 per-
centage point to 28.9%, as at end-
September 2023 (see Chart 6.3).

Meanwhile, the market value of
financial liabilities increased by
€799.9 million, ending the third
quarter of 2023 at €11,136.1 mil-
lion. This is mainly due to a strong
increase in accounts payable and
in the value of debt securities.
Despite this substantial increase,
the share of financial liabilities in
GDP declined by 0.6 percentage
point, to 58.7%.

The resulting net financial worth of
general government as a share of
GDP improved by 1.3 percentage

Chart 6.1

IMPACT ON GENERAL GOVERNMENT BALANCE®
(percentage points)
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Sources: NSO; Central Bank of Malta.

) Revenue items: +ve sign represents higher revenue and vice versa. Expenditure items: +ve sign represents lower expenditure and vice

versa.

@ Four-quarter moving sums up to Q3.

) The term 'current revenue’ represents most tax revenue as well as income from investments and sales. ‘Capital revenue’ mainly represents

capital taxes and grants received.

@ The term 'current expenditure’ mainly represents spending on wages, social benefits and operational and maintenance expenses. ‘Capital
mainly ts spending on and capital transfers.
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Chart 6.3
GENERAL GOVERNMENT NET FINANCIAL WORTH
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* According to the ESA 2010 methodology the stock of financial assets and liabilities are measured at market value. For further details

see https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Glossary:Net_financial_worth&stable=1
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points and closed the third quarter of the year at -29.8%, from -31.1% as at end 2022. Consequently,
the net financial worth of the Maltese Government continued to compare favourably with the euro area
average. The latter stood at -54.9% of GDP in September 2023, compared with -56.3% registered in
December 2022.

Maltese public finances improve at a faster pace than the euro area average

In September, the euro area general government deficit stood at 3.5% of GDP when measured on a four-
quarter moving sum basis, slightly narrower than the deficit recorded in 2022 (see Chart 6.4). Moreover, over
the same period, the euro area debt ratio decreased from 90.9% to 89.9% of GDP.

In the period under review, there has been a greater improvement in the Maltese general government
deficit ratio than the euro area
average. Moreover, the headline
balance is now broadly in line with

the euro area average, while the é}%%ggL GOVERNMENT BALANCE AND DEBT

Maltese government debt-to-GDP 5 100

ratio remained well below the cor-

responding ratio for the euro area. %
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On a four-quarter moving sum
basis, the cyclically-adjusted deficit
stood at 3.8% of GDP in Septem-
ber 2023, 2.8 percentage points
lower than the deficit posted at the
end of 2022 (see Chart 6.5). This
improvement is mostly in line with
the change in the headline balance Sources: Eurostat: NSO.
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cyclically-adjusted expenditure in
GDP (see Table 6.2). This reflects
the abovementioned declines in
subsidies, and in current transfers,
which form part of ‘other expen-
diture’ in the table. At the same
time, the share of compensation of
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by 0.7 and 0.3 percentage points,
respectively.

© o N &5 h b b N A ok
L~
/
\\

KN
o

(1)
. . 2018 2019 2020 2021 2022 2023
The share of cyclically-adjusted ) ) )
—Headline —Cyclically-adjusted

revenue fe” by 03 percentage Sources: NSO; Central Bank of Malta estimates.
} . ) Sources: NSO
point. This was mainly due to a 0.3 Pefiod endina Seotember 2023,

2 The cyclically-adjusted balance is corrected for the impact of the economic cycle on government tax revenue and unemployment as-
sistance. This methodology is in line with the approach used by the European Commission but is based on own estimates for fiscal items’
elasticities and the output gap. For an overview of the method used by the Commission, see Mourre, G., C. Astarita, and S. Princen (2014):
“Adjusting the budget balance for the business cycle: the EU methodology,” European Economy — Economic Papers 536, (DG ECFIN),
European Commission.
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Table 6.2

YEAR-ON-YEAR CHANGES IN CYCLICALLY-ADJUSTED FISCAL COMPONENTS

Percentage points of GDP

2018 2019 2020 2021 2022 2023®
Revenue 0.1 -1.8 -1.3 0.8 -2.1 -0.3
Current taxes on income and wealth -0.3 0.1 1.2 -04 -0.7 0.2
Taxes on production and imports 0.3 -0.7 -0.9 -0.2 0.0 -0.3
Social contributions -0.1 -0.3 0.3 0.2 -0.5 -0.3
Other® 0.2 -0.9 2.0 1.1 -0.9 0.1
Expenditure 1.6 -04 5.0 1.1 -3.2 -3.0
Compensation of employees -0.2 -0.2 0.2 0.5 -1.0 -0.7
Intermediate consumption 0.4 0.4 1.3 0.3 -0.8 -0.2
Social benefits -0.5 -0.4 0.0 0.0 -0.4 -0.3
Interest payments -0.3 -0.2 -0.1 -0.1 -0.2 0.0
GFCF 1.0 0.4 -0.1 0.0 -0.4 -0.5
Other® 1.1 -0.5 3.7 0.5 -0.4 -1.4
Primary balance -1.7 -1.6 -6.5 -0.4 1.0 2.8
General government balance -1.4 -14 -6.3 -0.3 1.2 2.8

Sources: NSO; Central Bank of Malta estimates.

@ Four-quarter period up to September 2023.

@ Includes market output, income derived from property and investments and current and capital transfers received.

@ Mainly includes subsidies, current and capital transfers.

percentage point fall in both the share of indirect tax and social contribution revenue in GDP. These declines
offset a 0.2 percentage increase in the share of direct taxes. At the same time, the share of ‘other revenue’
rose marginally, mainly due to the above-mentioned rise in sales.
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BOX 4: THE SUSTAINABILITY OF MALTESE GOVERNMENT DEBT?

This box assesses the sustainability of Maltese general government debt over different time horizons
and evaluates risks stemming from macro-financial linkages. It updates previous debt sustainability
analyses published by the Bank.2® The term ‘sustainability’ used in this analysis is in line with the
IMF’s definition that ‘sovereign debt is sustainable if the country is able to finance its policy objectives
and service the resulting debt, without resorting to unduly large adjustments, which could otherwise
compromise its stability’.

Main messages
The main messages can be summed up as follows:

e According to a heatmap of relevant indicators, in 2022 risks related to the structure and financ-
ing of debt, and risks related to contingent liabilities, are considered to be medium to moderate.

e This box presents two scenarios which serve as a preliminary assessment of the impact of the
EU fiscal framework reform. The debt ratio is not expected to embark on an explosive path, even
in the event of adverse shocks. However, depending on the pace of fiscal consolidation, the
expected decline in the debt-to-GDP ratio could be insufficient to comply with the revised rules.

e There exist risks which could not be quantified and incorporated in the scenario analysis. In
the immediate term, these mainly reflect the Government's commitment to maintain stability in
energy prices to consumers. Medium to long-term risks reflect the reform in the international
corporate tax framework and the introduction of new EU-wide revenue raising measures. While
these risks may be substantial, the resulting changing structure of the Maltese economy, includ-
ing those as a result of reforms implemented in the context of the national Recovery and Resil-
ience Plan, may bring both positive and adverse impacts on debt sustainability.

Scenario analyses

The scenarios in this Box serve as a preliminary assessment of the impact of the EU fiscal frame-
work reform. In December 2023, the Council of the EU agreed on a set of reforms to the Stability
and Growth Pact, which affect both the preventive arm and the Excessive Deficit Procedure (EDP).*
The Council then reached a provisional political agreement on the preventive arm with European
Parliament negotiators in February 2024.5 The new rules, which will be applied from 2025, need to be
approved in a formal vote in both the Council and the EU Parliament before being adopted.

Under the proposed framework, which provides for greater differentiation across countries based on
their fiscal positions, the European Commission will set a “technical trajectory” for Member States
with government debt-to-GDP ratios above 60% and/or deficit-to-GDP ratios higher than 3%. This
trajectory seeks to ensure that sufficient fiscal adjustment is carried out over an agreed period. The
trajectory is agreed with Member States on the basis of multi-year national plans, which will cover
a period of four years, extendible by a further maximum of three years if underpinned by credible
commitments to investment and reforms. Although fiscal adjustment is expressed in terms of the

* Prepared by John Farrugia, Manager Fiscal Issues and Reports Office within the Economic Analysis Department of the Central
Bank of Malta. The views expressed are those of the author and do not necessarily reflect the views of the Central Bank of Malta.
Any errors are the author’s own.

2 For further details on government debt dynamics and fiscal sustainability, see Farrugia, J. and Grech, O., “The Sustainability
of Maltese Government Debt Revisited”, in Grech, A.G., and Zerafa, S. (eds.), Challenges and Opportunities of Sustainable Eco-
nomic Growth: the Case of Malta, Central Bank of Malta, 2017.

3 This study uses the national accounts vintage up to the fourth quarter of 2023, published in February 2024 and the general
government data vintage up to the third quarter of 2023, published in January 2024. The cut-off date for projections is 6 February
2024.

4 See https://www.consilium.europa.eu/en/press/press-releases/2023/12/21/economic-governance-review-council-agrees-on-
reform-of-fiscal-rules.

5 See https://www.consilium.europa.eu/en/press/press-releases/2024/02/10/economic-governance-review-council-and-parlia-
ment-strike-deal-on-reform-of-fiscal-rules
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structural primary balance (SPB), it will be monitored via growth in a defined measure of nationally-
funded government expenditure.

The new rules require countries to adhere to minimum annual changes in the SPB, depending on
their deficit and debt level (see section at the end of the box). However, the pace of annual fiscal
adjustment needs to ensure that the debt-to-GDP ratio is on a plausibly declining path or stays at
prudent levels even after accounting for adverse scenarios.

The below scenarios explore the profile of the Maltese general government debt if different fiscal
adjustment paths are targeted. Given that the new fiscal rules have not yet been formally adopted,
and since Member States had not yet submitted national plans when this exercise was conducted,
the forecast consolidation paths in this box are based on a number of assumptions.

Up until 2026, assumptions for GDP growth, inflation and Government’s borrowing costs in both sce-
narios are in line with the Bank’s latest forecast exercise.® Thereafter, a series of common assump-
tions govern the path of macro variables, prices and interest rates. Shocks to the scenarios are in line
with those proposed under the new fiscal rules (see section at the end of this box).

Scenario 1 — Baseline Scenario

In this scenario, the SPB path between 2024 and 2026 is in line with the Bank’s latest projections.
On average, the annual rate of adjustment amounts to 0.7% of GDP — more than the minimum rate
of adjustment required by the newly proposed fiscal rules. Thereafter, the mandated minimum annual
change in the SPB is pursued. In this scenario, Government reaches a structural deficit ratio of 1.5%
(the safety margin included in the preventive arm’s deficit safeguard) by 2030. However, it continues
to target fiscal consolidation even in subsequent years, such that the structural balance is only slightly
in deficit by 2033.

On the basis of these assumptions, and excluding the impact of any shocks, the general government
debt is expected to peak at just under 56.0% in 2028 before declining to around 50.0% of GDP by
2033 (see Chart 1).

In this scenario, the debt-
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6 This exercise is available here: https://www.centralbankmalta.org/economic-projections
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A shock to the SPB exerts the largest impact on the debt profile. Although the debt-to-GDP ratio
is expected to decline from around 2030 onwards, it is still expected to remain above 60% by
2033.

According to this scenario, if no shocks occur, the debt-to-GDP ratio declines to below 2023
levels by the end of the projection horizon. On the basis of the mechanical shocks applied to this
scenario, the debt ratio remains above 2023 levels. Moreover, the year in which the debt ratio
reaches its peak is pushed back from 2028 in a no-shock scenario, to 2030 in the event of a
SPB shock. A more aggressive fiscal consolidation path than that assumed in the no-shock path,
aimed at bringing the debt ratio to a lower peak earlier on in the projection horizon, would be nec-
essary to ensure that public finances are less susceptible to adverse economic developments.

Scenario 2 — Alternative Scenario

In this scenario, it is assumed that fiscal consolidation is not pursued as aggressively as in the
baseline scenario. Between 2024 and 2026, the mandated minimum annual change in the SPB is
pursued — which is smaller than the adjustment forecast in the latest CBM projections. Thereafter,
the required minimum pace of consolidation is carried out, such that a structural deficit of 1.5%
of GDP is posted by 2033. The SPB is slightly in surplus by the end of the projection horizon.

Excluding the impact of any shocks, general government debt is set to peak in 2029 at around
58% before decreasing to just below 55.0% of GDP by 2033 (see Chart 2).

Shocks to the interest-growth differential and to interest rates are set to push the debt ratio above
60%. However, debt is still forecast to decline to around 62.0% of GDP by 2033, from a peak of
around 64.0% in 2030. A shock to the SPB is set to push the debt-to-GDP ratio to around 66%
from 2029 onwards. Although the debt profile is still expected to decline over time, the year-on-
year decrease in the ratio is very small.

This scenario highlights the importance of frontloaded fiscal consolidation and continuous adher-
ence to the targets. Despite ensuring the minimum required rate of fiscal adjustment, the debt
ratio in this scenario may not be brought on a strong downward path in the event of unexpected
shocks. Thus, even though the debt ratio is not expected to embark on an explosive path, gov-
ernment debt under this
adverse scenario may not
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debt ratio is colour coded — red indicates a high threat, yellow indicates a medium threat and green
signals a low threat to sustainability. The heat map is presented in Table 1.

This is a backward-looking analysis using information up to 2022. At the time this exercise was com-
pleted, data at end-2023 was not available for most indicators.

Risks surrounding the structure of debt and availability of liquidity are considered to be relatively low.
Although the share of short-term debt in total debt is considered to be a medium threat, it declined
from around 16% in 2020 to around 14% by end-2022.” Short-term debt also includes holdings of
Malta Government Retail Savings Bonds, which are classified as deposits in the ESA methodology.

Risks related to gross financing needs have decreased compared with 2020, as the general govern-
ment deficit declined. Consequently, they are now considered as low risk. However, net financing
needs after accounting for government deposits remain substantial and continue to be classified as
medium risk.

From a macro-financial perspective, the main risks to debt sustainability stem from the elevated
share of non-performing loans in the total loans extended by the core domestic banks, when com-
pared with the applicable threshold. This metric has however improved significantly over time and is
currently at historic lows.?

Table 1
HEAT MAP

2018 2019 2020 2021 2022
Structure of debt
Share of short-term debt
Change in share of short-term debt (y-o-y)
Share of foreign currency denominated debt
Share of debt with variable interest rate in GDP
Share of debt held by non-residents

Liquidity risks

Gross financing needs (% of GDP)

Net financing needs (% of GDP)

Ten year government bond spread over German Bund

G GG
Macro-financial risks
Private sector debt (% of GDP)
Private credit flow (% of GDP) _
Net international investment position (% of GDP)
Share of non-performing loans to gross loans: core banks
Change in share of non-performing loans (core banks) (y-o0-y)
Bank loans-to-deposits ratio (core banks)
Change in nominal house prices (y-o-y)

G i B HiGR|

Competitiveness risks (High/Low risk)

ULCs (% change over three years)

Real effective exchange rate (% change over three years)
Current account balance (three yr average as % of GDP)
Export market shares (% change over five yrs)

Implicit/ contingent risks

Commission Ageing Report: 2019-2070 ageing costs (pp of GDP)
General government guarantees (% of GDP)

Sources: Author's calculations; Eurostat.

7 The medium and high-risk thresholds applied in this study respectively have a value of 8.2% and 16%.
8 The high-risk threshold applied in this study has a value of 2.3%. This metric amounted to 2.5% by end-2023.
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Implicit liabilities in the form of ageing costs (pensions, healthcare and long-term care) as a share
in GDP form another significant risk to sustainability. According to the Commission’s 2021 Ageing
Report projections, at 8.0 points, Malta is set to have the fourth highest increase in age-related
spending in the euro area between 2019 and 2070. However, ageing costs are set to remain below
the euro area average by 2070.

Government-guaranteed debt as a share of GDP continued to decline in 2022. At 6.6% of GDP,
this ratio stood lower than the euro area average, and is more than half the peak ratios observed
in 2012 and 2014. Consequently, the risk of guarantees being called is considered as medium,
bordering on low. However, there still remain substantial pandemic-related guarantees outstand-
ing. These form the fourth largest source of guarantees after those in the energy and logistics
sectors.®

Non-quantifiable risks
This section outlines other debt sustainability risks which are likely to materialise but cannot be quan-
tified at present.

In the short-to-medium term, sustainability risks reflect the Government's commitment to retain
stable energy prices to consumers. If commodity prices remain at a higher level than estimated,
Government will require higher subsidies than planned. This will also directly impact the Commis-
sion’s assessment of the pace of fiscal consolidation. Both the Commission (in its assessment
of the 2024 Draft Budgetary Plan) and the IMF (in its 2023 Article IV consultation) called for the
Maltese Government to embark on a plan to gradually scale back the size and scope of energy
support measures.

Medium-to-long term sustainability risks reflect the impact of a reform in the international corporate
tax framework, as agreed by members of the Organization for Economic Co-operation and Develop-
ment (OECD)/G20 Inclusive Framework. The reforms affect large multinational companies and seek
the partial re-allocation of taxing rights from their home countries to markets where they also earn
turnover. The reforms also introduce a 15% global minimum effective corporate tax rate. In December
2022, the Council of the EU reached unanimously an agreement to implement the EU Minimum Tax
Directive (Directive 2022/2523). Member States were required to transpose the rules into domestic
law by 31 December 2023. However, Member States in which no more than 12 ultimate parent enti-
ties of multinational enterprise groups are located, are allowed to apply a derogation for up to end-
2029. The Maltese Government is eligible to apply this derogation. The impact of these proposals on
government finances is thus hard to quantify at this stage.

Other medium-to-long terms risks reflect the impact of new EU-wide revenue raising measures,
which Member States in principle agreed to introduce in order to repay financing of the Next Genera-
tion EU rescue package. These include the extension of the EU Emissions Trading System as from
2024, the introduction of a carbon border adjustment mechanism, and an own resource requirement
from the above mentioned international corporate taxation framework.’® Such measures have the
potential to significantly affect the Maltese economy and public debt sustainability. On the one hand,
the introduction of new taxation systems may disrupt existing industries and negatively affect inflows
from corporate taxes. On the other hand, the shift towards new industries may boost competitiveness
and productivity, leading to increased investment. The long-run impact of structural reforms being
implemented as part of the national Recovery and Resilience Plan — which ought to reduce sustain-
ability risks — is also difficult to gauge.

9 See National Audit Office Malta (2023). “Annual Audit Report: Public Accounts 2022” for further details.
10 See https://ec.europa.eu/commission/presscorner/detail/en/ip_21_7025.
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Assumptions and technical information

Numerical targets proposed in the reform of the Stability and Growth Pact

Member States under the preventive arm of the fiscal rules will be subject to two safeguards. Under
the debt sustainability safeguard, countries with debt ratios higher than 90% of GDP are required
to bring down their debt ratio by a minimum annual average of 1 percentage point of GDP over the
national plan’s horizon. The minimum annual average of debt reduction for countries with ratios of
between 60% and 90% is 0.5 percentage point of GDP. Under the deficit resilience safeguard, coun-
tries need to bring their structural deficit down to 1.5% of GDP to ensure a safety margin to the 3% of
GDP Treaty-based threshold. To this end, the annual change in the SPB will be 0.4 percentage point
of GDP for a four-year adjustment plan, and 0.25 percentage point for a seven-year plan.

Countries which breach the 3% deficit ratio threshold and enter into an EDP are required to make
a minimum annual adjustment of 0.5 percentage point of GDP in the SPB for the transitional period
2025-2027, and in terms of the structural balance thereafter.

Scenario analyses: common assumptions (from 2027 onwards)

Potential output growth is determined exogenously in this framework. Real GDP growth is set to grow in
line with the forecast SPB and potential output growth. The growth is therefore determined by the fiscal
multiplier — i.e. the degree to which fiscal policy affects economic growth — and the output gap, which
eventually closes. For further details, refer to the 2018 Annual Report Box.

Inflation, which in this box is measured by growth in the GDP deflator, is assumed to revert to around
2.0%, in line with the ECB’s target for inflation over the medium term. Meanwhile, the level of the
deficit-debt adjustment is assumed to revert to its long-run average. No temporary fiscal measures
are assumed to take place.

Government debt is forecasted on the basis of different types of maturity. The share of each category
of debt is assumed to revert to its long-run average. Interest payment projections are based on sepa-
rate interest rate estimates applied to each maturity category.

The forecast path of interest rates is based on ECB assumptions for the EURIBOR (used to deter-
mine interest payments on short-term debt) and the ten-year yield on Malta Government Bonds (used
to determine interest payments on rolled-over, long-term debt).* Interest rates on non-maturing debt
are based on the maturity profile of outstanding MGS.

The forecast path for the main determinants of debt is shown in Table 2.

Table 2
SCENARIO ASSUMPTIONS: MAIN DETERMINANTS OF DEBT

Per cent; averages over simulation period

Baseline scenario Alternative scenario
2024-2033  Shock: Shock: Shock: [2024-2033  Shock: Shock: Shock:
average interest interest SPB average interest interest SPB
growth rate growth rate
differential differential

Real GDP growth rate 35 3.0 35 35 35 3.0 3.5 35
Inflation (GDP deflator growth rate) 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2
Implicit interest rate 3.0 3.4 3.8 3.1 3.1 35 3.9 3.2
Deficit-debt adjustments (% of GDP) 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
SPB (% of GDP) -0.6 -0.7 -0.7 -1.6 -1.2 -1.2 -1.2 2.2
Memo: SPB in 2033 (% of GDP) 1.1 1.2 1.2 0.1 0.2 0.4 0.4 -0.8

Source: Author's calculations.

1 The euro area interest rate projections were sourced from the ECB’s technical assumptions.
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Scenario analyses: shocks (applied from 2024 onwards)

Shocks are assumed to be permanent in nature, and to target three main determinants of the debt-
to-GDP path. Shocks to the interest-growth differential assume a 0.5 percentage point lower GDP
growth path and 0.5 percentage point higher interest rate path. The interest rate shock scenario
assumes a 1.0 percentage point higher path of interest rates. The SPB scenario assumes a 1.0 per-
centage point lower SPB path.

For shocks which impose an increase in interest rates, a gradual increase in the interest rate on
non-maturing debt is being assumed, such that the full impact of the shock is felt by the end of the
forecast horizon. The impact of the shock to interest rates applied to maturing and new debt is felt
immediately.
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1. MONETARY POLICY AND FINANCIAL MARKET OPERATIONS

Monetary policy operations

As part of the Eurosystem, the Central Bank of Malta implements the monetary policy decisions of the ECB
in Malta.! Thus, the Central Bank of Malta regularly conducts open market operations with credit institutions
established in Malta, offers standing facilities and administers the minimum reserve requirement system.
During 2023, the Central Bank of Malta also participated in the Asset Purchase Programme (APP) and the
PEPP.

Open market operations

Open market operations are aimed at managing the level of liquidity in the financial market, steering short-
term market interest rates close to the official ECB rates and signalling the stance of monetary policy. The
Eurosystem has various types of open market operations at its disposal.

MROs are short-term liquidity-providing reverse transactions, which are executed according to a pre-speci-
fied calendar. They take place on a weekly basis with a maturity of one week. The Eurosystem also conducts
longer-term refinancing operations (LTROs), which consist of liquidity-providing reverse transactions at a
monthly frequency and with a maturity of three months.

During 2023, the Eurosystem continued to offer liquidity to eligible credit institutions via fixed-rate tender
procedures with full allotment, through both MROs and LTROs.

More specifically, during 2023, the ECB conducted 52 MROs. Credit institutions established in Malta par-
ticipated in these operations with a total cumulative amount of €65.0 million, €120.0 million lower when
compared to 2022 (see Table 1.1).

Table 1.1
PARTICIPATION OF ELIGIBLE MALTESE CREDIT INSTITUTIONS IN
EUROSYSTEM OPEN MARKET OPERATIONS

Type of operation® 2022 2023
MROs (EUR millions) 185.0 65.0
Three-month LTROs (EUR millions) 159.0 102.0
TLTRO-llIs (EUR millions)
Early repayments 513.5 -
Maturities 40.0 50.0
US dollar collateralised operations (USD millions)

- Seven-day 8,027.6 11,013.9

Source: Central Bank of Malta.

@ |n these Eurosystem operations, the figures shown are the allotted ones which are equivalent to the amounts bid,
due to the full allotment policy.

1 For a description of the monetary policy decisions taken by the Governing Council, please refer to Box 1 "Chronology of ECB monetary
policy decisions in 2023", which can be found in Part 1 of this Report.

CENTRAL BANK OF MALTA Annual Report 2023
96




The ECB also conducted 12 regular three-month LTROs with full allotment and at a fixed rate equal to the aver-
age MRO rate during the life of the operations. Credit institutions established in Malta participated with an aggre-
gate amount of €102.0 million in these operations, €57.0 million less when compared to 2022 (see Table 1.1).

As from September 2021 and one year after the settlement of each TLTROs, credit institutions, on a
quarterly basis,? have the possibility to partially or fully repay the amounts allotted in such operations.
During 2023, Maltese credit institutions with outstanding TLTROs did not participate in these early repay-
ments. However, the outstanding balance in such operations decreased by €50.0 million due to maturing
amounts.

During 2023, the ECB continued to conduct weekly liquidity-providing operations of US dollars with a one-
week tenor through collateralised lending in conjunction with the US Federal Reserve. Between 20 March
and end April, the seven-day USD operation was performed on a daily basis, to enhance the provision of
liquidity via the standing US dollar liquidity swap line arrangements. During the year under review, credit
institutions established in Malta participated regularly, for a total cumulative amount of USD 11,013.9 million,
higher than the USD 8,027.6 million taken up in the previous year.

During 2023, the Central Bank of Malta purchased a bidding system that allowed eligible credit institutions
in Malta to participate in Eurosystem open market operations in an automated manner. The automated
tender bidding system went live at the end of September. The system was acquired from Oesterreichische
Nationalbank.

Standing facilities
Eligible counterparties may utilise two standing facilities on their own initiative, either to obtain overnight
liquidity against eligible collateral or to place overnight deposits with the Eurosystem.

Recourse to the overnight deposit facility by Maltese credit institutions amounted to a daily average of
€5,517.9 million, an increase of €3,819.9 million compared to the 2022 average. This increase results from
credit institutions established in Malta utilising the overnight deposit facility instead of the current accounts
given the positive overnight deposit facility rate throughout the year. Similar to 2022, Maltese credit institu-
tions did not resort to the marginal lending facility in 2023.

The interest rates on the MROSs, the marginal lending facility and the overnight deposit facility increased six
times throughout the year standing at 4.50%, 4.75% and 4.00% respectively as at end-2023. The increase
in the policy rates amounted to a total of 200 basis points throughout the year. The first increase of 50 basis
points was effective as from the 8 February, followed by another 50 basis points increase as from 22 March.
This was followed by four consecutive rate hikes of 25 basis points each effective as from 10 May, 21 June,
2 August, and 20 September.

Reserve requirements

The ECB requires credit institutions established in the euro area to hold reserve deposits with their respec-
tive national central bank (NCB). The objective of the Eurosystem’s minimum reserve system is to contribute
to the stability of money market interest rates and to help ensure the efficient operation of the Eurosystem
as a liquidity supplier. Each credit institution established in Malta is accordingly obliged to hold minimum
reserve deposits with the Central Bank of Malta, equivalent to a fraction of certain liabilities, mainly deposits.
During 2023, this reserve requirement ratio remained unchanged at 1.0%. The average balance required
as minimum reserve deposits by credit institutions established in Malta amounted to €300.2 million in 2023,
compared to €305.9 million in 2022. The average daily balances held in the current accounts with the Cen-
tral Bank of Malta amounted to €435.5 million in 2023, compared to €5,074.7 million in 2022. As explained,
credit institutions established in Malta utilised the overnight deposit facility, thereby decreasing their current
account balances with the Central Bank of Malta as excess reserves in the current account balances were
not remunerated.

2 During 2023, there were two additional voluntary early repayment dates with settlement on 25 January and 22 February 2023.
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On 27 July 2023, the Governing Council decided to set the remuneration of minimum reserves at 0%, effec-
tive as of the beginning of the reserve maintenance period starting on 20 September 2023.

Asset purchase programme
During the first half of the year, the Central Bank of Malta continued to participate in the Public Sector Pur-
chase Programme (PSPP), which is part of the APP.

On 2 February 2023, the Governing Council confirmed its communication of December 2022, that from the
beginning of March 2023, the APP portfolio will be declining at a measured and predictable pace, as the
Eurosystem will not reinvest all the principal payments from maturing securities. The decline amounted to
€15.0 billion per month on average until the end of June 2023.

On 15 June 2023, the Governing Council announced that it will discontinue the reinvestments under the APP
as of July 2023.

During 2023, the Central Bank of Malta purchased €18.9 million worth of Maltese sovereign bonds under
the PSPP. Since inception, the total securities purchased by the Central Bank of Malta for its PSPP port-
folio amounted to €1,534.5 million at the end of 2023.% The Central Bank of Malta’s PSPP holdings had a
weighted average remaining maturity of 10.10 years as at last trading day for December 2023.

During the year, the Central Bank of Malta also purchased €1.0 million worth of Maltese sovereign bonds
that were transferred to the ECB’s own PSPP portfolio, with total securities bought since inception in this
portfolio amounting to €277.2 million.*

The Central Bank of Malta did not participate in the private-sector programmes, which also form part of the
APP, owing to the lack of eligible securities in the domestic markets.

Pandemic emergency purchase programme

The Central Bank of Malta also continued its participation in the PEPP, announced on 18 March 2020 by
the Governing Council as one of the ECB'’s responses to the economic and financial market fallout from the
COVID-19 pandemic.

During the year, the Governing Council confirmed the intention to reinvest the principal payments from
maturing securities purchased under the PEPP until at least the end of 2024 and the future roll-off of the
PEPP portfolio will be managed to avoid interference with the appropriate monetary policy stance. Subse-
quently, on 14 December 2023, the Governing Council announced the intention to continue to reinvest, in
full, the principal payments from maturing securities purchased under the PEPP during the first half of 2024.
Over the second half of 2024, it intends to reduce the PEPP portfolio by €7.5 billion per month on average
and intends to discontinue reinvestments under the PEPP at the end of 2024.

During 2023, the Central Bank of Malta purchased €1.1 million worth of Maltese sovereign securities under
the PEPP. Since the inception of this programme, the Central Bank of Malta bought €549.7 million worth of
Maltese sovereign securities.® The Central Bank of Malta’s PEPP holdings had a weighted average remain-
ing maturity of 9.99 years as at the last trading day for December 2023.

During the same period, the Central Bank of Malta did not transfer any Maltese sovereign bonds to the ECB’s
own PEPP portfolio, with total securities bought since inception in this portfolio remaining at €79.2 million.®

Similar to the APP, the Central Bank of Malta participated only in the public sector purchases under the
PEPP.

3 This figure does not reflect the amortisation of securities held under the PSPP portfolio. Purchases of securities which matured until
2023 are also included in this figure.

4 See footnote 3.

5 See footnote 3.

8 This figure does not reflect the amortisation of securities held under the PEPP portfolio. There were no maturities in this portfolio during 2023.
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Transmission Protection Instrument

The Transmission Protection Instrument remained available to counter unwarranted, disorderly market
dynamics that pose a serious threat to the transmission of monetary policy across all euro area countries,
thus allowing the Governing Council to deliver on its price stability mandate more effectively. However, this
instrument was not used throughout 2023.

Collateral management

All Eurosystem credit operations take place against eligible collateral. The Central Bank of Malta is respon-
sible for assessing the eligibility of domestic marketable securities which can be used as collateral in Euro-
system monetary operations and for reporting them to the ECB. As at end-December 2023, the nominal
outstanding value of eligible domestic marketable securities amounted to €9,016.0 million, compared with
€8,153.9 million a year earlier.

At the end of the year, the market value after haircuts of securities pledged with the Central Bank of Malta by
credit institutions established in Malta stood at €1,459.5 million. This consisted of both domestic and foreign
assets, with the share of debt instruments issued by the Maltese government accounting for around 66.6%
of the securities pledged.

On 2 November 2023, the Governing Council decided to accept the credit rating agency Scope Ratings
GmbH as a new external credit assessment institution for the purposes of the Eurosystem Credit Assess-
ment Framework. The go-live date of Scope Ratings’ usability for monetary policy purposes will be pre-
announced on the ECB’s website.

Additionally, on the 30 November 2023, the Governing Council decided to reschedule the launch of the Euro-
system Collateral Management System (ECMS) from 8 April 2024 to 18 November 2024. The ECMS will be
a unified system for managing assets used as collateral in Eurosystem credit operations.

Liquidity management

The Central Bank of Malta continued to provide the ECB with forecasts of items on its balance sheet unre-
lated to monetary policy instruments, such as banknotes in circulation, government deposits, net foreign
assets and net assets denominated in euro. This information enables the Eurosystem to determine liquidity
needs even if the current full allotment policy ensures ample liquidity.

Remuneration of government deposits

On 7 February 2023, the ECB Governing Council decided to adjust the ceiling for the remuneration of euro
area government deposits held with the Eurosystem, to provide incentives for a gradual and orderly reduc-
tion of those holdings, thereby minimising the risk of adverse effects on market functioning and ensuring the
smooth transmission of monetary policy. This decision reflects the intention to encourage market interme-
diation, with the changes to the remuneration regime providing incentives for depositors to gradually phase
out their holdings with the Eurosystem. Accordingly, as from 1 May 2023, the ceiling for the remuneration of
government deposits was equivalent to the €STR minus 20 basis points. The remuneration of deposits held
under the Eurosystem Reserve Management Services framework was adjusted accordingly.

Euro money market statistics and the €STR

On the 21 April 2023, the ECB decided to expand the reporting population for Money Market Statistics
Reporting (MMSR) by adding 24 new banks to the 47 banks currently reporting as from 1 July 2024. The
ECB, as the administrator of €STR, decided that the inclusion of the MMSR data from the new reporting
agents in the calculation of the €STR will take place at a later stage to ensure that the newly reported data
is of sufficiently good quality. The increase in the reporting population will further support the robustness and
reliability of the benchmark.
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Non-monetary policy operations

Management of the Bank’s
Chart 1.1

financial assets HOLDINGS BY CURRENCY 2023

The Central Bank of Malta’s own (per cent)
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remaining 34.0% are predominantly EUR 64%
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cies, with the largest allocation to Source: Central Bank of Malta.

the USD. The Bank seeks to limit its

foreign exchange (FX) risk by hedg-

ing the foreign currency holdings in the internally and externally managed portfolios and giving preference,
where possible, to funds that hedge the foreign currency exposure back to euro.

The Bank’s asset holdings are determined through a Strategic Asset Allocation exercise which is carried
out annually and approved by the Board of Directors. During 2023, the investment portfolio continued to be
spread across several asset classes including fixed income securities, equities, derivatives and gold (see
Chart 1.2). The fixed income asset classes include sovereign bonds, securities issued by supranational and
national government agencies, bank covered bonds and senior bonds of banks and financial institutions.
The majority of the Bank’s assets are internally managed through held-to-maturity fixed income portfolios
as well as fixed income portfolios that are actively managed against internally constructed benchmarks. A
relatively smaller part of the Bank’s financial assets is managed by external asset managers either through a
mandate, or investments in funds.

The Bank’s Investment Policy Chart 1.2
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risks, amongst others. The Bank

7 Amount shown in nominal terms as at end of December 2023. These exclude monetary policy portfolios and the Malta Government
securities market-making portfolio.

8 The EUR holdings include some exchange-traded funds (ETFs) and mutual funds which have underlying foreign currency holdings
which are converted to EUR.
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has also approved sustainability as a fourth investment pillar, and thus climate and sustainability implications
are considered when defining the Bank’s strategic asset allocation. The IPC subsequently evaluates the
implementation of investment strategies, reviews reserve-management practices and assesses the overall
investment policy. The Committee is also responsible to set on a monthly basis the Tactical Benchmark for
the internally active managed portfolios. During 2023, the Committee continued to meet every month, with
additional meetings held to address the strategic asset allocation as well as climate-related financial consid-
erations and disclosures where the recommendations of the Financial Stability Board's (FSB) Task Force for
Climate-related Financial Disclosures were discussed.

During 2023, given the generally higher global bond yields compared to previous years, the Bank increased
the size of its internally managed euro and foreign currency fixed income mark-to-market portfolios. In addi-
tion, the Bank continued to reinvest in its held-to-maturity portfolio and benefited from the higher yields
available during the year. The Bank liquidated part of its externally managed global equity fund and gradu-
ally switched to other equity portfolios with sustainable and responsible investment (SRI) metrics that better
align with the Bank’s NMPPs long-term climate neutrality objective. The strategic exposure to equities and
other diversified fixed income assets continued during the year to benefit from regional differences in fixed
income markets whilst ensuring that such investments remain predominantly invested in high-quality finan-
cial assets.

In 2023, portfolios regained the lost ground of 2022, as even though the fixed income allocations suffered
from elevated volatility and steeper yield curves, re-investments in fixed income securities took place at more
attractive yields compared to previous years. In addition, the equity portions provided support to the value
of these portfolios. Moreover, in contrast to last year’s sell-off in virtually all the asset classes, the portfolios
benefited from diversification among the different asset classes in 2023.

The Bank will continue to gradually invest in several asset classes approved by the Board of Directors to
maintain an adequate level of diversification and thus risk adjusted returns. The diversified investment strat-
egy is expected to strengthen the Bank’s capital over the longer term, which, in turn, would contribute to the
Bank’s ability to maintain financial independence. Sustainability and climate considerations would increas-
ingly become an integral part of the Bank’s investment decisions. As part of the Eurosystem, the Bank will
keep on complying with the common stance adopted for climate-related disclosures of the NMPPs and thus
will be also guided by any developments at Eurosystem level in this regard.

In 2023, the Bank organised a virtual dealing room experience in FX and fixed income for university students
with interest to start a career in investments and related areas. The students were engaged to implement
their simulated investment strategies while benefiting from daily mentoring by the Bank’s portfolio managers,
traders and other professionals.

Joint management of the ECB’s Foreign Reserves

Upon the introduction of the euro in 2008, the Bank transferred its share in the ECB’s foreign reserves
according to the country’s capital key in line with Article 30 of the Treaty on the Functioning of the European
Union. The ECB foreign reserves ensure an adequate level of liquidity for the Eurosystem foreign currency
interventions. The Bank has a pooling arrangement with the Central Bank of Ireland to manage the foreign
reserves on behalf of the ECB. During the year, the Bank worked closely with the Central Bank of Ireland
to review the investment strategy, discuss trades and analyse the portfolio’s performance. In addition, the
Bank’s portfolio managers paid an official visit to the Central Bank of Ireland to discuss the management of
the pooling portfolio and other reserve management practices being adopted by both NCBs.

Foreign Exchange and Money Markets

The Bank continued to enter spot/outright foreign currency transactions with the activity being higher during
2023 compared to the previous year. Activity in FX swap purchases and sales as part of the management
of its own FX positions decreased when compared to 2022. The Central Bank of Malta pursued the repo-
ing out of fixed income holdings, mainly in the general collateral pooling repo market and the special repo
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market. This activity level was similar to previous years and continued to enhance the return of the Bank’s
fixed income portfolios.

Third-party portfolios

The Bank continued to manage the Investor Compensation Scheme (ICS) and Depositor Compensation
Scheme (DCS) on behalf of the Management Committee of the Schemes. During the year, the Bank’s port-
folio managers gave periodic updates on the management of the portfolios to the Management Committee.

The Bank also continued to fulfil its obligations related to the administration of part of the National Develop-
ment and Social Fund’s financial assets. In addition to the portfolio that is administered by the Bank since
2018, last year two additional portfolios, namely an international equity and a local multi-asset portfolio, were
added to the Bank’s responsibility. Multiple meetings were held between the relevant stakeholders during the
year to discuss the positioning, performance and investment strategies of the respective portfolios.

Treasury Management System

Since November 2022, the Bank has been using Market Activities Processing System (MAPS) which is the
treasury management system for central banks, developed by Banque de France and Banco de Espafa.
MAPS integrates with the main trading platforms, offering a straight through process spanning from front to
back-office, risk management, accounting and financial reporting functions. The participation of the Central
Bank of Malta broadened further the MAPS user community, putting MAPS as a common treasury manage-
ment solution within the community of Eurosystem central banks.

Malta Government Securities market-making operations

The Bank is the only market-maker for the Malta Government Securities in Malta. During 2023, the Bank
continued to quote daily indicative bid and offer prices and provided two-way trading for all listed Malta Gov-
ernment Securities on the MSE. Additionally, the Bank also acted as an agent on behalf of public institutional
clients.

In 2023, the Bank purchased a total of €80.5 million worth of nominal MGS on the on-exchange market.
This amount includes trades performed on behalf of public entities. Purchases were higher by €16.1 mil-
lion than those recorded in 2022. On the other hand, sales were considerably lower, as the bank sold only
€5,000 during 2023 in comparison to the €7.8 million effected in 2022. As a percentage of the total market
turnover, the Bank was accountable for 59.6% of the trades, when taking into consideration deals executed
for public institutional clients. The amount is lower when compared to the percentage recorded in 2022
where turnover by the Bank alone reached around 73.8%. This is mainly due to an overall increase in mar-
ket turnover, whereas the Bank’s participation remained relatively stable. Nevertheless, the Central Bank
of Malta was a main counterparty in the local market, active in more than half of the transacted volumes.

Total on-exchange turnover in MGSs rose to €135.1 million by the end of 2023, from €97.7 million recorded
in 2022. This halted a downward trend persisting in the previous three years, yet volumes were still below
those seen before 2020. The Treasury of Malta tapped the capital market four times throughout the year,
whilst also rolling over the maturing 62+ Malta Government Savings Bond for a total amount of €1.5 billion.
Three of the issuances were offered to both the retail and wholesale sectors, whereas the last auction was
reserved only to the wholesale sector. The retail sector funded around 31.6% of the total debt borrowing
through MGSs in 2023, which is approximately equivalent to the participation by the same sector in 2022.
This increase in holdings by retail investors might be a primary reason behind the pick-up in total turnover
for 2023.

In the treasury bills on-exchange market, total turnover remained relatively low, with total nominal trades
amounting to €36.9 million. Unlike the previous year, there was inter-broker trading in this security during
2023, amounting to around 16.2% of total turnover. The remaining 83.8% of the trades involved the Bank.
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The Bank also offered advisory services to the Treasury Department relating to primary issuances through-
out the year. Such advice centres around the annual funding needs of the Government and the appeal of
these issuances for the domestic investor, both retail and wholesale. Market expectations until the third quar-
ter of the year were bolstered by monetary policy paths taken by global central banks and economic data,
pushing yields higher. This backdrop supported the allure of government bonds as these securities were
being offered at higher coupons. The Bank provided the Treasury Department with the latest market fixed
income movements, auction data of other euro area countries, assistance in selecting the suitable maturities
and coupons, as well as various pricing scenarios.

During the year under review, the Bank continued to improve its operational systems and processes. In fact,
the Bank finalised the second phase of the Front Office System launched in 2022, with the aim to perform
the unique market-making role more efficiently and effectively.

As part of the effort to inform and educate the public, the Bank published research on financial matters during
the year. In the second half of the year, an article highlighting developments in sovereign bond markets was
published on an online portal of a local media house. The article analysed the increased volatility in yield
movements and the main drivers behind such moves.
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2. FINANCIAL STABILITY

The Central Bank of Malta is the national macroprudential authority responsible for maintaining the stability
of the domestic financial system. The Bank monitors and assesses systemic risk and carries out macropru-
dential research. In addition, the Bank develops and maintains stress testing frameworks and sensitivity
analyses, as well as introduces new macroprudential tools as the need arises.

Main developments

Following the publication of the Financial Stability Report (FSR) 2022, the Bank presented the key mes-
sages of this Report in a seminar, entitled Stability in a Changing Financial Landscape. Staff highlighted the
main takeaways of the Report in the form of a Strength, Weaknesses, Opportunities and Threats analysis
for the sector and participated in a panel discussion titled The Role of Macroprudential Policy in a Tighter
Monetary Policy Environment. The panel discussion included officials from the Bank, the Head of the Macro-
prudential Policy and Financial Stability Division of the ECB and a representative from the banking industry.
Discussions revolved around the interaction of these policy frameworks and the way authorities balance
the two to minimise unintended consequences. In the last quarter of the year, the Bank also published the
Interim FSR 2023 which gave an update of the developments for the first half of the year.

These publications contained several special features and articles on various topics of interest, including
additional indicators of cyclical risk, namely a domestic cyclical systemic risk indicator and a semi-structural
credit gap. During the year, the Bank published a refined assessment of the financial sector exposure to
climate-sensitive sectors and a box on climate change experimental indicators for Malta in line with research
conducted by the ECB. The Bank enhanced further its suite of stress testing models particularly its macro
stress testing framework. The amended framework’s credit risk module now facilitates the projection of loan
loss provisions in accordance with the IFRS9 three-stage provisioning, as well as in alignment with both
baseline and adverse macroeconomic scenario. Furthermore, the Bank refined the Interest Rate Risk in
the Banking Book (IRRBB) framework and liquidity risk stress tests to address specific shocks. Similarly,
the Bank improved the vulnerability assessment framework of Maltese indebted households to inflation and
interest rate shocks based on the fourth wave of the Household Finance and Consumption Survey (HFCS).

The Bank organised a series of internal research seminars focused on macroprudential research where staff
presented their research to colleagues to share expertise and solicit feedback. Staff also presented their
research in international conferences. One staff member published research on macroprudential policy in
two international peer-reviewed journals, and an additional paper in the Bank’s Working Paper series. The
Bank also hosted an online research seminar delivered by an external speaker and a staff member provided
training on econometrics to some of the Bank’s economists.

The annual Forum for Financial Stability was held on the 6 December 2023 where the Governor, in his open-
ing remarks, highlighted the need to keep an open dialogue with stakeholders and the cross fertilization of
ideas for the benefit of our industry. Discussions focused on the Bank’s new measure of a semi-structural
credit gap for Malta, central bank digital currencies and the banking sector’s journey towards Environmental,
Social, and Governance (ESG) compliance.

Macroprudential Policy developments
As per the European Systemic Risk Board’s (ESRB) recommendation on the assessment of cross-border
effects of, and voluntary reciprocity, for macroprudential measures, the Bank reviews macroprudential policy
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measures recommended for reciprocation by other European Union Member States. Sweden and Belgium
recommended measures for reciprocation during 2023. The Bank did not reciprocate based on the lack of
materiality of exposures in the local banking sector and/or inapplicability of the policy measure to the domes-
tic financial system. The Bank also maintained its non-reciprocation stance unchanged, in relation to the
previously activated measures recommended for reciprocation by other Member States.*

In addition, the Bank carried out its annual exercise for the identification of material third countries to which
the Bank is exposed, in line with the ESRB recommendation (ESRB/2015/1), on recognising and setting
countercyclical capital buffer (CCyB) rates for exposures to third countries. The material countries identi-
fied during 2023 remained the same as those identified in the previous year, namely, the United States of
America, United Kingdom and United Arab Emirates.

In line with Article 19 of Directive No. 16 on borrower-based measures, lenders are required to submit inter-
nal audit reports on an annual basis, as a verification of compliance with the Directive. In 2023, the Bank
analysed the reports for the financial year 2022 where all banks were deemed compliant with the require-
ments of the Directive.

During 2023, the CCyB was kept unchanged at 0%, with the credit-to-GDP gap remaining in negative ter-
ritory. However, drawing from the assessment of supplementary indicators and other metrics, the Bank
identified budding cyclical risks driven by the real estate and household sectors. For this reason, the Cen-
tral Bank of Malta, in consultation with the Malta Financial Services Authority (MFSA) and following recom-
mendation by the Joint FSB, introduced a sectoral systemic risk buffer on domestic residential real estate
(RRE) mortgage exposures to natural persons, secured by RRE, in Malta. The buffer is a macroprudential
tool emanating from Article 133 of the Capital Requirements Directive (CRD) framework and has the aim
of preventing and mitigating systemic risks that may potentially have serious adverse repercussions on the
financial system and the real economy. The buffer became effective in March 2023 and is applicable from
end September 2023 at a rate of 1.0%, with a fully phased-in rate of 1.5% applicable at the end of March
2024.

The Bank together with the MFSA carried out the yearly exercise on the identification of the Other Systemi-
cally Important Institutions (O-Slls) and the related applicable capital buffer rates; whereby the same O-SlIs
identified during 2022 continued to be classified as such during 2023.

During 2023, the Bank continued to carry out quarterly rounds of the BLS among the larger four core domes-
tic banks. The aim is to gather qualitative information on developments in lending standards and credit
demand from households and NFCs. The BLS results were published in a dedicated box in the Bank’s FSR
2022, highlighting how domestic developments compared to the euro area.

Committee meetings at domestic and European levels

The Bank’s Financial Stability Committee continued to discuss ongoing matters related to financial stability
as well as the content of the FSR and its Interim. In addition, other important topics considered included the
construction of a domestic cyclical systemic risk indicator and a semi-structural credit gap, the setting up of
a framework to assess the adequacy of risk-weights in line with CRR Article 124 and the results of the 2023
O-SlI capital buffer exercise. During these meetings, the members also considered a new methodology for
the classification of domestically-relevant insurance companies and a revised methodology underpinning
the Bank’s dashboard for the banking sector. The Bank remained active in the Joint FSB as well as the
Domestic Standing Committee and its Crisis Management Task Force. The Bank held bilateral discussions
with the Ministry for Finance on matters related to the Crisis Management Deposit Insurance.

At a European level, senior Bank officials participated in several meetings of the ESRB, the European Bank-
ing Authority, the Economic and Financial Committee (EFC), the Single Supervisory Mechanism and the

t Central Bank of Malta note on reciprocity: https://www.centralbankmalta.org/reciprocity.
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ECB. Furthermore, meetings on financial stability matters were held with the IMF in terms of its Article IV
Mission, the European Commission and with credit rating agencies.

Future developments

The Bank endeavours to further its efforts on maintaining its internal system-wide risk dashboards and its
suite of stress testing frameworks. In addition, it will keep abreast of developments relating to financial stabil-
ity matters with a specific focus on emerging risks such as climate change. The Bank will also conduct further
research on topics related to financial stability and macroprudential policy. Together with the MFSA, the Bank
will keep up with cyber-resilience related analyses and work conducted by the ECB particularly on the design
of a cyber-resilience stress test. The exercise will be launched in early 2024 to assess participating banks’
ability to respond to and recover from cyberattacks.
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3. ECONOMIC ANALYSIS AND RESEARCH

The Central Bank of Malta monitors and assesses economic developments and prospects in support of its
key policy-making function. The Bank also carries out economic research and develops and maintains a
suite of econometric models.

The Bank conducted four projection exercises in 2023, two of which form part of the Eurosystem’s Broad
Macroeconomic Projection Exercise. Staff carried out further work to enhance the tools used in the fore-
casting processes, including a review of Basic Model Elasticities. The latter represent the model-based
responses of key economic variables to several hypothetical economic shocks agreed at the Eurosystem
level. The collection of information on fiscal measures with relevance to climate change was improved. The
commentary on the Bank’s projections continued to feature boxes on specific aspects of the forecasts. In
2023, these boxes explored issues related to the passthrough of higher interest rates to retail lending rates,
labour market tightness, profits and inflation persistence. Other boxes focused on the composition of gov-
ernment subsidies and an assessment of measures announced in the 2024 Budget. As in previous years,
staff held meetings with officials from the European Commission, the IMF and major credit rating agencies
to discuss the local economic situation and outlook.

The Bank maintained its regular dialogue with business firms’ representatives and public sector institutions
to obtain timelier information on the economic situation and prospects. The Bank published the main results
of this exercise on a quarterly basis in the Bank’s Business Dialogue publication. As part of an effort to
improve the accessibility of this data, the Bank launched a website dashboard specifically focused on this
exercise. The Bank carried out an ad-hoc survey on the impact of climate change on Maltese firms. Results
will be published in 2024.

The Bank also communicated its analysis of domestic and foreign economic and financial developments
in its Quarterly Review and Annual Report. Moreover, the Bank continued to publish a monthly Economic
Update. Apart from commenting on official statistics, these publications included commentaries on several
internally developed indicators, such as the Bank’s estimate of potential output and structural unemploy-
ment, a BCI, the FCI and cyclically adjusted fiscal and current account balances. The regular economic
publications began to report on indicators of labour market tightness, while the analysis of prices started to
feature information on a broader set of cost indicators as well as a short commentary on wage developments
by sector. In addition, the Economic Update included for the first time information on the level of engage-
ments and terminations in the labour market based on administrative sources.

The Central Bank of Malta continued to collaborate with statistical compilers in other institutions and partici-
pated in the work of the ECB’s Statistics Committee in relation to government finance statistics and general
macroeconomic statistics. Staff finalised the validation of the fourth wave of the HFCS. The Bank published
the relevant data, together with papers and articles documenting the results for Malta and comparisons
with the euro area. Staff also initiated work on a dashboard covering HFCS data which is at its final stages.
In addition, the Bank continued to collaborate with the ECB on an experimental set of distributional wealth
statistics. This dataset, still under development, links distributional information collected from the HFCS at
three-year intervals with quarterly financial accounts data. In 2023, the dataset was updated to reflect the
results of the HFCS fourth wave. Once available, this dataset could be used to better assess the heterog-
enous effects of economic and policy shocks on different households. The Bank also collaborated with the
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NSO to produce additional fiscal data, following Malta’s adherence to the IMF’s Special Data Dissemination
Standard (SDDS) Plus.

Bank staff undertook specialised research which resulted in six working papers, two policy notes, 31 boxes
and two articles that featured in the Bank’s regular publications. Two working papers covered the latest
HFCS results, while another paper looked at possible unintended long run effects from macroprudential
policy, and whether these effects are affected by wealth inequality. The other working papers focused on the
effects of oil price shocks on the Maltese economy, the development of a new Computable General Equilib-
rium model and household debt dynamics and the housing market in Malta.

The policy notes dealt with the extent of labour turnover in Malta and the effects of the pandemic on labour
and skill shortages in Malta. The articles focused on the logistics sector in Malta and the role of women in
the labour market.

Staff continued to participate in the Rental Observatory, set up by the Housing Authority. In 2023, the empha-
sis of the Observatory was the design of a questionnaire aiming at understanding the extent of knowledge,
the experience and satisfaction with the new residential rent regime following the introduction of The Private
Residential Leases Act of 2020. In addition, staff also provided input to several ECB working groups and
task forces and presented research results in local and external virtual conferences or webinars on a diverse
range of topics.

In 2023, the Bank organised its sixth Annual Research Workshop. The keynote speech by Dr Hannes Muel-
ler from the Barcelona School of Economics focused on predictive textual analysis by using a dynamic early
warning and action model. It was followed by a presentation from two Bank’s economists on the recently
developed Economic Policy Uncertainty index. During the workshop, the Bank launched the sixth edition of
the Research Bulletin. The five articles of the Bulletin dealt with the compilation of a new dataset covering
rental prices as advertised on Facebook’s Marketplace, the estimation of the time-varying impact of global
oil shocks on the Maltese economy, the use of a data revisions to improve our understanding of real-time
economic data, the development of a rich energy block in the Bank’s dynamic stochastic general equilibrium
(DSGE) model and the development of a new euro area-rest of the world DSGE model.

The Bank continued working on the upkeep of its existing models as well as the development of new model-
ling tools to be used in future policy and research work. During this year, Bank staff together with economists
from the University of Macerata finalised the development a new Computable General Equilibrium model
for the Maltese economy named MaCGE-MOD. MaCGE-MOD will complement the current model suite by
expanding the Bank’s ability to analyse the complex interactions in the economy arising from the sectoral links
that exist in the production process of the economy. Moreover, during this year, staff re-estimated the Bank’s
macroeconometric model, STREAM, ensuring that it remained a faithful representation of the way the Maltese
economy works. The Bank continued to develop its structural models with climate and environmental features
allowing the study of policy questions related to the physical and transitional climate change costs.

The Bank organised regular internal seminars to stimulate economic discussion and debate on its studies
prior to their publication. Staff members kept regular contact with academia, both locally and abroad. In this
regard, during this year, the Bank hosted the 17" Annual Dynare Conference. In addition, the Bank sought
assistance from external institutions for the peer-review of technical studies. The Bank remained active in
domestic fora, such as the National Productivity Board, the Building Industry Consultative Council and the
Rental Observatory.

Research plans for 2024 relate to studies on long-term structural trends in the Maltese economy, focusing
primarily on the physical and transitional impacts of climate change. Fiscal policies, inflationary pressures
and monetary policy transmission topics are also expected to feature in future work, together with analysis
on sectoral linkages, labour skills shortages and other issues affecting the labour market. In addition, the
Bank will continue to assess the impact of the recent commodity price shock on the economy. Efforts to aug-
ment the research capacity of the Bank’s econometric and structural models will also be pursued.
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4. STATISTICS

The Bank is primarily responsible for the processing of a wide range of financial data and statistics, collected
from credit and financial institutions licensed in Malta. Data and statistics cover the areas of monetary, finan-
cial, payments, granular loans and securities. They also relate to financial accounts, financial markets data,
real estate and financial institutions. The Bank also collects various other statistics for internal policy-making
purposes. In addition, the Bank contributes to the compilation of Malta's BOP/international investment posi-
tion (1IP) statistics, compiled by the NSO. Moreover, the Bank fulfils various international statistical reporting
obligations, mainly to the ECB and to the IMF.

During this year, the joint efforts of the NSO and the Central Bank of Malta resulted in Malta’s adherence to
the IMF’'s SDDS Plus, which is the highest tier of the Fund’s Data Standards Initiatives.

Participation in Eurosystem-related work continued. The Bank, in conjunction with the ECB, continued its
work on the update of the ECB’s regulation concerning statistics on the assets and liabilities of investment
funds, which is targeted to come in force in 2025. A euro-area wide public consultation with the investment
funds was launched in November 2023.

Bank staff continued to participate in the ECB expert group on climate change statistical indicators, lead-
ing to the first analytical and experimental climate change indicators for Malta, which were published in
the Bank’'s FSR 2022. Work also proceeded on the operational phase of the Anacredit database, aimed at
providing a harmonised set of credit and credit risk data across participating euro-area countries. Moreover,
the Bank continued to enhance the quality of the securities data held within the ECB’s Centralised Securities
Database while collecting a range of securities holding statistics by institutional sector.

The Bank continued to actively participate in the ESCB'’s Integrated Reporting Framework (IREF) project
which primarily aims to integrate in the medium-term various ECB statistical regulations addressed to credit
institutions into one common reporting framework. The IREF project hence strives to increase the efficiency
of reporting and robustness of such data at the euro area level, while at the same time reducing the reporting
burden on credit institutions. Several meetings were held with the local banking industry. The Bank contin-
ued to populate the ECB’s Register of Institutions and Affiliates Database (RIAD) with reference data of all
newly licenced institutions. RIAD is nowadays considered to be the primary reference database for statistical
and supervisory processes.

During the year, the Bank organised various meetings with reporting credit institutions to ensure the correct-
ness of the reported real estate data in line with the ESRB’s Recommendation on closing real estate data
gaps (ESRB/2019/3). The collected data also enables the Bank to monitor developments as per Central
Bank of Malta Directive No. 16 on the borrower-based measures and fulfils the Bank’s requirements on the
hedonic PPI and bank lending standards.

The Bank continued to collaborate with the NSO to enhance the quality of the BOP, IIP and other external
statistics and to follow-up on the recommendations of the ECB and Eurostat on this dataset within the
framework of the Macroeconomic Imbalances Procedure. Bank officials also contributed to the NSO’s major
revisions in Malta’s BOP/IIP statistics released in June. The Bank and the NSO completed the migration of
the whole NSO legacy BOP/IIP database to its own infrastructure.
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In the area of financial accounts statistics, the Bank effected the necessary amendments to meet the
requirements set by the ECB Guideline in this area of statistics (ECB/2021/20). Staff also contributed to the
ECB work related to the compilation of a new set of experimental data on households’ distributional wealth
accounts. The Bank and the NSO continued to adhere to the revised memorandum of understanding signed
between them in 2021.

Statistics from other financial institutions’ (OFIs) sector continued to be collected. In addition, the Bank took
steps to share the business register with certain respondents to improve their statistical reporting to the
Bank.

Collaboration with Banca d’ltalia on the Bank’s statistical platform — INFOSTAT — continued to expand to
new joint initiatives. Moreover, in its efforts to continuously improve data and statistical robustness, the Bank
increased data vetting and use of business intelligence tools. Moreover, the Bank enhanced its research on
the use of advanced techniques in the statistical production. The latter was also discussed within the Bank’s
Big Data and Machine Learning Network.

The Bank continued to operate its Central Credit Register (CCR) to provide borrowers’ credit risk informa-
tion to both credit institutions as well as natural and legal borrowers. This is in line with Central Bank of
Malta Directive No. 14, which empowers the Bank to operate the Register in pursuit of its objectives regard-
ing financial system stability, monetary policy analysis and the processing of statistical information. The
searches on prospective and existing clients by credit institutions continued to increase, from 41,610 in 2022
to 53,216 in 2023, while searches on behalf of counterparties that avail themselves of the right to request an
extract increased from 804 in 2022 to 906 in 2023. During 2023, the Bank caried out a consultation with the
credit institutions on an enhanced CCR solution.

Meanwhile, the Bank, as the supervisory authority for credit reference agencies (CRA) in Malta, recom-
mended the approval of a license of Malta Credit Bureau Limited. Subsequently, Malta Credit Bureau Limited
was approved by the Commerce Department to operate as a CRA in terms of Regulation 47A of the Trading
Licences Regulations. The Bank publishes a register of the CRAs licensed in Malta.

Cooperation with the MFSA continued to evolve through the Joint Data Coordination Group which aims to
recommend policy actions on common data management. This also led to the first data sharing in respect
of virtual financial assets. The Forum for Central Bank of Malta Statistics, which is chaired by the Bank and
includes representatives from credit institutions, MFSA, NSO and the Malta Bankers Association, continued
to promote dialogue on financial statistics, data, metadata and data formats among stakeholders. Concur-
rently, Bank officials participated in the Statistics Committee in both ESCB and in SSM composition and in
its various sub-structures. The Bank’s internal Statistics Committee and its sub-structure continued to meet
to define and implement the policy on statistical information within the Bank.
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5. CURRENCY, PAYMENT SYSTEMS AND BANKING SERVICES

The Central Bank of Malta is responsible for the issue and circulation of euro banknotes in accordance with the
legal framework of the ESCB, the ECB and of the Central Bank of Malta Act. The Bank also issues coins on
behalf of the Government of Malta through a Memorandum of Understanding. Moreover, the Bank is respon-
sible for the regulation and oversight of the payment and securities settlement systems (SSSs) in Malta.

Currency operations

The Central Bank of Malta maintains an adequate supply of euro banknotes and coins to meet the demand
of the banking system. The Bank ensures the high quality and authenticity of the currency in circulation.
All currency returned to the Bank is processed by ECB/European Commission (EC) accredited machines.
Counterfeit banknotes and coins are withdrawn while those found to be unfit for circulation are destroyed.
Currency stocks and flows data are reported to the ECB through the Currency Information System on a daily
and monthly basis.

In terms of the obligations laid down under Central Bank of Malta Directive No. 10, the Bank monitors recy-
cling activities performed by credit institutions and other professional cash handlers. The Bank also performs
annual monitoring on banknote handling machines and coin processing machines to ensure that they detect
all counterfeit currency. Other monitoring checks are carried out on an ad hoc basis at branches and cash
centres of commercial banks or cash-in-transit companies.

The Bank analyses banknotes and coins suspected to be counterfeit and provides expert evidence related
to counterfeit currency in terms of the obligations laid down under Article 54 of the Central Bank of Malta Act
(Cap. 204).

Circulation of notes and coins

During 2023, the number of notes inspected by the Bank totalled 29.6 million compared with 53.4 million
in 2022. The inspected notes had a value of €681.2 million, €675.0 million lower than in 2022. When com-
pared to 2022, there was a decrease of 49.8% in volume of notes inspected by the Bank. This is attributed
to the significant increase in re-circulation activities by commercial banks during 2023. A total of 22.5 mil-
lion banknotes with a value of €497.3 million were found suitable for re-issue, while 7.4 million banknotes
with a value of €241.7 million were destroyed. The share of destroyed banknotes between 2022 and 2023
decreased by 2.1% in volume terms and 13.5% in value terms.

In 2023, the value of euro banknotes in circulation grew by 2.8%. At the end of the year, the total value of
banknotes in circulation was €2,366.4 million (see Table 5.1). No new series of notes were issued during
2023.

In 2023, the outstanding volume of euro coins increased by 4.8%. By the end of the year, there were 422.1
million coins issued and outstanding, equivalent to €110.4 million (see Table 5.2)

During 2023, the Bank processed 34.1 million coins, equivalent to €19.6 million. Between 2022 and 2023,
the number of coins examined decreased from 36.2 million to 34.1 million, a decrease of 5.8%. No coins
were demonetised or ceased to be exchangeable during 2023.
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Table 5.1
BANKNOTES ISSUED AND OUTSTANDING BY THE CENTRAL BANK OF

MALTA

EUR millions

Total Issued Withdrawn Net issue Issued and
outstanding

2022 1,503.8 1,332.9 170.1 2,301.6

2023 735.1 670.3 64.8 2,366.4

Source: Central Bank of Malta.

Table 5.2

COINS ISSUED AND OUTSTANDING BY THE CENTRAL BANK OF MALTA

EUR millions

Total Issued Withdrawn Net issue Issued and
outstanding

2022 24.4 20.3 4.1 105.9

2023 25.2 20.7 4.5 110.4

Source: Central Bank of Malta.

In 2023, the Bank implemented an upgrade of the Cash Single Shared Platform system for stock manage-
ment of banknotes and coins.

During 2023, the Bank continued to certify professional cash handlers using its dedicated online platform.
Staff involved in cash handling from credit institutions renewed their certificates by taking online tests in
Anti-Money Laundering and Know Your Banknotes modules. By the end of 2023, there were 1,598 certified
professional cash handlers enrolled.

The Bank intensified its educational campaign intended to increase public awareness on counterfeit
banknotes. In addition, an educational campaign was also launched on the Bank’s Facebook page.

Anti-counterfeit measures

The Central Bank of Malta continued to monitor credit institutions and other professional cash handlers,
ensuring that all cash handlers were appropriately certified and trained. In addition, staff performed monitor-
ing tests on banknote handling machines and coin processing machines. The Bank collected and analysed
data on recirculation and subsequently sent to the ECB. Quarterly meetings on currency matters and coun-
terfeit developments with credit institutions continued to be held. The Bank also provided assistance to cash
handlers with the upgrading of their banknote handling machines.

During 2023, 845 pieces of banknotes and 756 pieces of coins were examined, and findings were uploaded
into the ECB’s Counterfeit Monitoring System. When compared to the previous year, the number of coun-
terfeits detected increased by 13.2%. The quality of the counterfeits continues to be low and they can be
detected very quickly and easily by applying the feel-look-tilt test.
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BOX 5: NUMISMATIC RELEASES 2023

The Malta Band Clubs Association

An issue of gold and silver coins commemorated the
Malta Band Clubs Association, which is an organisation
that incorporates around ninety band clubs in Malta. The
Association was set in 1947 and works to the benefit of
Maltese band clubs which uphold music traditions and
offer music teaching to a wide spectrum of the Maltese
society. Band clubs are intrinsically associated with the
Maltese ‘festa’ which has recently been added to the
UNESCO list of intangible cultural heritage.

The coins were designed and engraved by Noel Galea Bason and were minted at the Royal Dutch
Mint. The coin obverse features the coat of arms of Malta. The reverse shows a representation of
a Maltese village band.

The Death of Juan Bautista Azopardo — 175" e
Anniversary i

The Bank issued a silver coin to mark the 175" anniver-
sary of the death of Juan Bautista Azopardo. Azopardo
was born in Senglea in 1772. At a young age he travelled
to France and served an apprenticeship at the naval arse-
nal at Toulon. He joined various sea captains involved in
privateering activities. This took him to South America
where he distinguished himself in the Spanish service
during a British attack on Buenos Aires in 1806/1807.
Azopardo settled in South America and was involved in the wars for Argentinian independence. He
helped form the first Argentinian naval squadron, which in 1811 he led to battle against royalist forces.
Azopardo is one of the founding fathers of the Argentinian navy and over the years, a number of ships
were named after him.

The coin was designed by Antonella Napolione and was minted at the Royal Dutch Mint. The coin
obverse features the coat of arms of Malta. The reverse carries a portrait of Azopardo together with
a representation of one of the ships he led to battle in 1811.

Dr John Borg (1873-1945)

The Central Bank of Malta marked the 150 years since
the birth of Dr John Borg with an issue of silver and gold
coins. Dr Borg was born in Balzan. He studied medicine
at the University of Malta. Although a doctor by profes-
sion, in 1900 Borg assumed the responsibilities of Super-
intendent of Public Gardens and in 1919, was appointed
Superintendent of Agriculture. He established a plant
pathology unit and set experimental farming on good
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foundations. He was also a pioneer in the field of natural conservation in the Maltese islands. For
many years, Dr Borg held the chair of Natural History at the University of Malta. He was a prolific
writer and his books about the flora of the Maltese islands and about cactus and succulents are still
considered as classics. Dr Borg was a public-spirited person and before his death donated his exten-
sive collection of around 4,000 cactus plants to the Argotti Botanic Garden. He created a scholarship
fund to enable university students to pursue studies abroad.

The coins were designed by Maria Anna Frisone and were minted at the Royal Dutch Mint. The coin
obverse features the coat of arms of Malta. The reverse shows a portrait of Dr John Borg.

Nicolaus Copernicus

During the year the Central Bank of Malta also issued two
commemorative €2 coins. One of the coins depicts the
birth of Nicolaus Copernicus, a student of Canon Law, a
mathematician and astronomer. He was active in many
fields but is best remembered for his heliocentric theory
of the universe which was based on scientific observa-
tions and contradicted the widely accepted theory which
placed the earth as the centre of the universe. The coin,
which depicts a stylized profile of Copernicus and a model of his theory of the universe, was designed
by Daniela Fusco and was minted at the Royal Dutch Mint.

Napoleon Bonaparte and the French in Malta

The second coin issue commemorated the 225" anni-
versary from the arrival of Napoleon Bonaparte in Malta
in 1798. Napoleon conquered the Maltese islands and
banished the Order of Saint John from Malta. During
his seven-day stay in Malta, Napoleon abolished slav-
ery and the privileges of nobility, he curbed the power
of the Roman Catholic Church and abolished the court
of the Inquisition. However, the French administration
irked many Maltese who burst in rebellion in Septem-
ber 1798. The coin depicts an allegorical representation of republican France based on that used
on official French Government stationery in 1798. The coin was designed by Noel Galea Bason
and was minted at the Royal Dutch Mint.

The Numismatics and Historical Publications Advisory Board (NHPAB) was set up in 2017 to
propose themes for the Central Bank of Malta commemorative coins programme and to act as
editorial board for historical publications. It took over this role from the Currency Advisory Board.
During 2023, the NHPAB was chaired by the Governor of the Central Bank of Malta, with the Chief
Officer Banking Operations, Mr Benoit Waelkens, Professor John Chircop, Dr Lillian Sciberras
and Dr Mario Brincat as members. The Board secretary is Mr Kevin Cassar, Curator of the Central
Bank of Malta’s Museum.
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Payment and securities settlement systems

The Central Bank of Malta is responsible for the regulation and oversight of the payment and SSSs in Malta.
The Bank contributes to the relevant regulatory developments and carries out oversight assessments on
entities to promote an effective and efficient payments landscape in Malta.

Oversight assessment on MTEUROPAY

The Bank conducted the first oversight assessment on MTEUROPAY during 2023, following its approval
as a payment system in 2021. The outcome of this assessment shall be discussed with the operator of
MTEUROPAY in 2024.

Cyber Resilience Survey on Financial Market Infrastructures

A Cyber Resilience Survey was conducted on the national FMIs, namely MTEUROPAY and the MSE, to
evaluate the current cyber resilience position. A report with the outcome of the exercise shall be drawn in
2024 for presentation to the operator of MTEUROPAY and the MSE.

Critical Service Providers Survey on FMls
The ECB launched a revised Critical Service Providers Survey during the last quarter of 2023. This survey
will be finalised in 2024.

Monitoring of a national card scheme underthe Payment Instruments, Schemes and Arrangements
Framework

Based on the Payments Instruments, Schemes and Arrangements Framework, which was adopted by
the Eurosystem during 2023, the Bank conducted a monitoring exercise on a national card payment
scheme.

Follow-up on MSE’s open findings on previous review and evaluation assessments

The Bank is responsible for continuous review and evaluation of the MSE under the Central Securities
Depository Regulation (CSDR). To this effect, a follow-up by the Bank and the MFSA was conducted, aiming
to address open findings stemming from previous assessments. Communication with the ECB in this respect
is ongoing.

The Digital Operational Resilience Act and TIBER-EU framework

Given the increasing risk of cyber-attacks, the European Union intends to strengthen IT security of finan-
cial entities. In preparation for the implementation of the Digital Operational Resilience Act (DORA), envis-
aged by January 2025, the Bank and the MFSA held regular meetings to discuss any updates and aspects
within DORA, in particular highlighting obligations for the competent and relevant authorities. Further-
more, discussions on the implementation of Threat Intelligence-based Ethical Red Teaming (TIBER-EU)
Framework were conducted. Together with the MFSA, the Bank is participating as an observer in regular
TIBER Knowledge Centre meetings to gather views from other jurisdiction on the status of the TIBER-EU
implementation.

Annex 3 of Central Bank of Malta Directive No. 1
Annex 3 of the Bank’s Directive No. 1 requires that credit and financial institutions submit an annual report
on the ICT and security risk management of their operations.

Analysis on the use of Payment Instruments

The Bank conducts statistical analysis on the transactions effected through different payment instruments
and compiles several reports in this regard, such as the ATM Cash Withdrawal report, whereby an abridged
version of the latter report was published in the Bank’s Quarterly Review.
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Merchants’ data to the National Statistics Office
As agreed with the NSO, the Bank collects from local acquirers, monthly card payment data per merchant
which were effected through physical Point of Sales and online.

Interchange Fee Regulation
The Bank assessed the adherence to the Interchange Fee Regulation by requesting data from local acquir-
ers on the merchant service charges applied.

Furthermore, in 2023, a study was initiated to evaluate the fees charged by international card schemes, as
well as any remuneration provided by such card schemes to local acquirers. The Bank is currently evaluating
the data gathered and is expected to finalize the outcome in 2024.

Central Bank of Malta Directive No. 20

In September 2009, the European Parliament issued the Regulation (EC) No 924/2009, with the aim of
facilitating cross-border transactions within the European Union. The Bank was appointed as competent
authority for such Regulation. Regulation (EC) No 924/2009 was substantially amended several times and,
in the interests of clarity and rationality, such Regulation was codified into Regulation (EU) 2021/1230.2

On 10 October 2023, the Bank issued Directive No. 20 on Cross-Border Payments which stipulates that the
Bank remains the competent authority for the purpose of Regulation (EU) 2021/1230.

Revision of the Payment Services Directive

On 28 June 2023, the European Commission launched a proposal to amend and modernise the revised
Payment Service Directive (PSD2). The Bank provided input to consultations regarding the proposed text.
Moreover, staff members attended several working parties organised by the European Presidency to discuss
the legislative proposal. A Joint Working Group was set up together with the Malta Bankers’ Association and
the Financial Institutions Malta Association to discuss the proposed provisions and voice the concerns of the
local market at a European level.

Single Euro Payments Area (SEPA) Regulation

Article 9 of the SEPA Regulation states that a payer or payee shall not specify the Member State in which
the account to be debited or credited is located. Some companies, however, still refuse to make or receive
payments from foreign accounts, despite being in breach of the SEPA Regulation. During 2023, the Bank
assessed complaints against Maltese merchants and payment service providers.

Legislative Proposal on Instant Payments

On 26 October 2022, the European Commission published a legislative proposal on instant payments. Dur-
ing 2023, the Bank contributed to consultations regarding the legislative proposal. Furthermore, the Bank
updated the local banking community on the outcome of the final text.

Malta Clearing House

Members of the Malta Clearing House (MCH) meet every morning at the Bank’s premises to physically
exchange the cheques negotiated during the previous working day. As at the end of 2023, the MCH com-
prised ten members including the Central Bank of Malta.

The number of cheques issued during 2023 continued to decrease when compared to 2022 (see Table 5.3).
The latter may be also partly attributed to Central Bank of Malta Directive No. 19 on the use of cheques and
bank drafts.

1 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32009R0924
2 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R1230

CENTRAL BANK OF MALTA Annual Report 2023
116



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32009R0924
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32009R0924
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R1230
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R1230
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32009R0924
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R1230

Table 5.3
NUMBER AND VALUE OF CHEQUES PROCESSED BY THE MCH, 2022 AND 2023

Number of cheques Value

(EUR millions)

2022 2,774,534 7,563.9
2023 2,233,245 7,807.0
Change -541,289 243.1
Percentage change -19.5% 3.2%

Source: Central Bank of Malta.

TARGET2-Malta

In 2023, the ECB launched the Eurosystem Single Market Infrastructure Gateway consolidating all the Trans-
European Automated Real-Time Gross Settlement Express Transfer System (TARGET) services, namely,
TARGET?2 (T2), TARGET2-Securities (T2S) and TARGET instant payment settlement (TIPS). During 2023,
the number of direct participants on a local level remained unchanged at 13. The total volume of payments
processed during 2023 was 236,455 for a total value of €284.3 billion. The T2-Malta payments traffic in 2023
registered a 187.5% increase in terms of volume and a decrease of 70% in terms of value when compared to
2022. The volume of customer payments was 181,131 for a total value of €25.6 billion, leading to an increase
in volume of 220.9% and an increase in value of 148.5% when compared to 2022. The volume of inter-bank
payments was 53,324 for a total value of €258.7 billion, indicating an increase of 106.8% in terms of volume
and a decrease of 72% in terms of value (see Table 5.4).

Table 5.4

TARGET2 PAYMENTS®™
Total Total Total volume  Total value of Total volume Total value of
volume of value of of retail retail  of wholesale wholesale
payments payments payments payments payments payments
(EUR billions) (EUR billions) (EUR billions)
2022 82,234 934.2 56,449 10.3 25,785 923.9
2023 236,455 284.3 181,131 25.6 53,324 258.7
Change 154,221 -649.9 124,682 15.3 27,539 -665.2
Percentage change 187.5% -70% 220.9% 148.5% 106.8% -72%

Source: Central Bank of Malta.

@ Due to the consolidation of the TARGET services, the reporting tool used to compile data for the Annual Report was also
changed, from an in-house developed report to a report which is provided by the Eurosystem. To this effect, the Bank does not
have any visibility and access to the previous reporting tool used for the 2022 data compilation, therefore cannot ascertain that
the same type of data is being compared. The new reporting tool used for 2023 (which is being used for the first time) provides a
more comprehensive and detailed view of all T2 payments.

Banker to the Government

The banking services provided to the Government remained the same as the ones offered in the previous
year. The latter comprise the opening and maintenance of various euro and foreign denominated accounts,
the encashment of cheques drawn on the Bank and issued by government departments, deposits of cash
and cheques, safe deposit facility, safe custody, processing of payment instructions through T2, Society for
Worldwide Interbank Financial Telecommunication (SWIFT) and SEPA Credit Transfers.

The number of cheques drawn on the Bank decreased during 2023 when compared to 2022, since in
2023, the Government did not issue cheques related to a budgetary measure as it did in 2022 (see Table
5.5).
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Table 5.5
NUMBER AND VALUE OF CHEQUES DRAWN ON THE CENTRAL BANK OF
MALTA BY THE GOVERNMENT

Number of cheques Value

(EUR millions)

2022 706,972 200.0
2023 372,942 152.5
Change -334,030 -47.5
Percentage change -47.2% -23.8%

Source: Central Bank of Malta.

During 2023, the Bank continued servicing the Government’s external debt through periodic payments. In
2022, €128,025.50 worth of capital repayments were settled as opposed to €127,953 in 2023. The associ-
ated interest paid in 2023 amounted to €5,373, which represents 83% of last year's amount of €6,471. The
Bank also paid €891,000 of interest during 2023 related to SURE loans.

The total value of funds transferred to external debt sinking funds by debit of the Government account during
2023 amounted to €50,000.

In 2023, the Bank processed 3.2 million SEPA Credit Transfers for a total value of €8.3 billion on behalf of its
customers. When compared to the previous year, there was a decrease of 3% in the volume whilst register-
ing an increase of 3.75% in the value of SEPA Credit Transfers.

Banker to the banking system

The Bank acts as banker of the banking system by providing deposit facilities to credit institutions. These
institutions maintain balances at the Bank mainly to meet their reserve deposit requirements. They also hold
accounts pledged in favour of the ICS and DCS.

Digital euro

On 28 June 2023, the European Commission published a legislative proposal on a possible digital euro and
legal tender of euro banknotes and coins. The proposed legislative text establishes a framework to facilitate
the possible introduction of a digital euro. The Bank provided input to consultations regarding the legislative
proposal. Moreover, staff attended several working parties organised by the European Presidency to discuss
the legislative proposal.

In October 2023, the ECB Governing Council decided to proceed with the digital euro project and initiated
the digital euro preparation phase. The Bank is assisting the developments in the preparation phase.
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6. CORPORATE GOVERNANCE

Governance

Board of directors

The Board of Directors of the Central Bank of Malta is responsible for the policy making and the general
administration of the Bank, except for functions relating to the Treaty on the Functioning of the ECB, or the
protocol of the ESCB, or functions which are conferred exclusively on the Governor in terms of the Central
Bank of Malta Act (Cap. 204).

During 2023, the Board of Directors was composed of Professor Edward Scicluna as Governor and Chair-
man, Mr Alexander Demarco and Mr Oliver Bonello as Deputy Governors responsible for Monetary Pol-
icy and Financial Stability, respectively and Professor Peter J. Baldacchino, Professor Frank Bezzina, Dr
Romina Borg and Dr Lauren Ellul as non-executive Directors. There were no changes to the Board composi-
tion during 2023. The terms of office of Deputy Governor Alexander Demarco ended on 31 December 2023.
The President of Malta, acting on the advice of the Cabinet of Ministers reappointed Mr Alexander Demarco
for a period of five years with effect from 1 January 2024. The terms of office of Professor Bezzina, Profes-
sor Baldacchino and Dr Borg as non-executive Directors ended on 31 December 2022, 13 April 2023 and
16 December 2023, respectively. The Prime Minister, acting on the advice of the Cabinet of Ministers, in
accordance with the provisions of the Central Bank of Malta Act (Cap. 204), reappointed Professor Bezzina,
Professor Baldacchino and Dr Borg as non-executive Directors of the Central Bank of Malta for a period of
five years with effect from 1 January 2023, 14 April 2023 and 17 December 2023, respectively. All members
of the Board are appointed for a statutory term of five years and are eligible for reappointment. Mr Francis
Bugeja continued to act as Secretary to the Board. The Board of Directors met 12 times in 2023.

Management and internal organisation

In January, the Board of Directors of the Central Bank of Malta agreed to upgrade the post of Manager Secu-
rity Control to the grade of Senior Executive and in this regard, approved the issue of a call for applications,
both internally and externally.

In March, the Board approved the issue of three vacancies related to the restructuring of the Monetary
Operations & Government Securities Office. During the same month, the Board approved that structurally,
International Asset Management Office would be composed of three different sections namely: Multi Assets
and Repos; Multi Asset and Sustainable & Responsible Investment Desk; and Foreign Exchange & Money
Market, Local Service Desk and Projects. Each section would be managed by a Manager in the Senior
Executive grade. In June, the Board revised the interest rates applicable to staff house loans. In July, the
Board approved the Bank’s Equality, Diversity and Inclusion Strategy. In October, the Board approved further
restructuring within the Financial Markets Division by shifting Market Analysis Office from the Financial Asset
Management Department to the Monetary Operations & Government Securities Department. In October, the
Board also approved the setting up of a database of the Bank’s decisions relating to procurement.

In December, the Board of Directors approved the 2024 Corporate Strategic Plan and Projects Report of the
Bank. The annual budget of the Bank for a three-year period was concurrently approved.

In October 2022, the Central Bank of Malta had established a Financial Crimes Compliance Department
with a view to overseeing all financial crime compliance issues and concerns for the Bank. Accordingly, the
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Bank ensures that due diligence is performed on all new accounts opened at the Bank and also caters for
any due diligence requests being received from correspondents and counterparties. The Bank takes steps
to ensure that any international sanctions imposed by the United Nations Security Council and the Council
of the European Union are adhered to. This is mainly performed by screening the Bank’s client base against
the respective sanctions lists daily. SWIFT and other payments are also screened against the sanctions lists.
In addition, the Bank prepared an internal Anti-Money Laundering/Counter Financing of Terrorism training
session, launched in the first quarter of 2024.

Audit Committee

The Bank’s Audit Committee, chaired by Professor Peter J. Baldacchino and including Professor Frank
Bezzina, Dr Lauren Ellul and Dr Romina Borg, convened ten times during the year. During such meetings,
the Chief Officer Internal Audit continued to brief Committee members on matters relating to governance,
risk management, and the adequacy and effectiveness of the design and deployment of controls across the
Bank. Updates on the completion of the Annual Audit Plan, comprising both local and ESCB audits, were
also provided. The Bank completed the Annual Audit Plan by the end of 2023. Furthermore, the Chief Officer
Internal Audit regularly informed Committee members on progress in addressing outstanding audit findings,
whilst tendering regular bank-wide, divisional and individual business area audit opinions. During the Octo-
ber meeting, the Chief Officer Internal Audit once again reported on the Department’s annual review of its
five-year rolling strategic plan. The report provided a detailed account of the Department’s progress towards
full attainment of its strategic goals.

The Audit Committee was also briefed on operational and business continuity aspects.

External auditors

The Bank’s external auditors, Deloitte Audit Limited, carried out the statutory audit for the financial year end-
ing 31 December 2023, expressing their opinion on the financial statements and presenting their Manage-
ment Letter to the Board.

Internal Audit Department

The Internal Audit Department continued to provide assurance through the conduct of risk-based audits in
line with the approved 2023 Annual Audit Plan. The Department completed 20 local audit engagements, the
vast majority of which assessed the effectiveness of governance, risk management and control processes
implemented across several business areas. In line with methodological developments previously intro-
duced, the Department provided for each of these audits an opinion on the level of efficiency demonstrated
in the use and deployment of resources. Staff conducted a smaller number of audits focusing specifically
on areas inherently deemed more susceptible to fraud. Furthermore, several asset spot checks were also
performed throughout the year.

As a member of the ESCB Internal Auditors Committee (IAC) in the Eurosystem, ESCB and SSM compo-
sitions, the Internal Audit Department provided the necessary assurances to the ESCB decision-making
bodies through the conduct of five IAC audits and on-going participation in IAC meetings. The Department
also actively engaged in the Audit Task Force on Monetary Policy, Financial Stability and Market Operations
through its representation on this IAC substructure.

During the year, the Internal Audit function also underwent an External Quality Assessment by Ernst and
Young which confirmed that the function “generally conforms” to all Institute of Internal Auditors Standards
and Code of Ethics. The Assessment attested that all requirements established by the ESCB/SSM and the
Bank’s Internal Audit Charters and the IAC’s and Bank’s Internal Audit Manuals were fully met. The outcome
of this assessment was presented to the Board of Directors prior to submission to the IAC.

Throughout the year, the internal audit function was involved in the review of several of the Bank’s Policies
and Procedures. The internal auditors continued to be involved in the work of the Compliance Committee,
mostly in the capacity of observers, to preserve their independence and objectivity.
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Risk Management

The Risk Committee met six times during 2023. The Committee members focussed on risks related to the
Bank’s operations and financial assets on the bank’s balance sheet. The Committee discussed various risks
together with any arising incidents, agreed on appropriate mitigation measures and monitored the imple-
mentation thereof.

The operational risk status of the various business areas was reported on a regular basis to the Risk Com-
mittee. The Bank finalised the fifth cycle of the annual Operational Risk Management (ORM) exercise which
was presented to the Risk Committee and Audit Committee. The report will also be tendered to the Board of
Directors in the first quarter of 2024.

During 2023, business areas updated their existing Business Impact Analysis and created new ones where
necessary. Each business area reviewed the business continuity plans of its critical operations and regular
resilience testing was carried out. The Risk Committee and the Audit Committee were informed about the
results of the Business Continuity Management (BCM) fourth cycle. The latter report will also be presented
to the Board of Directors in the first quarter of 2024.

In 2023, the Bank reconducted a consolidation exercise with all business areas to ensure that the existing
policies and processes are covered in the ORM and BCM cycles. Managers and Operational Risk Coordi-
nators of all business areas were given training on the ORM and BCM frameworks, incident reporting, and
roles and responsibilities.

The Bank updated several Policies and Frameworks relating to operational risk and business continuity
which were presented to the Risk Committee. The Audit Committee and the Board of Directors will also be
updated on the matter in the first quarter of 2024.

As part of its information security responsibilities, several risk assessments were carried out by the ORM
office on various Bank initiatives. The section responsible for information security is in the final stages of
developing a new policy in this area and updating the associated framework and standards.

Staff participated in the monthly IPC meetings. In addition, the Bank analysed the performance of assets
under management and compared it to the tactical and strategic benchmarks. The Bank also closely moni-
tored the performance of the investments managed by the Bank’s external asset managers. Moreover, the
Board of Directors approved the Strategic Asset Allocation exercise for 2024-2026.

In March 2023, the Bank published its first annual climate relate disclosures for its euro denominated
NMPPs. Disclosures focussed on governance, strategy, risk management aspects and the calculation of
various metrics and setting of targets. The various climate-related metrics of the Bank’s individual holdings
were estimated. This included the weighted average carbon intensity, total carbon emissions and carbon
footprint amongst others.

Legal issues
In 2023, the Bank issued and amended the following Central Bank of Malta Directives:

1. Directive No. 1 on the Provision and Use of Payment Services was amended to stipulate that any
complaints were to be submitted directly to the Bank as the competent authority in the event of infringe-
ments or suspected infringements of the provisions of this Directive.

2. Directive No. 6 on Harmonised Conditions for Opening and Operating Payments Module Accounts, T2S
Dedicated Cash Accounts in T2-Malta, and TIPS Dedicated Cash Accounts on T2-Malta and Directive
No. 7 on the Provision of Intraday Credit and Auto-Collateralisation were repealed in their entirety by
means of Guideline ECB/2022/8 on a new-generation TARGET system.
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Subsequent to the above, the Bank implemented Guideline ECB/2022/8 in a newly published Directive
No. 6 on New Generation TARGET, divided into three sections, namely:

a) Harmonised Conditions for Participation in TARGET (Annex 1),
b) TARGET Governance Arrangements (Annex Il) and
c) Definitions (Annex IlI).

The effective date of this new Directive was 20 March 2023 and participants to TARGET-Malta were to
adhere to its provisions as from such date.

3. Directive No. 8 on Monetary Policy Instruments and Procedures was amended following the annual
update of the Eurosystem monetary policy framework.

4. Directive No. 20 on Cross-Border Payments was amended to specify that the Bank shall remain the
competent authority for the purposes of Regulation (EU) 2021/1230 on cross-border payments in the
European Union.

The Bank’s in-house legal team continued to advise on diverse legal, contractual and operational matters.
Business areas were assisted in revising several of the Bank’s policies and procedures and in vetting con-
tracts, agreements and memoranda of understanding entered into by the Bank. Legislative developments
impacting the Bank were also thoroughly assessed.

The Bank was also involved in drafting other legislative measures as follows:

1. Malta is a member of the IMF in terms of the Malta Membership of the IMF Act (Cap. 209 of the Laws
of Malta, referred to as the ‘principal Act’). The Articles of Agreement of the IMF (being the Articles of
Agreement adopted at the United Nations Monetary and Financial Conference on the 22 July 1944) are
set out in the Schedule to the principal Act. Changes in the Articles of Agreement were agreed upon by
the IMF’s members and were affected by the IMF itself. By means of Act No. VII of 2023, published on
14 March 2023, the Schedule to the principal Act was amended to reflect the changes affected to the
Articles of Agreement and to also correct drafting errors in the principal Act.

2. Legal Notice 211 of 2023 titled Malta Membership of the International Monetary Fund (2023 Contribu-
tion Agreement) Order, 2023 was published on 7 September 2023. This Legal Notice concerns the
agreement entered into by the Bank and the IMF in relation to the Resilience and Sustainability Facility
of the Trust with a view to lend to the IMF a Special Drawing Right denominated amount.

3. Legal Notice 265 of 2023 titled Malta Membership of the European Bank for Reconstruction and Devel-
opment Act (Amendment of Schedule) Regulations, 2023 was published on 14 November 2023. This
Legal Notice aligns the text of the provisions of the Agreement of the European Bank for Reconstruction
and Development (EBRD) with the updated version of the Agreement, more specifically, by implement-
ing the changes within Article 1 and sub-article 1 of Article 12 of the Agreement as approved to by the
Board of Governors of the EBRD.

The Bank’s responsibilities in the area of compliance include the conduct of periodic exercises, such as the
annual Bank-wide data protection stocktake exercise and the bi-annual prevention of abuse of insider infor-
mation compliance exercise. The Bank amended its Code of Conduct and Policy on the Prevention of Abuse
of Insider Information in order to align them with the ECB Guideline 2021/2253 laying down the principles of
the Eurosystem Ethics framework, which had to be implemented by 1 June 2023.

Staff participated in various internal committees and continued to participate in the ESCB’s Legal Committee
and its sub-structures.
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Governor’s activities (local and international)

As a member of the Governing Council and the General Council of the ECB, the Governor of the Central
Bank of Malta, Professor Edward Scicluna, attended, in 2023, the regular ECB Governing Council and
General Council meetings. He also took part in board meetings of several international institutions, of
which he is a Board Member, Governor or Alternate Governor. These include the International Monetary
Fund, the World Bank Group, the Asian Infrastructure Investment Bank and the European Bank for
Reconstruction and Development. The Governor of the Central Bank of Malta, as a member of the ESRB,
also attended its meetings in 2023.

During 2023 the Governor served as Deputy Chairman of the Board of Governors of the MFSA and
Member of the National Coordinating Committee on Combating Money Laundering and the Funding of
Terrorism. He also attended the meetings of the Malta Council for Economic and Social Development
(MCESD) and the Research, Innovation and Development Trust (RIDT) of the University of Malta, of
which he is a trustee.

In addition, the Governor, welcomed local and overseas distinguished guests, including Ministers,
Ambassadors and foreign diplomatic representatives and academics. In 2023, the Governor was a key-
note speaker at high level conferences and seminars. Several local and foreign media houses inter-
viewed Professor Scicluna in 2023.

. Launch of the Governor’s video Blog, 9 January.
. Meeting with Chairperson of the MCESD, Malta, 17 January.
. Meeting with Malta Association of Small Shareholders Chairperson, Malta, 18 January.

. Speech to a group of Malta College of Arts, Science and Technology (MCAST) visiting lecturers at the
Central Bank of Malta, Malta, 3 February.

. Meeting with U.S. Treasury senior official delegation, Malta, 15 February.

. Participation in a Governing Council Retreat, Lapland, Finland, 20-24 February.

. Virtual address and participation in the EBRD constituency meeting, Astana, Kazakhstan, 2 March.
. Speech at the House of Representatives’ Family Affairs Committee, Malta, 7 March.

. Participation in the IMF and the WBG constituency meeting, San Marino, 10 March.

. Interview by Econostream Media, We strongly believe in the robustness and resilience of our system,
Malta, 21 March.

. Keynote speaker at the Conference Women and Finance, organised by the Malta Bankers Association
and National Council for Women, Central Bank of Malta, Malta, 24 March.

. Participation in the ECB Institutional Investor Dialogue meeting, Frankfurt, Germany, 29 March.

. Participation in the 2023 Spring Meetings of the Boards of Governors of the WBG and the IMF, Wash-
ington D.C., USA, 10-16 April.

. Interview by CNBC International TV, Still some way to go, Washington D.C., USA, 13 April.

. Opening speech at the Central Bank of Malta 2022 Annual Report Launch, Malta, 20 April.

. Meeting with Professor Inna Steinbuka, Chair of Latvia’s Fiscal Discipline Council, Malta, 26 April.
. Participation in informal ECOFIN meetings, Stockholm, Sweden, 28-29 April.

. Participation in current affairs TV programme Insights, Malta, 11 May.
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. Participation in Jacob’s Coffee Run initiative, Malta, 12 May.

. Participation in the ECB’s 25" anniversary gathering, Frankfurt, Germany, 24 May.

. Interview by Politico, Frankfurt, Germany, 15 June.

. Interview and article by businessnow.mt, Malta, 22 June.

. Participation in the ECB Forum on Central Banking, Sintra, Portugal, 26-28 June.

. Interview by Francine Lacqua, Bloomberg TV, Sintra, Portugal, 28 June.

. Interview by businessnow.mt, Malta, 1 July.

. Interview for EU-Startups.com, Spain, 20 July.

. Meeting with the University of Macerata on joint modelling project, Malta, 28 July.

. Courtesy visit by H.E. Gloria Gangte, India’s High Commissioner to Malta, Malta, 11 September.
. Participation in informal ECOFIN meeting, Santiago de Compostela, Spain, 16 September.
. Participation in the AlIB Annual Meeting, Sharm El Sheikh, Egypt, 25-26 September.

. Courtesy visit by Dame Diana Buchanan Crossan, former New Zealand's Retirement Commissioner,
Malta, 28 September.

. Meeting with the local Single Resolution Board, Malta, 29 September.

. Participation in the 2023 Annual Meetings of the Boards of Governors of the WBG and the IMF, Mar-
rakesh, Morocco, 9-15 October.

. Interview by CNBC International TV, It’s time to start mopping up in a serious way and without upsetting
the markets, Marrakesh, Morocco, 13 October.

. Keynote speech at the Central Bank of Malta Dynare conference, Malta, 20 October.

. Opening of an exhibition at the MCAST, entitled The History of Coins, followed by a lecture to students,
Malta, 3 November.

. Inauguration ceremony of the House of the Euro, Brussels, Belgium, 9 November.

. Introductory and Concluding meetings with the visiting IMF Article IV mission, Malta, 13 and 22
November.

. Meeting with the Managing Director, Mr Pierre Gramegna, and senior official delegation from the Euro-
pean Stability Mechanism, Malta, 22 November.

. Keynote speech at the Annual Dinner of the Institute of Financial Services Malta, Malta, 24 November.
. Opening speech at the Financial Stability Forum, Malta, 6 December.

. Speaker in a panel discussion on the Digital Euro, Central Bank of Slovenia, Ljubljana, Slovenia,
15 December.
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7. RESOURCES MANAGEMENT

Human resources
The Bank’s staff complement as at the end of 2023 stood at 386, including seven employees on a part-time
basis. The full-time equivalent as at end 2023 numbered 356.8 employees.

During 2023, the Bank recruited 36 employees, among which, one Chief Officer, two Executives, 11 Assis-
tant Executives, 20 Officers Il and two Officers I. Some 26 employees resigned, two employees had their
contracts terminated and six staff members retired during 2023. At the end of 2023, there were nine employ-
ees seconded to offices within the public sector.

During the year, 12 university students were offered temporary summer work experience between mid-July
and mid-September, while another six university students gained hands-on experience in an investment
portfolio simulation environment. The Bank offered part-time work placements to 15 university students on a
nine-month internship basis starting in October 2023. During their engagement, these students will pursue
their academic studies and undertake supervised practical work related to their line of study with a flexible
work arrangement.

Furthermore, six Central Bank of Malta employees celebrated their 25 years of service at the Bank, while 12
staff members celebrated 30 years.

Governor Edward Scicluna with Kathleen Cutajar and Antoine Scicluna on the occasion of their 25 years of service at the Bank.

Equality, Diversity and Inclusion Committee

In line with the Central Bank's commitment to foster a more equal, diverse and inclusive workplace, the
Bank’s Equality, Diversity and Inclusion (EDI) Committee presented its EDI strategy to the Board of Direc-
tors in July.

This is a first for the Bank. This strategy listed the Bank’s achievements to date, the Bank’s EDI profile and
the four main action areas which circle around two key principles, namely, to foster a culture of integrity and
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respect; and to tackle potential unconscious bias at the workplace. In this respect, the
four key action areas included awareness-raising campaigns, training, recruitment
and inclusive language recommendations guide.

In January 2024, the Bank was awarded the Equality Mark by the National Commis- PICHE
sion for the Promotion of Equality. EQUALITY
CERTIFIED

Gender Balance

The Central Bank of Malta continued to make modest but important progress with

respect to gender balance at the top levels of its executive structure. Currently, 50%

of the non-executive Board members are females. Furthermore, in April, the first female Chief Officer was
appointed to lead the Financial Control and Risk Division of the Bank. By the end of 2023, 25% of the
staff in the top three grades at the Bank — comprising Senior Executives, Heads and Chief Officers — were
females, while in 2013, these stood at just 16%.

The gender distribution of clerical staff below Senior Executive grade is more balanced, with 57% of all staff
in these grades being females as at end 2023, compared to 47% a decade ago.

In this respect, the Central Bank of Malta has several family-friendly measures among which reduced hours,
child-friendly measures, flexitime, teleworking and pay equality.

OUR STAFF IN 2023

Gender Nationalities Academic
qualifications

Non-EU
EU 18

20 80

@
© @
40
. II

MQF5 MQF6 MQF7 MQF8

Female
47% Male

53%

Malta
349

Source: Central Bank of Malta.
Note: Data is for clerical staff to chief officers.

Nationality Statistics

The Central Bank of Malta is an inclusive employer and as such it employs both indigenous and non-
Maltese persons as indicated in Table 7.1. In 2023, 5.2% of all staff originated from EU countries, 4.6%
from non-EU countries and 90.2% were Maltese. The nationalities staff profile in 2013 indicates that 1.9%
of staff were EU citizens and 98.1% Maltese citizens, while there were no non-EU citizens. Moreover, in
2023, unlike in 2013, staff members originating from other countries were part of the executive grades of
the Bank, representing 6.3% of all executive staff with non-Maltese females being represented at execu-
tive levels too.
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Table 7.1
NATIONALITY STATISTICS, 2013 VERSUS 2023

Nationality Number of employees Per cent of all staff  Per cent of Executive staff
(top three grades)
2013 2023 2013 2023 2013 2023
EU countries 7 20 1.9 52 0 6.3
Non-EU countries 0 18 0 4.6 0 0
Malta 352 349 98.1 90.2 100 93.7

Source: Central Bank of Malta.

Training and development
As in previous years, the Bank allocated significant resources to staff training, both internally and externally.

Atotal of 828 participants attended 30 in-house courses. These were mainly induction programmes organised
for all new employees, courses on the concepts of Metadata and data dictionary in InfoStat, management
development, DSGE, econometrics and programming in EViews, financial reporting, health and safety, and
programming with Python and R. In 2023, the Bank launched two online training sessions on two major Bank
policies, namely, harassment and bullying policy, and General Data Protection Regulation.

As shown in Table 7.2, 418 staff members participated in external training programmes in 2023, offered by
local and foreign institutions. These courses were in the majority facilitated online and provided by local training
organisations and professional institutions, the ECB, other central banks and financial institutions. The areas
covered included legal aspects, data science and machine learning, economics, counterfeiting, accounting,
investments, payment systems, operational resilience and risk management, and management development.

During 2023, several employees completed or continued their programme of studies. There were 24 staff
members who completed their postgraduate education, one of whom was fully supported by the Bank to
read a full-time postgraduate course in Economics and Finance under the Learning, Research and Devel-
opment Study Programme at the Barcelona School of Economics. A total of 35 employees continued their
enrolment in postgraduate degree programmes while four employees were reading qualifications at under-
graduate level.

Another employee supported by the Bank under the Learning, Research and Development Study Pro-
gramme, finalised his doctorate studies in social policy on a part-time basis with the University of Bristol.

Table 7.2
STAFF TRAINING DURING 2023
Type of training Number of Number of
courses/seminars participants
Internal
Internal physical 25 229
Internal online 5 599
External
Local physical 45 104
Local online 76 145
Foreign
Foreign physical 33 34
Foreign online 57 135
Source: Central Bank of Malta.
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ACADEMIC AND
v PROFESSIONAL QUALIFICATIONS 2023

Postgraduate Undergraduate Diploma/Certificate
1 4

24
Sc:mpeled Completed Completed
35 ] 1] j 3_|

Ongoing Ongoing Ongoing

Source: Central Bank of Malta.

In 2023, three staff members finalised their studies and successfully completed the Higher Diploma in Com-
puter Studies. This programme was specifically designed by the MCAST to meet the Bank’s needs.

In 2023, several employees attended online training programmes organised by the ECB in areas of leader-
ship, processing credit databases with R, and on Data Science Using Coursera. In 2023, some employees
attended Hackathons also organised by the ECB.

Sarah Spiteri (front row, second from left) and her team won the Beat the Heat Climate Change Hackathon — with President Lagarde.
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Schuman Programme

In March 2023, the ECB launched another edition of the Schuman Programme. The Bank supported this initia-
tive and an executive was attached with the Banca d’ltalia to undertake an assignment between September
2023 and February 2024. The Bank also hosted an employee from the Deutsche Bundesbank to work on a
statistical assignment between October and March 2024.

Innovation, Technology and Knowledge Services

Innovation and technology

The Bank continued to contribute to the European System of Central Banks (ESCB) and other international
fora towards the improvement of the operational cybersecurity and collaboration in the financial sector. In
2023, the Bank implemented several projects to enhance the security monitoring, the threat intelligence and
the incident response capabilities. The Bank upgraded its firewall and network security architecture, adopted
a cloud framework and assessed the security aspects of other projects such as the Bidding System and the
InfoStat DataBank. Further developments will include the advancement of security orchestration and auto-
mation capabilities, the improvement of email security and website defacement solutions, the reinforcement
of its endpoint security, the update of the web toolkit for the Information Risk Management Framework and
an assessment of its cybersecurity maturity on the technology roadmap.

The Bank successfully delivered a new platform that facilitates data exchange between partner NCBs. In
addition to the data exchange, the platform also automates the extraction and provision of data to the MFSA.

The Bank was involved in various operational activities to help sustain the overall operational effectiveness
of its core applications. Discussions were underway with key stakeholders to extend the knowledge base
and help support the business, in line with the Bank’s IT Strategy.

The Library

The Central Bank of Malta Library continued to be one of Malta’s principal facilitators of financial, economic
and social research, supporting and promoting scholarly debate and the dissemination of scientific knowl-
edge in these fields. Since the Library’s establishment in 1968, a substantial collection of standard works on
economics and finance was gathered. The Library collection presently contains more than 13,000 volumes.

The Bank increased the number of electronic subscriptions to include other specialised academic journals.
Moreover, it continued to leverage on the Business Source Complete platform, which provides premium full-
text content and peer-reviewed business journals. The Business Book Summaries is another tool used to
access comprehensive summaries of the best business books.

The Bank’s Knowledge Vault serves as the virtual platform for staff to access the various electronic infor-
mation sources available on the platform, including the Financial Times, Business Source Complete and
Central Banking. The Bank organised various training sessions to familiarise staff with the use of these tools.
In addition, the Bank provided dissemination services including local and foreign media daily digest, daily
selection of scholarly journal articles called the Librarian’s Choice and monthly acquisitions’ list. Staff was
also informed about bills, acts and legal notices issued during the previous month. Staff members continued
to ensure their effective contribution to ESCB meetings.

Survey of Euro Bank Notes Redesign

The Bank worked in collaboration with the ECB to promote an online survey on the new themes for
the next series of euro banknotes. European citizens were asked for their views on the proposed euro
banknotes’ themes. The Bank promoted the survey via its social media channels, newspaper articles and
national TV.
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Publications

The Bank enhanced its flagship publications, particularly the Annual Report, the Quarterly Review and the
FSR with new features and additional information. The introduction of visuals and dashboards for publi-
cations such as the Business Dialogue, Economic Projections every quarter and the monthly Economic
Update, enhanced readability. In 2023, the Bank introduced a new annual digital publication Climate-related
disclosures of the Central Bank of Malta for NMPPs in line with the recommendations by the ECB’s High
Level Task Force for Climate-Related Financial Disclosures.

As part of an organisation-wide effort to reduce its ecological footprint, the Bank continued to decrease the
number of the paper copies of the Bank’s publications, thus promoting publications in digital format.

Social Media

The emergence of social media over a decade ago has equipped institutions with powerful tools for inform-
ing and engaging with the public. Many central banks now recognize social media as a crucial and effective
communication channel not only for experts, who have traditionally been the primary target group for central
banks’ communication but also for a broader audience. The Central Bank of Malta has an established pres-
ence across various social media platforms, including Facebook, Instagram, X (formerly known as Twitter),
LinkedIn and YouTube. The Bank witnessed a growing number of users and increased traffic on these
platforms.

On Facebook, the Bank utilises its presence to disseminate updates on events, publications and other
noteworthy news, along with providing educational content on topics such as financial literacy. LinkedIn is
dedicated to professional content and recruitment initiatives. X serves as a real-time platform for sharing
updates and actively engaging with followers. Additionally, the Bank maintains a YouTube channel and an
Instagram page, leveraging these platforms to share videos covering a diverse range of subjects, including
economic reports, press conferences and educational content.

Furthermore, the Bank engaged in several social media campaigns to enhance financial literacy and pro-
mote awareness about scams. The Bank used its social media platforms for collaborative campaigns initi-
ated by the ECB across different regions. Staff also took part in the ESCB/SSM Working Group on Digital
Communications.

Knowledge Services

The Bank captures, manages, preserves, stores and delivers in a timely manner relevant information to
those that require it. The scanning, uploading and cataloguing of policy documents on a new knowledge
management system continued to ensure a key service to all staff members.

Corporate Strategic Planning

During 2023, the Bank continued to carry out its corporate strategic planning process, which consisted of
five phases: strategy definition; identification of objectives and key performance indicators; creation of the
objectives database and of the project portfolio; budgeting; and prioritisation and approval of the strategic
plan and the project portfolio.

The Bank prioritized its projects according to a prioritisation framework that takes into consideration several
variables, such as costs, revenue, risk mitigation, improvement of business processes, and employees’
wellbeing enhancement.

The main objective of the Corporate Strategic Plan is to provide strategic direction to all the Bank’s staff and
to ensure that the Central Bank fulfils its mandate in an efficient and effective way. The Plan ensures that the
strategic goals are translated into divisional, departmental and office goals in accordance with the Bank’s
organisational structure. The eight pillars of the strategic plan are:
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1. To ensure effective contribution to the European System of Central Banks, supporting its primary objec-
tive of price stability, while participating in its fora and activities.

To foster financial stability by strengthening the resilience of the domestic financial sector.

To ensure a smooth functioning payment system and a secure provision of cash.

To continue to be a reference for economic and financial analysis, research and statistics in Malta.

To optimize return on the Bank’s financial assets while contributing positively to the environment.

To enhance risk mitigation and security measures, especially to fully safeguard the systems’ integrity.
To maintain strong internal governance, in full compliance with the law.

To enhance overall efficiency and effectiveness, while actively promoting environmental awareness,
corporate social responsibility (CSR), inclusiveness and diversity.

©No s ®WDN

During 2023, the Bank monitored closely the progress of the objectives and the implementation of its project
portfolio. The Plan remained on track and the Bank successfully achieved its main targets.

Property and procurement

The Bank is committed to maintaining a safe, effective and efficient management and maintenance of its
premises, project administration and the procurement of goods, services and insurance coverage, with an
emphasis on transparency, accountability and cost optimisation in the use of public funds.

During 2023, the Bank continued with its programme of maintenance, upgrading and embellishment works.
Several areas within the Bank’s buildings were restructured to create new workspaces, or else were con-
verted to fulfil new functions. The Bank also continued to upgrade its lifts to comply with the latest legislative
requirements. As the reliance on physical and hybrid meetings increased considerably the Bank continued
to invest in more advanced audio visual and video conferencing equipment for use in its conference centre
and meeting rooms.

The Bank continued to actively participate in initiatives coordinated by the Eurosystem Procurement Coor-
dination Office, which enables NCBs within the Eurosystem and the European System of Central Banks to
benefit from efficiencies in joint procurement exercises, primarily in the areas of hardware, software, rating
agency services and market data provision.

The Bank issued 15 calls for quotations and ten calls for tenders. The tenders were related to the procure-
ment of external quality assurance, architectural and engineering consultancy services, health screening
services, leasing of vehicles, security services, coin processing machinery and SWIFT attestation. In its
procurement practices, the Bank always seeks to adopt fair and competitive bidding processes to obtain
the optimal value for money. Moreover, during the year, the Bank signed or renewed a significant number of
maintenance agreements.

The Bank continued to participate to the ESCB Heads of Administration Conference.
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8. CORPORATE, ENVIRONMENTAL AND SOCIAL RESPONSIBILITY

Climate change and sustainability

Climate change considerations in monetary policy framework

On 2 February 2023, the Governing Council decided to implement stronger tilting of the corporate bond
purchases during partial reinvestment including in the primary market towards issuers with better climate
performance.

On 23 March 2023, the ECB published its first climate-related financial disclosures, which provide informa-
tion on its portfolios’ carbon footprint and exposure to climate risks, as well as on climate-related governance,
strategy and risk management. Presented in two reports, the disclosures cover the Eurosystem’s corporate
security holdings under the CSPP and the PEPP, as well as the ECB’s euro-denominated NMPPs, including
its own funds portfolio and its staff pension fund. The disclosures show that the corporate bonds held under
the CSPP and PEPP are on a decarbonisation path. Although the portfolios’ absolute greenhouse gas emis-
sions have increased in recent years because the Eurosystem has purchased more securities for monetary
policy purposes, issuers’ carbon intensity has gradually declined. This is partly because the companies in
the Eurosystem’s portfolio have lowered their emissions for every euro of revenue they earn, reflecting their
efforts to significantly reduce their emissions and boost carbon efficiency. A second factor, which is respon-
sible for the reduction of the relative emissions associated with corporate sector purchases since October
2022, is the ECB'’s decision to tilt its holdings towards issuers with a better climate performance.

The ECB is committed to disclosing climate-related information on these portfolios every year, while continu-
ously improving the disclosures as the quality and availability of data progress. Over time, it will expand the
scope of the disclosures to cover other monetary policy portfolios. The ECB also aims to set interim decarboni-
sation targets for its own-funds portfolio and staff pension fund to stay on track with Paris Agreement goals.
Similarly, the Governing Council of the ECB will consider setting such targets for corporate sector portfolios.

Climate change considerations in non-monetary policy portfolios

The transition to a low carbon economy has become an increasingly important and urgent objective. According
to the International Panel on Climate Change, climate change is widespread, rapid and intensifying. Countries
would need to ensure a sustained reduction in greenhouse gas emissions. This transition presents both risks
and opportunities for the Central Bank of Malta’'s NMPPs. The Bank has remained committed to incorporate
climate and sustainability considerations in the design and implementation of its Strategic Asset Allocation.

In March 2023, the Bank, published its first climate-related financial disclosures report based on its end of
2022 holdings in line with the Eurosystem commitment and common disclosure framework.! To enhance
transparency related to climate-related risks and opportunities pertaining to its NMPPs, the Central Bank of
Malta reported on all four categories recommended by the Task Force for Climate-related Financial Disclo-
sures, namely governance, strategy, risk management as well as metrics and targets. The Bank has reported
backward-looking and forward-looking climate metrics relating to both its euro and foreign currency holdings
in its NMPPs, also including three years of historical data. These metrics are regularly monitored and updated.
They are used to compare climate-related risks between the Bank’s different portfolios and across time. The
Bank has committed to achieve carbon neutrality of its NMPPs by 2050 in line with the European Union (EU)

1 Climate-related financial disclosures March 2023 — https://www.centralbankmalta.org/site/Publications/Climate-related-disclosures-
march-2023.pdf.
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In addition to the negative screening based on the Norges Bank Investment Management exclusion list
applied to its externally managed corporate bond portfolio, during 2023 the Bank started the process to
implement the EU Paris-aligned benchmark exclusions to this portfolio too. The latter is expected to result in
lower allocations to high polluting issuers.

The Bank continued to actively increase its thematic bond holdings, whose proceeds are aimed to fund
environmental and social projects (see Chart 8.1).

The share of assets under management which include ESG considerations has thus increased from 17.7%
in 2022 to 23.4% in 2023.

The Bank has continued to be a member of the Network for Greening the Financial System, as well as sev-
eral climate-change related Eurosystem task forces and fora.

Climate change considerations in financial stability

Climate change can pose significant challenges to the economy and the financial system. In this spirit, the
Bank carried out a study to address one of the key limitations highlighted in the Special Feature published
in the Interim FSR 2021.2 This impediment stems from the potential bias on results towards the low CO,
intensive sectors which could arise from the lack of visibility of holding companies’ exposures captured within
the financial sector. Following the reclassification, the concentration in the low CO, intensive sectors was
re-confirmed.®

Environmental initiatives

European Central Bank

The Eurosystem, aware of its social responsibility, also aims to ensure that euro banknotes are as environ-
mentally sustainable as possible. To this end, a Product Environmental Footprint (PEF) study was conducted
to determine the environmental impact of paying with euro banknotes and how this impact can be further

2 Special Feature: The Maltese financial sector’s exposure to climate-sensitive sectors — Central Bank of Malta Interim FSR 2021, https://

www.centralbankmalta.org/site/Publications/Economic%20Research/2021/FSR-Interim-2021-Special-Feature.pdf.
8 Revisiting climate-sensitive exposures of holding companies — Central Bank of Malta Interim FSR 2023, https://www.centralbankmalta.

org/site/Financial-Stability/WP-Other-Studies/Interim-FSR-2023-Box-1.pdf.
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reduced in the future. The study, based on 2019 data, was published in 2023.* The study measures the
potential environmental impact of all activities in a full cycle of euro banknotes, from raw material acquisition,
manufacturing, distribution and circulation to disposal by euro area NCBs.

One key finding of the study indicated that the average environmental footprint for payments with banknotes
was very low at 101 micropoints per euro area citizen in 2019, which is equivalent to driving a car for 8
km, or 0.01% of the total environmental impact of a European citizen’s annual consumption activities. The
main factors contributing to the environmental footprint of euro banknotes as a means of payment are the
energy consumption of automated teller machines (ATMs) and transportation, followed by processing by
NCBs, paper manufacturing and the authentication of banknotes in shops. The study also showed that
improvements in the energy efficiency of ATMs contributed to a 35% decrease in their environmental foot-
print between 2004 and 2019.

Since 2004, the Eurosystem has made efforts to reduce the environmental footprint of euro banknotes, for
example by using only 100% sustainable cotton and banning the disposal of banknote waste in landfills. The
Eurosystem is also exploring alternative waste disposal methods for banknotes such as recycling, reusing of
waste material and possible improvements to material and components used in the printing process.

Network of Central Banks and Supervisors for Greening the Financial System

The Bank continued with its participation in the Network of Central Banks and Supervisors for Greening the
Financial System. Staff also participated in workstreams related to monetary policy and net zero for central
banks. During the year, the Bank contributed to several surveys related to the Central Bank of Malta’s opera-
tions in a bid to green corporate activities, promote responsible investing and on capacity building.

Eurosystem Climate Change Forum
During 2023, the Bank continued to participate actively in the discussions of the Eurosystem Climate Change
Forum, with the aim of improving cooperation and foster knowledge-sharing. Two senior officials represent
the Central Bank of Malta on this Forum.

Central Bank of Malta

The Bank stepped up its initiatives to further reduce its ecological footprint. During the year, the Bank
increased its recycling efforts and separated for recycling almost eight tonnes of paper and 1.3 tonnes of
plastic. Another 1.9 tonnes of glass and metal was also separated and recycled.

ENVIRONMENTAL INITIATIVES

RECYCLING
8 13 19 LOW POLLUTION 4 >
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of either hybrid or fully electric hf—_\J

vehicles
Paper Plastic SESSE
Metal

TREE PLANTING

Planting of 150 trees in
collaboration with lI-Majjistral
Nature and History Park

4 PEF study of euro banknotes as a payment instrument — ECB 2023, https://www.ecb.europa.eu/pub/pubbydate/2023/html/ecb.
pefreport202312~81e945e7aa.en.html.
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The Bank also continued to streamline several processes with the aim of achieving further efficiencies, par-
ticularly in reducing the consumption of paper. During the year, the Bank leased its second plug-in hybrid and
first fully electric vehicles. At the time of writing, over 70 per cent of its fleet was composed of either hybrid
or fully electric vehicles. The conversion effort will continue over the next years, with the replacement of the
remaining leased diesel vehicles with hybrid or fully electric vehicles.

More energy efficient LED lighting continued to be installed, while various items of old equipment, including
computers and servers, were replaced with more energy efficient models. Further progress was also regis-
tered in relation to the planned installation of solar panels and more efficient standby generators.

The Bank continued to partially offset its carbon footprint and, in 2023, collaborated with 1I-Majjistral Nature
and History Park to plant 150 trees, including olive trees, pomegranate trees, almond trees, oak trees and
Malta’s national tree, the gharghar tree.

Corporate Social Responsibility

The Central Bank of Malta has embedded CSR in all aspects of its central banking tasks which include a
broad spectrum of stakeholders, ranging from its employees to the wider community. In this regard, the
Bank’s CSR efforts reflect the ever-increasing emphasis on the Bank’s activities, all of which receive the
highest levels of support across management and employees.

Central Bank of Malta Anniversary Concert
The Central Bank of Malta commemorated its
55" anniversary with a concert at the Medi-
terranean Conference Centre under the dis-
tinguished patronage of His Excellency the
President of Malta, Dr George Vella, where
guests were entertained by the Malta Philhar-
monic Orchestra under the theme A night at
the movies.

Carmine Lauri, the Malta Philharmonic Orchestra leader during the
55" anniversary concert

Philanthropy and Outreach

The Staff Social Club also organised several campaigns throughout the year where staff made donations
to help entities including Hospice Malta through the Pink October and the Movember Campaigns. Jacob’s
Pay It Forward Coffee Van prepared coffee for staff with profits used to fund Jacob’s Coffee Run initiative.
Free sandwiches and coffee to families in the Intensive Care Unit waiting area at Mater Dei Hospital were
delivered via the latter initiative.

The Committee also organised Dress Down
Days to collect funds for the Malta Community
Chest Fund and Hospice Malta. It also coor-
dinated Blood Drive events during 2023 and
sponsored staff members to participate in the
President’s Solidarity Fun Run. The Social
Club made a donation to the Sisters of Mother

Theresa using the proceeds from the sale of [ A S -

various paintings by a staff member and other Central Bank of Malta Governor Professor Edward Scicluna and staff
staff contributions. members with Jacob Cachia of Jacob’s Pay It Forward Coffee Van
Staff

The Staff Social Club which is composed of three sub-committees, namely the Sports Committee, the Cul-
tural Committee and the Religious Committee, contributed to staff's well-being by organising several events
which included a Pizza Making Event, Quiz Night, the Bank’s Summer Party, a Karaoke Night, a Bowling
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Pizza making Quiz night

Karaoke night Eurofest participants

Event, the Christmas Staff Gathering and the Children’s Christmas Party. To commemorate the 25-year
Anniversary of the ECB, staff participated in Eurofest in Frankfurt where they took part in football, biking,
cross country running, hiking, table tennis and badminton.

Financial literacy

In 2023, the Central Bank of Malta continued
its efforts to promote financial literacy and raise
awareness about the euro. The Bank issued
weekly informative posts about euro banknotes
and coins on its social media platforms, where
124 information sessions were held. Sessions
with retailers were held directly with cash han-
dlers in retail outlets. The Bank also organised ; _ _ A
educational tours at its premises where an infor- Students from St Catherine’s High School during an information session
mation session was held followed by a tour at

the Currency Museum. During 2023, 17 sessions were physically held at the Bank and 502 students partici-
pated. Moreover, another 21 sessions were held at school premises covering another 1,028 children. The
Bank also collaborated with the Ministry for Active Ageing to deliver 22 financial literacy sessions to 735
elderly in various centres around Malta and Gozo. Other collaborations in 2023 involved the partnership pro-
gramme with Skola Sajf, the European Money Week organized by the Malta Bankers’ Association, the Home
Economics Centre for the Be Money Smart Programme, the Malta Police, Jobsplus and the programme
Gemma — Know, Plan, Act.

Notte Bianca

The Central Bank of Malta once again opened its doors to the public on Notte Bianca, a highlight event in
Malta’s cultural calendar. Embodying the theme, The Guardian of Our Financial System, the Bank provided
a unique opportunity for visitors to delve into the intricacies of our financial system. The event featured a vari-
ety of attractions, including an exclusive tour of the Bank’s Currency Museum, where visitors could explore
a splendid selection of coins and banknotes. Two counterfeit experts provided valuable insights and training.

The Bank also exhibited Coinage in Malta: 2,500 years of history, a fascinating display of the different coin

periods in Malta’s history. The Bank’s gardens, which were open only for this special night, hosted various
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attractions, such as jazz music and a demon-
stration by Zekkin, the famous Labrador spon-
sored by the Bank, and other sniffer-dogs, who
showed how they detect money-related crime.
Zekkin and his canine colleagues performed
simulation exercises at the Upper Garden, in
collaboration with the Customs Department.

Visitors were also given a virtual tour of the
Bank Library’s vast and prestigious collection
of books, journals and publications. Moreover,
lectures about financial literacy were delivered.

Central Bank of Malta Fund

The Central Bank of Malta Fund's Advisory
Board is mandated by the Board of Directors to
identify projects of a national stature with lasting
visibility worthy of support by the Bank, through
funds set aside for non-business-related pur-
poses. The areas pursued by the Fund relate
to education, culture, scientific research, pres-

ervation of Maltese national heritage and social =
causes. Central Bank of Malta Governor, Professor Edward Scicluna with the
artist Joseph Barbara during the launch of the Skart Ghani exhibition

The members of the Fund’s Advisory Board are Mr Narcy Calamatta, who acts as Chair, Professor Yosanne
Vella, Professor Marvin Formosa, Marquis Nicholas de Piro and Dr Pauline Lanzon.

Amongst the projects pursued by the Fund during 2023 was the launch of a sustainable art exhibition at the
Bank with works of art by artist Joseph Barbara, in honour of Reverend Dr Marius Zerafa, Founding Chair-
person of the Fund (previously Foundation), who sadly passed away in October 2022.

Some of the beneficiaries who received financial support were: Beating Hearts Malta and Save and Sup-
port Trust through a publication by Professor Victor Grech, named A Tale of Four Cities; the Canine Search
and Rescue Team of the Order of Malta through the purchase of full urban search and rescue kits; the
Archconfraternity of Saint Joseph towards the performance of a composition by Maestro Paolo Nani's (1814-
1904) during the feast of Saint Joseph in March 2023; the Birzebbuga Aquatic and Sports Club towards an
overseas training camp for youths in the under-17 category; and the Senglea Historical Society towards its
annual publication on the history of Senglea.

Other meritorious projects to which the Bank pledged support upon their completion included the publica-
tion of a book by Fondazzjoni Patrimonju Malti on the history of film and cinema in Malta; the purchase of
equipment to be placed in a new rehabilitation centre for Inspire Foundation; and restoration works on the
medieval chapel of Saint Catherine in Zejtun, as pursued by Wirt iz-Zejtun.
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9. INTERNATIONAL RELATIONS

Eurosystem and European System of Central Banks

The Governor of the Central Bank of Malta is a member of the Governing Council of the ECB, which is the
highest decision-making body of the ECB. The Governing Council consists of the members of the ECB’s
Executive Board and the NCB governors of the euro area Member States. The Governing Council is respon-
sible for monetary policy in the euro area and decides on the implementation of tasks entrusted to the Euro-
system, which comprises the ECB and the euro area NCBs.

During the year, the Governing Council held 17 meetings, with eight being focused on monetary policy.
Furthermore, the Governing Council took several decisions through written procedures. In addition, in con-
nection with the ECB’s responsibilities in banking supervision, the Governing Council approved numerous
draft supervisory decisions prepared by the ECB’s Supervisory Board. A retreat for the Governing Council
also took place in February, allowing the members to discuss policy issues in an informal setting. The 25"
anniversary of the ECB was celebrated in May 2023.

Following decisions taken by the Governing Council during 2023, the Governor signed several agreements
on behalf of the Bank. More specifically, these agreements covered aspects related to TARGET, the TAR-
GET Analytical Environment, the update of the T2S contractual framework, and the ECMS.

Photo:mndrej Hanzekovic/ECB

Group photo of the Governing Council in Athens, Greece — October 2023.
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Start of the Governing Council Meeting in Athens, Greece — October 2023.

The Governor is also a member of the General Council of the ECB, which meets on a quarterly basis. The
General Council, which is composed of the President and Vice-President of the ECB, and the NCB gover-
nors of all Member States of the European Union (EU), mainly performs an advisory role.

The Governor or, in his absence, a Deputy Governor, also participated in the two sessions dedicated to the
Macroprudential Forum held jointly by the Governing Council and the ECB’s Supervisory Board during 2023.

Furthermore, the Deputy Governor for Financial Stability sits on the ECB’s Supervisory Board together with
a senior official of the MFSA.

The Governing Council and the General Council are supported by several committees, working groups and
other structures, in which various Bank officials participated actively throughout the year. These officials
play a key role in briefing the Governor on issues to be discussed ahead of meetings of both the Governing
Council and the General Council. They also give feedback on written procedures addressed to the Govern-
ing Council and the General Council.

House of the Euro

In November 2023, the Governor, together with the President of the ECB and the Governors of another six
euro area NCBs, inaugurated the House of the Euro in Brussels. The House of the Euro brings representa-
tives of the ECB and euro area central banks together under one roof. The purpose behind the new office is
to foster greater collaboration with counterparts in the central banking community, to gather intelligence and
reach out to EU institutions and bring visibility to the Eurosystem in Brussels. This is the Bank’s first manned
office overseas.

European Systemic Risk Board

The Bank is also a participant in the ESRB where the Governor is a voting member of the General Board. In
2023, the Governor and the Deputy Governor for Financial Stability took part in the meetings of the ESRB’s
General Board where various issues on potential vulnerabilities and risks within the EU financial system and
policy measures were discussed. Senior officials of the Bank also participated in the meetings of the ESRB’s
Advisory Technical Committee and its substructures.
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Other EU institutions

During 2023, the Deputy Governor for Monetary Policy regularly participated in meetings of the EFC when
issues relevant to central banks were discussed. The Deputy Governor for Financial Stability also partici-
pated in the EFC-Alternates meetings.

Throughout the year, the Bank engaged in EFC discussions on various matters related to the developments
in financial markets and the regular monitoring of risks to financial stability in the EU prior to the formulation
of appropriate policy responses.

The most prominent topics discussed included the ongoing conflict in Ukraine — both in terms of its continued
impact on the European economy along with stocktaking of the impact of sanctions on Russia and Belarus
— as well as the implementation of the RRF. Other items of interest included assessments of the latest eco-
nomic and financial stability developments within the EU, climate and green financing and the preparation
of common European positions at the G20 meetings and other international fora, such as the IMF and the
FSB. Other Bank officials also participated in meetings of several EFC sub-committees, where matters of
relevance to central banks, such as the economic and financial impacts of the war in Ukraine, sovereign
debt and the recovery from the COVID-19 pandemic and the IMF's 16" General Review of Quotas (GRQ)
were discussed.

International Monetary Fund

In the IMF, Malta forms part of a constituency headed by lItaly, together with Albania, Greece, Portugal and
San Marino. With the Governor of the Central Bank of Malta occupying the position of Malta’s Governor
on the Board of Governors of the Fund, the Bank upheld its leading role in maintaining Malta’s relationship
with the Fund. The Governor, accompanied by the Deputy Governor for Monetary Policy, participated in the
Spring IMF and WBG Meetings in April and the Annual Meetings in October. During the year, the Governor
voted on several resolutions proposed by the Fund's Executive Board, including that pertaining to the 16"
GRQ. The 16" GRQ approved by the IMF's Board of Governors will bring in 2024 a 50% equiproportional
increase in quotas while rolling back the membership’s current commitments to the Fund under the New
Arrangements to Borrow (NAB) and the Bilateral Borrowing Agreements (BBAS).

Having previously pledged a contribution to the Fund’s Resilience and Sustainability Trust (RST), in 2023,
the Central Bank of Malta — in conjunction with the Ministry for Finance and Employment — finalised a con-
tribution agreement with the Fund. Following the signing of the agreement, the Central Bank of Malta con-
tributed an SDR-denominated amount equivalent to €5 million to the Deposit Account while the Ministry for
Finance and Employment contributed €0.5 million to the trust's Reserve Account.

During the year, the Central Bank of Malta provided advice and guidance to the Ministry for Finance and
Employment when the latter was approached by the Fund with a request for a subsidy contribution of SDR1
million to the Poverty Reduction and Growth Trust (PRGT). The contribution was successfully carried out.

Following an Article IV mission earlier in the year, including a visit by Fund staff, the IMF published the main
results of the consultation. The Fund’s mission held meetings with senior officials of the Bank, the Govern-
ment and the MFSA, among other authorities and stakeholders.

World Bank Group

Although Malta is represented in the WBG by the Minister for Finance and Employment, throughout the year
the Bank continued to assist the Ministry in monitoring developments and providing advice on initiatives from
the Group. During 2023, the Bank provided the Ministry with background documentation and recommenda-
tions on resolutions that had to be voted upon.

European Bank for Reconstruction and Development
In view that the Governor of the Central Bank of Malta was Governor for Malta on the Board of Governors
of the EBRD in 2023, the Bank continued to take the lead on issues related to Malta’s membership in this
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institution. In particular, the Governor voted on several EBRD resolutions and Bank officials attended the
2023 EBRD Annual Meeting.

Due to its steadfast support for Ukraine since the commencement of the war, as well as the increased gen-
eral demand for multilateral development banks’ finances, in 2023 the EBRD pursued additional measures
to maximise the efficient use of its resources. To this end, in December, the EBRD’s Board of Governors
sanctioned a capital increase of €4 billion, the third one in the EBRD’s history, thereby increasing the EBRD’s
capital base to €34 billion. An amendment to the EBRD’s Articles of Agreement to allow for more efficient use
of its financial resources was also approved.

In keeping with Malta’s commitments as a member of the EBRD, the Bank contributed to the preparation
of a legal notice reflecting the amendments to the EBRD'’s Articles of Agreement and Malta’s membership.

Asian Infrastructure Investment Bank

Throughout 2023, Malta was represented on the AlIB’s Board of Governors by the Governor of the Central
Bank of Malta, with the Minister for Finance and Employment as the Alternate Governor. Malta forms part
of the euro area constituency which also includes Austria, Belgium, Croatia, Cyprus, Finland, France, Ger-
many, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal and Spain. During the year, the Gov-
ernor also voted on several AlIB resolutions. The Bank, together with the Ministry for Finance and Employ-
ment, continued monitoring developments in the AlIB. In 2023, Bank and Ministry officials represented Malta
during several constituency meetings. At the eighth Annual Meeting of the AlIB, Malta was represented by
the Governor.

Commonwealth

The Bank continued to support efforts to establish a trade finance facility for the small states of the Com-
monwealth by providing banking services. The Commonwealth Small States Trade Finance Facility was set
up to enhance trade and investment finance particularly for small Commonwealth States with limited access
to international trade finance. No transactions involving the Bank took place during 2023.

Other international relations developments

Given the ongoing war in Ukraine, triggered by the Russian invasion in 2022, international financial institu-
tions maintained sanctions against Russia and Belarus and to approve financial packages aimed at provid-
ing aid to Ukraine. Officials from the Central Bank of Malta closely monitored the economic impact of the
war and its effects on the global economy. The Bank has continuously supported the common EU position
in this respect.

In addition, Bank staff regularly briefed the Governor and senior management regarding trade in goods and
services between Malta and the United Kingdom. A box on merchandise trade flows between Malta, the EU
and the UK was published in the Bank’s Quarterly Review.
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Maryanne Attard

Financial Control and Risk Division

In April 2023, | was appointed Chief Officer Financial Control and Risk,
responsible for the Financial Control Department as well as the Financial
and Operational Risk Departments. | am also the Bank’s Chief Risk Offi-
cer. An accountant by profession, | have cultivated years of knowledge and
experience at the Bank, especially in the area of finance. In 2008, | was
a key player in the euro changeover project which entailed adopting new
accounting rules as outlined in the ECB guideline on the legal framework
for accounting and financial reporting in the ESCB. Over the years, | built on
my academic foundation and was instrumental in major IT implementations
of Accounting and Treasury systems. In 2014, | had a rewarding three-year
experience in a multi-cultural environment at the ECB in the Directorate General Finance. Furthermore, |
represent the Bank in ESCB meetings on accounting matters, budgeting and controlling on a regular basis.
| embrace a feminine leadership style and am happy to act as mentor to the younger employees. | am also
a firm believer that a work-life balance, teamwork and cross-collaboration are key to accomplishing the
Division’s objectives.

Amy Camilleri

Financial Control Department

| joined the Financial Control Department in 2014 and have recently been
appointed Head of Department. My work at the Bank has enabled me to
grow professionally and gain expertise in the applicability of the Eurosystem
Accounting Framework. Through my participation in ESCB working group
and committee meetings, | had the opportunity to share experiences with
colleagues working in other Central Banks and further strengthen my techni-
cal knowledge on the functioning of the Eurosystem. An accountant by pro-
fession, | have lectured accounting modules at the University of Malta and
co-authored and published research papers in international peer-reviewed
journals. In my current role, | aim to promote team collaboration and knowl-
edge sharing within the Department.

Yana Camilleri

Legal Department

The year 2023 marks my tenth work anniversary at the Bank. My career
progressed from that of a Legal Officer to my current role of Principal Legal
Officer within the Legal Department. My career path at the Bank led me to
specialise in the field of regulatory compliance. This area of specialisation
is an ever-evolving area which encompasses several fields of law including
data protection, freedom of information, ethics, legal risk management and
procurement-related matters amongst others. | also act as the Bank’s Data
Protection Officer and serve as the Bank’s main contact point for the Office of
the Information and Data Protection Commissioner. | am also the Bank'’s rep-
resentative on the ECB’s Ethics and Compliance Committee and form part of
the Network of ESCB Experts on Data Protection. Throughout these years, the Bank offered me the oppor-
tunity to deliver training sessions to all staff members on data protection and compliance related issues. In
my role of Principal Legal Officer, | am constantly involved in the provision of legal advice to management on
various other matters related to banking and financial services. In 2023, | was directly involved in the drafting
and issuance of a number of legislative documents related to the IMF and the EBRD, respectively.
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John Caruana

Monetary Policy and Eurosystem Relations Department

As an economist with over 30 years’ experience and a long-standing inter-
est in monetary economics, my primary role is to prepare the Governor and
Deputy Governors of the Bank ahead of meetings of the Governing Council
of the ECB, especially on monetary policy issues. This involves reviewing
economic reports and projections prepared by ECB staff, as well as inputs
provided by the Bank’s own experts.

During 2023, | was one of the Bank’s members on the ECB’s MPC. | also
chaired the ESCB’s Working Group on Public Finance, a sub-structure of the
MPC, which brings together fiscal experts from the ECB and the NCBs of the
EU Member States. The Working Group monitors fiscal developments in the EU, prepares fiscal projections
and carries out analytical work related to public finances.

Kane Cortis

International Asset Management Office

Financial Asset Management Department

The Central Bank of Malta has been instrumental in my development.
Together with my team, | am entrusted with the management of multiple port-
folios which make up a significant size of the assets under management of
the Bank. | also manage the third-party portfolios and co-manage the ECB’s
reserves with the Central Bank of Ireland. My role extends to overseeing
triparty and bilateral repo activities, as well as managing the Bank’s non-
traditional fixed income exposures. Navigating the ever-evolving market land-
scape brings forth challenges in portfolio management, yet it concurrently
offers an exciting environment.

The Bank’s Learning Research and Development Study Programme helped advance my skillset as | went on
to read for an M.Sc. in Investment Banking and Finance at the University of Glasgow. The Bank also offers
me opportunities to expand my experience beyond portfolio management. In 2023 | was heavily involved
in the student dealing room programme. This project aimed to introduce university students to fixed income
and FX trading, via a portfolio simulation programme. | was tasked with coordinating the fixed-income sec-
tion, delivering lectures, as well as carrying out the final assessment on each student. The project was a
success with 83% of the enrolled students being selected to work with the Bank as interns. | also had the
pleasure to work on other important projects such as the new Treasury Management System and the pub-
lication of two papers titled An Introductory Overview of the Bond Market and Bond Performance Measures
and Valuations, aimed at enhancing financial market literacy.

Glenn Formosa

International Asset Management Office

Financial Asset Management Department

| joined the Bank in 2015 as a Market Analyst within the Market Analysis
Office, and after five years moved to International Asset Management Office,
where together with my colleagues, | was responsible to manage various
fixed income portfolios.

In the past two years | got more involved in Sustainable Responsible Invest-
ment (SRI) and subsequently formed part of the newly established SRI Desk.
This area is close to my heart as | believe that climate change is one of
the most significant existential threats of current and future generations and
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unless immediate action is taken the increasingly extreme weather events are expected to negatively impact
economies, social conditions, and biodiversity. Being part of the SRI desk, allows me to make a more tan-
gible impact, as | help in the Bank’s efforts to transition the NMPPs to be managed in a more sustainable
manner to reach our climate and ESG targets whilst minimising climate-related risks. In recent years, SRI
considerations are playing a more significant role in the Bank’s Strategic Asset Allocation whereby the cli-
mate impact of any investment allocation is thoroughly assessed whilst new funds are also being scrutinised
from a climate’s perspective along with the more traditional risk-return considerations. In addition, months
of work and preparation culminated into the Bank’s first Climate-Related Financial Disclosure report of its
NMPPs in March 2023 as part of the ECB and Eurosystem'’s efforts to lead by example in this increasingly
important area.

Paul Giordmaina

Policy & Crisis Management Office

Policy, Crisis Management and Stress Testing Department

| joined the Bank back in 2016, first, as an intern and subsequently, as a full-
timer. | have been working ever since at the Policy and Crisis Management
Office within the Financial Stability Department. Along these years, | have
worked on a number of policy initiatives designed to safeguard the stability
of the financial system. In addition, working at the Bank has given me the
opportunity to participate in a number of working groups and task forces
along with colleagues from other institutions both at a domestic level and
EU level. In this regard, | am a member of the domestic crisis management
task force which is composed of representatives from the Bank, MFSA and
the Ministry for Finance. Furthermore, | also form part of the Single Supervisory Mechanism Coordinators
group which is composed of representatives of national competent authorities and NCBs coordinating the
SSM decision-making processes and the ECB’s SSM Secretariats.

Fabio Pisano

Monetary and Financial Statistics and CCR Office

Statistics Department

Since | joined the Bank | always worked in the Statistics Department, initially
on the AnaCredit project, from 2022, on Monetary Statistics. Such information
serves various stakeholders, within the Bank and other National and Interna-
tional Institutions.

Since such statistics are used for policy making of the Bank and of this Coun-
try, | find very remarkable that the Bank provides the opportunity to work in a
position of such responsibility also to foreigners such as myself.

Finally, this December | successfully defended my Ph.D. thesis which analyses, from an academic point of
view, the development of the Maltese Central Credit Register and through the development and of an algo-
rithm for an automatic credit risk assessment. Coherently with that, during this year | have also tried to use
these competencies to draft some algorithms used internally, which can automate checks and processes for
smoothening the working process and for reducing errors.
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Kurt Sant

Fiscal Affairs & Reports Office

Economic Analysis Department

As a member of the Bank’s forecasting team, my primary role includes the
maintenance of fiscal databases, the production of fiscal forecasts and
conducting comprehensive economic analyses pertinent to fiscal matters.
Throughout 2023, my colleagues and | encountered several challenges in
this regard, particularly navigating the uncertainties stemming from elevated
energy prices and a high-inflation environment, which significantly impacted
our forecasting efforts.

In addition to these core responsibilities, | actively contribute to the division’s

research initiatives. In 2023, apart from authoring some boxes featured in the

Bank’s quarterly review and projections, | published a working paper on Malta’s Tapering of Benefits scheme,
updated previous work on Malta’s air connectivity and presented collaborative research on the development of
Malta’s Economic Policy Uncertainty Indicator at the Bank’s annual research workshop.

Michael Sant

Financial Crime Compliance Department

| joined the Financial Crime Compliance Unit within Payments & Banking
Operations Office at the Bank back in February 2022. The journey since
then has been challenging yet rewarding, especially now forming part of the
Financial Crime Compliance Department which reports directly to the Board
of Directors.

Since joining the Bank, | have gained knowledge and experience within the
field of Anti-Money Laundering & Combatting Terrorist Financing, besides
other financial crime risks which include Sanctions and Anti-Bribery & Corrup-
tion. The primary ongoing challenge as a Financial Crime Compliance Officer
is the continuous developments in both local and foreign regulations and leg-
islations. To this end | have assisted the Money Laundering Reporting Officer (MLRO) in formulating a new
template for sanctions alerts reporting, in order that any decisions can be conducted in a timely manner.

All the above has helped me shape my achievements for 2023, while also working closely with the MLRO.

Antonella Sciberras

Monetary Operations & Government Securities Office

Monetary Operations & Government Securities Department

| joined the Central Bank of Malta in 2016 and since then, | have been assigned
in the Monetary Operations area which is responsible for the monetary policy
implementation. | have been actively involved in the conduct of the Eurosys-
tem operations, collateral management and liquidity management. Through-
out the years, | have been involved in several important dossiers such as
annual reports, quarterly reviews and the weekly money market reports.
During the years, there were some challenging episodes including the coro-
navirus pandemic, where the monetary operations area had to implement
in a short time-span decisions taken by the Governing Council of the ECB.
However, with the efforts and cooperation of my colleagues and superiors all the necessary requirements
were successfully implemented in a timely manner. These episodes were without any doubt instrumental
in enhancing my knowledge in this area along with assisting in my professional development. Throughout
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my seven years at the Bank, | worked closely with exceptional colleagues, forging close bonds that not only
developed into cherished friendships but also enriched me with profound professional and personal lessons.

Andre Vella

Application Development and Project Delivery Office

Innovation, Technology and Knowledge Services Department
Throughout the past year, as a software developer at the Bank my focus
has been on developing, maintaining and testing applications with the aim
of optimizing the Bank’s processes and improving user experience. In close
collaboration with various departments at the Central Bank of Malta, | have
identified tedious and time-consuming processes and together with the rest
of the development team automated these processes and minimized inef-
ficiencies. While undertaking these projects, | have conducted research to
explore new technologies, seeking opportunities to further improve our pro-
cesses and align our work with the needs of the bank’s departments.

Sarah Vella

Financial Stability Research Office

Financial Stability Surveillance and Research Department

| joined the Bank as an intern in 2020. Since then, | have obtained a BCom
(Honours) in Economics from the University of Malta and a MSc in Econom-
ics from the University of Exeter. | am a Senior Research Economist within
the Financial Stability Research Office, where | conduct research on financial
stability issues related to the risk assessment and the macroprudential policy
framework. During 2023, | was tasked with the construction of the cyclical
systemic risk indicator, which is an indicator that is used by the Bank to track
the build-up of cyclical risks in Malta. During this year, | have also conducted
research on developing risk thresholds to signal the cyclical systemic risk

level present in Malta and the impact of macroprudential policies on the household and credit markets. | am
particularly intrigued by and like to continuously learn about econometric methods and advancements in the
literature. | like the challenge that comes with their application in my work. It gives me great satisfaction to

disseminate my research findings to the wider audience.

CENTRAL BANK OF MALTA

Annual Report 2023

147






lll. FINANCIAL STATEMENTS



Directors’ report

The Directors present their report and the audited financial statements of the Central Bank of Malta (the
Bank) for the year ended 31 December 2023.

Presentation of the financial statements

These financial statements have been prepared so as to give a true and fair view of the state of affairs of
the Bank as at 31 December 2023, and of its profit and loss account for the year then ended. The financial
statements have been prepared in accordance with the provisions established by the Governing Council of
the European Central Bank under Article 26.4 of the Statute of the European System of Central Banks and
of the European Central Bank and in accordance with the requirements of the Central Bank of Malta Act
(Cap. 204). The provisions established by the Governing Council of the European Central Bank are outlined
in the Guideline of 3 November 2016 on the legal framework for accounting and financial reporting in the
European System of Central Banks (recast) (ECB/2016/34) as amended by the Guideline of 28 November
2019 (ECB/2019/34) and Guideline of 11 November 2021 (ECB/2021/51).

Financial results

The Bank’s financial statements for the year ended 31 December 2023 are set out on pages A-4 to A-37.
During the year under review, the Bank registered a zero financial result consequent to a transfer of €18.72
million from the provision for financial risks to the profit and loss account.

Board of Directors
The members of the Board of Directors during the year ended 31 December 2023 and up to the date of
authorisation for issue of the financial statements were:

Professor Edward Scicluna — Governor

Mr Alexander Demarco — Deputy Governor Monetary Policy
Mr QOliver Bonello — Deputy Governor Financial Stability
Professor Peter J. Baldacchino

Dr Romina Borg

Professor Frank Bezzina

Dr Lauren Ellul

During the financial year, Mr Francis Bugeja was secretary to the Board.

Statement of Directors’ responsibilities in respect of the financial statements

The Board of Directors is responsible for ensuring that the financial statements are drawn up in accordance
with the requirements of the Central Bank of Malta Act (Chapter 204, Laws of Malta). The Bank is required to
prepare financial statements in accordance with the requirements of the Guideline of 3 November 2016 on
the legal framework for accounting and financial reporting in the European System of Central Banks (recast)
(ECB/2016/34) as amended by the Guideline of 28 November 2019 (ECB/2019/34) and Guideline of 11
November 2021 (ECB/2021/51).

The Board of Directors is responsible for ensuring that these financial statements give a true and fair view
of the state of affairs of the Bank as at 31 December 2023 and of the profit and loss account for the year
then ended.

In preparing the financial statements, the Directors are responsible for selecting and applying appropriate
accounting policies and making accounting estimates that are reasonable in the circumstances.
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The Directors are also responsible for designing, implementing and maintaining internal controls relevant to
the preparation and the fair presentation of the financial statements that are free from material misstatement,
whether due to fraud or error, and that comply with the requirements set out above. They are also respon-
sible for safeguarding the assets of the Bank and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

The financial statements of the Bank for the year ended 31 December 2023 are included in the Annual
Report 2023, which is published in printed form and is made available on the Bank’s website.* The Direc-
tors are responsible for the maintenance and integrity of the Annual Report on the website in view of their
responsibility for the controls over, and the security of, the website. Access to information published on the
Bank’s website is available in other countries and jurisdictions, where legislation governing the preparation
and dissemination of financial statements may differ from requirements or practice in Malta.

Auditors
Deloitte Audit Limited were appointed as the auditors of the Bank with effect from this financial year and
signify their willingness to continue in office.

By order of the Board.

s i

Professor Edward Scicluna Mr Alexander Demarco Mr Oliver Bonello
Governor Deputy Governor Deputy Governor

Central Bank of Malta
Pjazza Kastilja
Valletta VLT 1060
Malta

18 March 2024

*

www.centralbankmalta.org/annual-reports
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Balance Sheet as at 31 December 2023

2023 2022
Assets €'000 €'000
Al Gold and gold receivables 17,438 3,412
A2 Claims on non-euro area residents denominated in foreign currency 1,119,419 1,149,501
A 2.1 Receivables from the IMF 377,720 368,789
A 2.2 Balances with banks and security investments, external loans and other
external assets 741,699 780,712
A3 Claims on euro area residents denominated in foreign currency 375,275 226,005
A4 Claims on non-euro area residents denominated in euro 740,612 683,118
A 4.1 Balances with banks, security investments and loans 740,612 683,118
A 4.2 Claims arising from the credit facility under ERM || - -
A5 Lending to euro area credit institutions related to monetary policy
operations denominated in euro 57,000 130,000
A 5.1 Main refinancing operations 20,000 -
A 5.2 Longer-term refinancing operations 37,000 130,000
A 5.3 Fine-tuning reverse operations = =
A 5.4 Structural reverse operations = =
A 5.5 Marginal lending facility - -
A 5.6 Credits related to margin calls = =
A6 Other claims on euro area credit institutions denominated in euro 585 5,121
A7 Securities of euro area residents denominated in euro 2,457,230 2,339,793
A 7.1 Securities held for monetary policy purposes 1,552,289 1,577,180
A 7.2 Other securities 904,941 762,613
A8 General government debt denominated in euro = =
A9 Intra-Eurosystem claims 5,462,840 5,520,588
A 9.1 Participating interest in ECB 22,234 22,234
A 9.2 Claims equivalent to the transfer of foreign reserves 42,314 42,314
A 9.3 Claims related to the issuance of ECB debt certificates* - -
A 9.4 Netclaims related to the allocation of euro banknotes within the Eurosystem = =
A 9.5 Other claims within the Eurosystem (net) 5,398,292 5,456,040
A 10 Items in course of settlement 7,348 6,303
A 11 Other assets 461,813 406,010
A 11.1 Coins of euro area 7 10
A 11.2 Tangible and intangible fixed assets 38,728 42,069
A 11.3 Other financial assets 311,811 227,503
A 11.4 Off-balance sheet instruments revaluation differences 1,086 4,630
A 11.5 Accruals and prepaid expenses 51,562 33,936
A 11.6 Sundry 58,619 97,862
Total Assets 10,699,560 10,469,851
* Only an ECB balance sheet item
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2023 2022

Liabilities €'000 €'000

L1 Banknotes in circulation 1,504,538 1,517,012
L2 Liabilities to euro area credit institutions related to monetary

policy operations denominated in euro 5,609,247 5,844,345

L 2.1 Current accounts (covering the minimum reserve system) 302,533 867,727

L 2.2 Deposit facility 5,306,714 4,976,618

L 2.3 Fixed-term deposits - -
L 2.4 Fine-tuning reverse operations = -
L 2.5 Deposits related to margin calls - -

L3 Other liabilities to euro area credit institutions denominated in euro 6,208 6,795
L4 Debt certificates issued* = =
L5 Liabilities to other euro area residents denominated in euro 1,432,262 1,100,478
L5.1 General government 800,343 573,062
L 5.2 Other liabilities 631,919 527,416
L6 Liabilities to non-euro area residents denominated in euro 24,227 67,616
L7 Liabilities to euro area residents denominated in foreign currency 420,898 310,609

L8 Liabilities to non-euro area residents denominated in foreign

currency - -
L 8.1 Deposits, balances and other liabilities - -
L 8.2 Liabilities arising from the credit facility under ERM Il - -
L9 Counterpart of special drawing rights allocated by the IMF 312,082 321,324
L10 Intra-Eurosystem liabilities 861,846 784,634
L 10.1 Liabilities equivalent to the transfer of foreign reserves* = =
L 10.2 Liabilities related to the issuance of ECB debt certificates - -
L 10.3 Net liabilities related to the allocation of euro banknotes within the

Eurosystem 861,846 784,634
L 10.4 Other liabilities within the Eurosystem (net) - -
L11 Items in course of settlement o -

L12 Other liabilities 34,161 26,376
L 12.1 Off-balance sheet instruments revaluation differences 5,426 715
L 12.2 Accruals and income collected in advance 15,130 12,458
L 12.3 Sundry 13,605 13,203
L13 Provisions 89,225 107,901
L 14 Revaluation accounts 18,833 665
L15 Capital and reserves 386,033 382,096
L 15.1 Capital 20,000 20,000
L 15.2 Reserves 366,033 362,096

L16 Profit for the year = -

Total Liabilities 10,699,560 10,469,851

* Only an ECB balance sheet item
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Profit and Loss account for the year ended 31 December 2023

2023 2022

€000 €000

1.1 Interest income 301,646 98,099
1.2 Interest expense (242,694) (33,180)
1 Net interest income 58,952 64,919
2.1 Realised gains/losses arising from financial operations 8,562 4,499
2.2 Write-downs on financial assets and positions (3,260) (37,388)
2.3 Transfer to/from provisions for financial risks 18,720 20,908
2 Net result of financial operations, write-downs and risk provisions 24,022 (11,981)
3.1 Fees and commissions income 794 686
3.2 Fees and commissions expense (1,613) (1,661)
3 Net income/expense from fees and commissions (819) (975)
4 Income from equity shares and participating interests - 44
5 Net result of pooling of monetary income (53,920) (26,806)
6 Other income 4,369 3,088
Total net income 32,604 28,289

7 Staff costs (15,718) (14,933)
8 Administrative expenses (12,683) (10,582)
9 Depreciation of tangible and intangible fixed assets (3,641) (2,394)
10 Banknote production services (164) (376)
11 Other expenses (398) 4)

Profit for the year - -
Transfer to reserves for risks and contingencies - -

Payable to the Government of Malta in terms of article 22(2) of the
Central Bank of Malta Act (Cap. 204)

The financial statements on pages A-4 to A-37 were approved for issue by the Board of Directors on
18 March 2024 and are signed on its behalf by:

an o A

Professor Edward Scicluna Mr Alexander Demarco Mr Oliver Bonello
Governor Deputy Governor Deputy Governor

Ms Maryanne Attard

Chief Officer Hea
Financial Control and Risk Financial Control
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Notes to the financial statements for the year ended 31 December 2023

General notes to the financial statements

1 The Eurosystem

The Central Bank of Malta (the Bank) is a participating member of the Eurosystem and has joint responsibil-
ity for monetary policy and for exercising the common strategic goals of the European System of Central
Banks (ESCB).*

2 Basis of preparation

As established by the Central Bank of Malta Act (Chapter 204, Laws of Malta) (the Act), the Bank is required
to prepare its financial statements in accordance with the guideline on the legal framework for accounting
and financial reporting in the European System of Central Banks (recast) ECB/2016/34 issued on 3 Novem-
ber 2016 as amended by subsequent ECB guidelines (the Guideline).?

In line with the requirements of the Guideline, in cases where the latter does not provide specific direction,
the requirements of generally accepted accounting principles are applied. In the case of the Bank, reference
is made to International Financial Reporting Standards (IFRS) as adopted by the EU.

These financial statements have been drawn up so as to give a true and fair view of the state of affairs of the
Bank as at 31 December 2023 and of its profit and loss account for the year then ended. The accounts have
been prepared on a historical cost basis, modified to include the revaluation of gold, foreign currency instru-
ments, securities (other than securities classified as held-to-maturity and securities held for monetary policy
purposes that are accounted for at amortised cost), as well as other financial instruments, both on-balance
sheet and off-balance sheet, at mid-market rates and prices.

3 Accounting policies

Basic accounting principles
The basic accounting principles applied by the Bank in the preparation of these financial statements are:

- economic reality and transparency;
- prudence;

- materiality;

- consistency and comparability;

- going concern;

- accruals principle;

- post-balance sheet events.

Recognition of assets and liabilities

An asset or liability is only recognised in the balance sheet when it is probable that any associated future
economic benefit will flow to or from the Bank, substantially all of the associated risks and rewards have
been transferred to or from the Bank, and the cost or value of the asset or liability can be measured reliably.

* The European Central Bank (ECB), together with national central banks (NCBs), shall constitute the ESCB. The ECB together with the
NCBs of the Member States whose currency is the euro, constitute the Eurosystem and shall conduct the monetary policy of the Union, as
per Article 282.1 of the Treaty of the Functioning of the European Union. The Eurosystem and the ESCB will co-exist as long as there are
European Union (EU) Member States outside the euro area.

2 Guideline ECB/2019/34 entered into force on 31 December 2019 and Guideline ECB/2021/51 entered into force on 31 December 2021.
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Foreign currency transactions

Foreign exchange transactions, comprising spot and forward deals in gold and foreign currencies, are
recorded as off-balance sheet commitments on trade date at the prevailing spot exchange rate of the forward
transaction. All security transactions in foreign currencies are recorded on-balance sheet on settlement date
at the applicable exchange rate. All other transactions are recorded in the balance sheet at market exchange
rates prevailing on the day of the transaction.

The average cost method is used on a daily basis for calculating the acquisition cost of assets and liabilities
that are subject to price and/or exchange rate movements.

Financial assets and liabilities denominated in foreign currency, including off-balance sheet positions, are
revalued at the prevailing mid-market exchange rates at the balance sheet date. Gold balances are revalued
at market prices prevailing at the year end. No distinction is made between price and currency revaluation
differences for gold, but a single gold revaluation difference is accounted for on the basis of the euro price
per defined unit of weight of gold derived from the euro/US dollar exchange rate at the balance sheet date.

Foreign currency positions (including off-balance sheet transactions) are revalued on a currency-by-cur-
rency basis. In the case of securities, revaluation is carried out on a code-by-code basis (same ISIN number/
type) and is treated separately from exchange rate revaluation.

In the case of foreign currency or gold positions, inflows and outflows are compared against each other to
determine any realised gains or losses. Where a long position exists, net inflows of currencies and gold
made during the day shall be added, at the average rate or the average price of gold, to the previous day’s
holding, to produce a new weighted average cost. In the case of net outflows, the calculation of a second
realised gain or loss shall be based on the average cost of the respective currency or gold holding for the
preceding day so that the average cost remains unchanged. For short positions, the reverse accounting
treatment is applied.

Securities
All securities are initially recorded at transaction price. The average cost method is used on a daily basis for
the purpose of calculating the acquisition cost of a security that is sold.

Debt securities held for monetary policy purposes and marketable debt securities classified as held-to-
maturity are measured at amortised cost and subject to impairment.

Held-to-maturity securities have fixed or determinable payments and a fixed maturity date, which the Bank
intends to hold until maturity. Securities classified as held-to-maturity may be sold before their maturity in
any of the following instances:®

- if the quantity sold is considered not significant in comparison with the total amount of the held-to-
maturity securities portfolio;

- if the securities are sold during the month of the maturity date;

- under exceptional circumstances, such as a significant deterioration of the issuer’s creditworthiness.

Marketable securities (other than those held-to-maturity) are valued at the mid-market prices at the balance
sheet date, on a security-by-security basis.

Marketable investment fund units held for investment purposes without the Bank intervening in the decisions
on the purchase or sale of the underlying assets, are valued at market prices on a net fund basis at year
end. Gains and losses arising on measurement of these investment funds are accounted for in accordance

3 Refer to article 9(6) of the Guideline of 3 November 2016 on the legal framework for accounting and financial reporting in the European
System of Central Banks (recast) (ECB/2016/34), OJ L 347, 20.12.2016, p. 37.
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with the Guideline (see ‘Recognition of income and expenses’ in 3 ‘Accounting policies’ in the general notes
to the financial statements).

Malta Government Stocks (MGS) and Treasury bills purchased on the secondary market in the Bank’s role
as a market maker are designated as part of an earmarked portfolio. Financial instruments forming part of
this earmarked portfolio are measured at mid-market prices prevailing at the balance sheet date. Unrealised
gains are reflected on-balance sheet under L 12.3 ‘Sundry’, while unrealised losses are recognised under
A 11.6 ‘Sundry’.

Off-balance sheet instruments

Spot and forward foreign exchange contracts and daily changes in the variation margins of future contracts
are included in the net foreign currency position for the purpose of calculating the average cost of currencies
and determining realised foreign exchange gains and losses. Futures are accounted for and revalued on an
item-by-item basis. Daily changes in the variation margins of open futures contracts, representing realised
gains and losses, are recognised in the profit and loss account.

Gains and losses arising from off-balance sheet instruments are recognised and treated in a similar manner
to on-balance sheet instruments. Realised and unrealised gains and losses are measured and accounted
for as outlined in ‘Recognition of income and expenses’ in 3 ‘Accounting policies’ in the general notes to the
financial statements.

Sale and repurchase agreements and lending of securities

Securities sold subject to repurchase agreements (repos) are retained in the financial statements in the
appropriate classification on the assets side of the balance sheet while the counterparty liability is included
as a collateralised inward deposit on the liabilities side of the balance sheet, as appropriate. Securities
purchased under agreements to resell (reverse repos) are recorded as a collateralised outward loan on the
assets side of the balance sheet, as appropriate. The difference between the sale and repurchase price is
treated as interest and is accrued in the profit and loss account over the term of the agreement on a straight-
line basis. Securities lent to counterparties are also retained in the financial statements.

Recognition of income and expenses
Income and expenses are recognised in the period in which they are earned or incurred.

Interest income and expense
Interest income and expense are recognised in the profit and loss account for all interest-bearing assets and
liabilities.

Interest income and interest expense arising from monetary policy operations are reported on a net basis on
a balance sheet sub-item level under either ‘interest income’ or ‘interest expense’, depending on whether the
net amount generated or incurred is positive or negative.

Premiums or discounts, arising from the difference between the average acquisition cost and the redemption
price of all securities, are amortised over the remaining term of the security on a discounted basis. These
are presented as part of interest income, together with coupons earned. Accrued interest and premiums and
discounts related to financial instruments denominated in foreign currency are converted at the mid-market
rate on each business day and are included in the respective foreign currency position.

In respect of forward exchange contracts, the difference between the deemed spot exchange rate of the for-
ward contract and the deal rate is considered as interest income or expense and is amortised on a straight-
line basis from the trade date to settlement date.
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Gains and losses arising from foreign exchange, gold and securities

Realised gains and realised losses can only arise in the case of transactions leading to a reduction in foreign
currency positions or on the sale of securities. In the case of securities, realised gains or losses are derived
by comparing the transaction value with the average cost of the respective security. All realised gains and
losses are taken to the profit and loss account.

Unrealised revaluation gains and losses arise as a result of the revaluation of assets and liabilities by com-
paring the market value with the average book value. Unrealised gains are not recognised as income but
are transferred directly to a revaluation account. Unrealised losses, with the exception of those relating to
the MGS and Treasury bills earmarked portfolio, are taken to the profit and loss account when they exceed
previous unrealised gains registered in the corresponding revaluation account. Unrealised losses recorded
in the profit and loss account in previous years are not reversed against unrealised gains in subsequent
years. Unrealised losses in any one security or in any foreign currency, including gold, are not netted against
unrealised gains in other securities or other foreign currencies.

Claims on the International Monetary Fund (IMF)
The IMF reserve tranche position, SDR and other claims on the IMF are translated into euro at the year end
ECB euro to SDR exchange rate.

The IMF reserve tranche position is presented on a net basis representing the difference between the
national quota and the holdings in euro at the disposal of the IMF. The IMF euro holdings are revalued against
the SDR at the prevailing representative rate for the euro as quoted by the IMF on its last working day of the
year. The euro current account for administrative expenses is included under L 6 ‘Liabilities to non-euro area
residents denominated in euro’.

Euro coins

Subsequent to the agency agreement between the Bank and the Government of Malta, euro coins issued
by the Bank give rise to a reserve in the form of a capital contribution by the Government. Deposits of euro
coins with the Bank constitute a reversal of the capital contribution.

Tangible and intangible fixed assets

Tangible and intangible fixed assets are stated at historical cost less depreciation and amortisation respec-
tively, with the exception of land and works of art which are stated at historical cost and not depreciated.
Historical cost includes expenditure that is directly attributable to the acquisition of the asset. Subsequent
costs are included in the carrying amount of the asset or are recognised as a separate asset, as appropri-
ate, only when they are a present economic resource controlled by the Bank as a result of past events. All
repairs and maintenance costs are charged to the profit and loss account during the financial period in which
they are incurred.

Depreciation is calculated using the straight-line method to allocate the cost of the assets to their residual
values over their estimated useful lives as follows:

Freehold buildings 2%

Leasehold property over the remaining term of the lease
Computer hardware and software,

equipment and other fixed assets 10% to 25%

Tangible and intangible fixed assets are reviewed for impairment whenever events or changes in circum-
stances indicate that the carrying amount may not be recoverable. The carrying amount of an asset is written
down to its recoverable amount if that carrying amount is greater than its estimated recoverable amount.
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An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits
are expected from its use or disposal. Gains and losses arising on derecognition are determined by compar-
ing sale proceeds with the carrying amount. These are included in the profit and loss account in the year
when the asset is derecognised.

Leases

For lease agreements, the related right-of-use asset and lease liability are recognised in the balance sheet
at the lease commencement date under A 11.2 ‘Tangible and intangible fixed assets’ and L 12.3 ‘Sundry’
respectively.

The right-of-use asset is valued at cost less depreciation and impairment (see ‘Tangible and intangible fixed
assets’ in 3 ‘Accounting policies’ in the general notes to the financial statements). Depreciation is calculated
on a straight-line basis from the commencement date to either the end of the useful life of the right-of-use
asset or the end of the lease term, whichever is earlier.

The lease liability is initially measured at the present value of the future lease payments, discounted at the
Bank’s incremental borrowing rate. Subsequently, the lease liability is measured at amortised cost using the
effective interest method. The related interest expense is recorded in the profit and loss account under 1.2
‘Interest expense’.

Short-term leases with a duration of twelve months or less and leases of low-value assets are recorded in
the profit and loss account under 8 ‘Administrative expenses’.

Provisions

Provisions are recognised by the Bank in accordance with the Guideline. The general risk provision covers
all financial risks, defined as market, liquidity and credit risks. Taking into due consideration the nature of
its activities, the Bank has established a provision for all financial risks within its balance sheet. The Bank
decides on the size and use of the provision on the basis of a reasoned estimate of its risk exposure.

4 Capital key

The capital key determines the allocation of the ECB’s share capital to the NCBs on the basis of population
and gross domestic product in equal share. It is adjusted every five years and whenever there is a change in
the composition of the EU in accordance with the requirements of the Statute. Pursuant to Council Decision
2022/1211/EU of 12 July 2022, taken in accordance with Article 140(2) of the Treaty on the Functioning of
the European Union, Croatia adopted the single currency on 1 January 2023. Following Hrvatska Narodna
Banka’s entry in the Eurosystem, the Bank’s capital key as at 31 December 2023, remained unchanged at
0.0853% when compared to the capital key as at 31 December 2022.

The Eurosystem capital key, which is the respective NCB'’s share of the total share capital held by euro area
NCBs, is used as the basis for the allocation of monetary income and the financial results of the ECB among
the Eurosystem NCBs. Consequent to the entry of Hrvatska Narodna Banka in the Eurosystem, the Bank’s
Eurosystem capital key declined from 0.1049% as at 31 December 2022 to 0.1040% as at 1 January 2023
and remained unchanged until the end of the year.

5 Banknotes in circulation

The ECB and the euro area NCBs, which together comprise the Eurosystem, issue euro banknotes. The
total value of euro banknotes in circulation is allocated to the Eurosystem NCBs on the last working day of
each month in accordance with the banknote allocation key. The ECB has been allocated an 8% share of
the total value of euro banknotes in circulation, whereas the remaining 92% has been allocated to the NCBs
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according to their weightings in the capital of the ECB.* The share of banknotes allocated to each NCB is
disclosed in the balance sheet under L 1 ‘Banknotes in circulation’.

Following the entry of Hrvatska Narodna Banka into the Eurosystem, the Bank’s share in euro banknotes
decreased from 0.0965% as at 31 December 2022 to 0.0960% as at 1 January 2023 and remained
unchanged until the end of the year.

The difference between the value of the euro banknotes allocated to each NCB in accordance with the
banknote allocation key and the value of the euro banknotes that it actually puts into circulation, as reduced
by banknotes withdrawn from circulation, gives rise to intra-Eurosystem balances remunerated® on a daily
basis at the latest available marginal interest rate used by the Eurosystem in its tenders for main refinancing
operations (MROS). If the value of the euro banknotes actually put into circulation is greater than the value
according to the banknote allocation key, the excess is recognised as a liability in the balance sheet under
L 10.3 ‘Net liabilities related to the allocation of euro banknotes within the Eurosystem’. If the value of the
euro banknotes actually put into circulation is less than the value according to the banknote allocation key,
the shortfall is recognised as an asset in the balance sheet under A 9.4 ‘Net claims related to the allocation
of euro banknotes within the Eurosystem’.

In the cash changeover year® and in the subsequent five years, the intra-Eurosystem balances arising from
the allocation of euro banknotes are adjusted to avoid significant changes in the NCB’s relative income posi-
tions as compared to previous years. The adjustments are affected by taking into account the differences
between the average value of the banknotes which the NCB had in circulation in the reference period,” and
the average value of banknotes which would have been allocated to it during that period in accordance with
its capital key. The adjustments are reduced in annual stages until the first day of the sixth year after the
cash changeover year, when income on banknotes are allocated fully in proportion to the NCB'’s paid-up
shares in the ECB’s capital. The adjustments that resulted from the accession of Hrvatska Narodna Banka
commenced during the year under review and will terminate at the end of 2028.

Any interest income or expense on these balances is cleared through the accounts of the ECB and is recog-
nised in the profit and loss account under 1 ‘Net interest income’.

6 ECB profit distribution

The Governing Council of the European Central Bank (the Governing Council) has decided that the seignior-
age income of the ECB, which arises from the 8% share of euro banknotes allocated to the ECB, as well as
income arising from the securities held under the securities markets programme (SMP), the third covered
bond purchase programme (CBPP3), the asset-backed securities purchase programme (ABSPP), the public
sector purchase programme (PSPP) and the pandemic emergency purchase programme (PEPP) is distrib-
uted in January of the following year by means of an interim profit distribution, unless otherwise decided
by the Governing Council.2 Any such decision shall be taken where, on the basis of a reasoned estimate
prepared by the Executive Board, the Governing Council expects that the ECB will have an overall annual
loss or will make an annual net profit that is less than this income. The Governing Council may also decide
to transfer all or part of this income to a provision for financial risks. Furthermore, the Governing Council may
decide to reduce the amount of the income on euro banknotes in circulation to be distributed in January by
the amount of the costs incurred by the ECB in connection with the issue and handling of euro banknotes.

4 ECB decision of 13 December 2010 on the issue of euro banknotes (recast) (ECB/2010/29), OJ L 35, 9.2.2011, p. 26 as amended by
ECB Decision of 22 January 2020 (ECB/2020/7), OJ L 271, 1.2.2020, p. 21,ECB Decision of 16 December 2022 (ECB/2022/46), OJ L 328,
22.12.2022, p. 136 and ECB Decision of 7 December 2023 (ECB/2023/35), OJ L 2023/2815, 18.12.2023.

5 ECB Decision of 3 November 2016 on the allocation of monetary income of the national central banks of Member States whose cur-
rency is the euro (recast) (ECB/2016/36), OJ L 347, 20.12.2016, p. 26 as amended by ECB Decision of 12 November 2020 (ECB/2020/55),
0J L 390, 20.11.2020, p. 60.

6 Cash changeover year refers to the year in which the euro banknotes are introduced as legal tender in the respective Member State.
7 The reference period refers to a 24-month period commencing 30 months prior to the day on which euro banknotes become legal
tender in the respective Member State.

8  ECB Decision of 15 December 2014 on the interim distribution of the income of the European Central Bank (recast) (ECB/2014/57), OJ L
53, 25.2.2015, p. 24 as amended by ECB Decision of 2 July 2015 (ECB/2015/25), OJ L 193, 21.7.2015, p. 133, ECB decision of 28 November
2019 (ECB/2019/36) OJ L 332, 23.12.2019, p. 183 and ECB decision of 12 November 2020 (ECB/2020/56) OJ L 390, 20.11.2020, p. 63.
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The amount distributed to the Bank is recognised in the profit and loss account under 4 ‘Income from equity
shares and participating interests’.

7 Intra-Eurosystem balances/Intra-ESCB balances

Intra-Eurosystem balances result mostly from cross-border payments in the EU that are settled in central
bank money in euro. They are primarily settled in the Trans-European Automated Real-time Gross settlement
Express Transfer system (TARGET) and give rise to bilateral balances in the TARGET accounts of EU NCBs.
Payments conducted by the ECB and the NCBs also affect these accounts. All settlements are automatically
aggregated and adjusted to form part of a single position of each NCB vis-a-vis the ECB. The movements in
TARGET accounts are reflected in the accounting records of the ECB and the NCBs on a daily basis. Intra-
Eurosystem balances of the Bank vis-a-vis the ECB arising from TARGET, as well as other intra-Eurosystem
balances denominated in euro (e.g. interim ECB profit distributions to NCBs, if any, and monetary income
results), are presented on the balance sheet of the Bank as a single net asset or liability position under A 9.5
‘Other claims within the Eurosystem (net)’ or L 10.4 ‘Other liabilities within the Eurosystem (net)’. Intra-ESCB
balances versus non-euro area NCBs not arising from TARGET are disclosed either under A 4 ‘Claims on non-
euro area residents denominated in euro’ or L 6 ‘Liabilities to non-euro area residents denominated in euro’.

Intra-Eurosystem claims arising from the Bank’s participating interest in the ECB are reported under A 9.1
‘Participating interest in ECB’. In particular, this balance sheet item includes: (i) the Bank’s paid-up share in
the ECB’s subscribed capital, (ii) any net amount paid by the Bank due to the increase in its shares in the
ECB'’s equity value® resulting from all previous ECB capital key adjustments, and (iii) contributions in accor-
dance with Article 48.2 of the Statute of the ESCB with respect to central banks of Member States whose
derogations have been abrogated.

Intra-Eurosystem claims arising from the transfer of foreign reserve assets by the Bank to the ECB are
denominated in euro and reported under A 9.2 ‘Claims equivalent to the transfer of foreign reserves’.

Intra-Eurosystem balances arising from the allocation of euro banknotes within the Eurosystem are reported
as a single net asset or liability under A 9.4 ‘Net claims related to the allocation of euro banknotes within the
Eurosystem’ or L 10.3 ‘Net liabilities related to the allocation of euro banknotes within the Eurosystem’ as
appropriate (see 5 ‘Banknotes in circulation’ in the general notes to the financial statements).

8 Post-balance sheet events

The values of assets and liabilities are adjusted for events that occur between the annual balance sheet date
and the date on which the financial statements are approved by the Board of Directors if they affect the condi-
tion of assets or liabilities at the balance sheet date. No adjustment shall be made for assets and liabilities, but
disclosure shall be made of those events occurring after the balance sheet date if they do not affect the condi-
tion of assets and liabilities at the balance sheet date, but which are of such importance that non-disclosure
would affect the ability of the users of the financial statements to make proper evaluations and decisions.

Pursuant to Article 29 of the Statute, the weightings assigned to the NCBs in the key for subscription to the
ECB’s capital are adjusted every five years. On 1 January 2024, the ESCB experienced the most recent
quinquennial change which resulted in an increase in the Bank’s share in the subscribed capital of the ECB
from 0.0853% to 0.1053%. Consequent to its increased capital key share, the Bank’s capital contribution
as from 1 January 2024 increased from €9,233,731 to €11,398,732. Pursuant to Article 30.2 of the Statute,
the contributions of the NCBs to the transfer of foreign reserve assets to the ECB are fixed in proportion to
their share in the ECB’s subscribed capital. Following the increase in the weighting of the Bank in the ECB’s
subscribed capital, the claim equivalent to this transfer also increased from €42,313,997 to €52,235,216.
As a result of the quinquennial capital key change, the Bank’s Eurosystem capital key as at 1 January 2024
increased to 0.1288% and the banknote allocation key increased to 0.1190%.

°  Equity value consists of the total ECB's reserves, revaluation accounts and provisions equivalent to reserves, less any losses carried
forward from previous periods. In the event of capital key changes, the equity value also includes the ECB’s accumulated net profit or net
loss until the date of the adjustment.
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Notes to the balance sheet

Assets

A1 Gold and gold receivables

The Bank’s gold balances consist of correspondent accounts with foreign banks and holdings with coun-
terparties. On 31 December 2023, gold was revalued at €1,867.828 (2022: €1,706.075) per fine troy ounce
and unrealised valuation gains as at that date amounted to €416,358 with a corresponding amount disclosed
under L 14 ‘Revaluation accounts’. As at 31 December 2022, realised valuation losses recorded in the profit

and loss account amounted to €81,800.

€000 Fine troy ounces
Balance as at 31 December 2022 3,412 2,000
Net effect of transactions during the year 13,610 7,336
Valuation movements during the year 416 S
Balance as at 31 December 2023 17,438 9,336

A2 Claims on non-euro area residents denominated in foreign currency

These claims consist of receivables from the IMF and other claims on counterparties resident outside the

euro area denominated in foreign currency as follows:

2023 2022 Change

€000 €000 €000
Special drawing rights 377,939 368,802 9,137
US dollar 332,371 332,772 (401)
Australian dollar 114,325 105,797 8,528
Canadian dollar 91,764 124,482 (32,718)
Swiss franc 73,172 44,345 28,827
Great British pound 48,728 52,016 (3,288)
New Zealand dollar 31,648 33,159 (1,511)
Swedish krona 28,128 52,409 (24,281)
Norwegian krone 21,263 35,627 (14,364)
Others 81 92 (11)
Total 1,119,419 1,149,501 (30,082)
A 21 Receivables from the IMF

2023 2022 Change

€000 €000 €000
Reserve tranche position (net) 54,287 55,894 (1,607)
SDR holdings 318,476 312,895 5,581
Resilience and Sustainability Trust (RST) 4,957 - 4,957
Total 377,720 368,789 8,931
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Malta’s quota as a membership subscription to the IMF as at 31 December 2022 and 2023 was
SDR168,300,000. Up to 25% of the quota is paid in SDR (IMF’s unit of account) or foreign currencies
acceptable to the IMF, while the remainder of the membership subscription is paid in the member’'s own
currency. The former portion constitutes the reserve tranche as a claim on the IMF, while the residual rep-
resents balances in euro at the disposal of the Fund. Hence, the net reserve tranche position represents
the difference between the quota of SDR168,300,000 and the balance in euro at the disposal of the IMF.
As at 31 December 2022 and 2023, the net reserve tranche position amounted to SDR44,654,776, which
in 2023 was equivalent to €54,286,874.

Upon membership, a member’s SDR holdings amount to the SDR allocated. Afterwards, SDR holdings
are subject to fluctuations as a result of various transactions. As at 31 December 2022 and 2023, the
SDR allocated to Malta amounted to SDR256,709,738. This is reported under L 9 ‘Counterpart of special
drawing rights allocated by the IMF’. SDR allocated to Malta cannot be withdrawn unless such advice is
received from the IMF.

During 2023, the Bank entered into arrangements with the IMF resulting in net purchases of SDR14,456,000.
As at 31 December 2023, Malta’s SDR holdings, net of transfer to the RST and including interest received
thereon, amounted to SDR261,969,321 (2022: SDR249,976,029) equivalent to €318,476,104 (2022:
€312,895,183). The net reserve tranche position, SDR holdings and the SDR allocation are subject to
SDR interest rates quoted by the IMF on a weekly basis.

During 2023, the Bank, in conjunction with the Ministry for Finance, concluded the RST contribution
agreement with the IMF to make available an SDR equivalent of up to €30,000,000 until 2030. As at 31
December 2023, an amount of SDR4,077,590 equivalent to €4,957,126 was deposited under this agree-
ment by the Bank.

In 2021, the Bank entered into a bilateral SDR-denominated loan agreement with the Fund for €112,000,000.
No drawings were affected under this agreement during 2022 and 2023.

A 2.2 Balances with banks and security investments, external loans and other external
assets
These assets consist of security investments issued by non-euro area residents and balances with banks.

2023 2022 Change
€000 €000 €000
Marketable debt securities other than those held-to-maturity 109,579 50,422 59,157
Held-to-maturity debt securities 615,282 674,599 (59,317)
Current accounts and overnight deposits with banks 16,838 55,691 (38,853)
Total 741,699 780,712 (39,013)

A3 Claims on euro area residents denominated in foreign currency
These foreign currency assets comprise investments in marketable debt securities issued by euro area
residents, claims arising from reverse operations with euro area counterparties and balances with banks.
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2023 2022 Change

€000 €000 €000
Marketable debt securities other than those held-to-maturity 19,376 4,595 14,781
Held-to-maturity debt securities 140,520 74,936 65,584
US dollar liquidity-providing operations 214,480 142,696 71,784
Current accounts and overnight deposits with banks 899 3,778 (2,879)
Total 375,275 226,005 149,270

During 2023, credit institutions established in Malta participated for a total amount of US$11,013,900,000
in US dollar liquidity-providing operations. The outstanding amount as at 31 December 2023 stood at
US$237,000,000 (2022: US$152,200,000). Under this programme, the US dollar was provided by the Fed-
eral Reserve Bank of New York to the ECB by means of a swap line with the aim of offering short-term US
dollar funding to Eurosystem counterparties. The ECB simultaneously entered into back-to-back swap trans-
actions with euro area NCBs, which used the resulting funds to conduct liquidity-providing operations with
the Eurosystem counterparties in the form of reverse transactions.

Claims on euro area residents were denominated in foreign currency as follows:

2023 2022 Change

€000 €000 €000
US dollar 273,454 192,859 80,595
Swiss franc 58,239 9,174 49,065
Great British pound 20,376 7,850 12,526
Australian dollar 19,623 10,256 9,367
Canadian dollar 3,512 3,628 (116)
Others 71 2,238 (2,167)
Total 375,275 226,005 149,270

A4 Claims on non-euro area residents denominated in euro
These claims consist of marketable debt securities issued by non-euro area residents, a fixed income invest-
ment fund managed by external asset managers and balances with banks outside the euro area.

2023 2022 Change

€000 €000 €000
Marketable debt securities other than those held-to-maturity 76,420 32,630 43,790
Held-to-maturity debt securities 616,707 605,374 11,333
Fixed income investment fund 47,476 45,106 2,370
Current accounts and overnight deposits with banks 9 8 1
Total 740,612 683,118 57,494
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A5 Lending to euro area credit institutions related to monetary policy operations
denominated in euro

This item consists of operations carried out by the Bank within the framework of the single monetary policy
of the Eurosystem.

On 31 December 2023, the total Eurosystem holding of monetary policy assets amounted to €410 billion
(2022: €1,324 billion) of which the Bank held €57,000,000 (2022: €130,000,000). In accordance with Article
32.4 of the Statute, losses from monetary policy operations, if they were to materialise, may be shared, by
decision of the Governing Council, in full by the Eurosystem NCBs in proportion to the prevailing ECB capital
key shares.

Losses can only materialise if the counterparty fails and the funds recovered from the resolution of the col-
lateral provided by the counterparty are not sufficient. In relation to specific collateral which can be accepted
by NCBs at their own discretion, risk sharing has been excluded by the Governing Council.

A 5.1 Main refinancing operations

MROs are executed through regular liquidity-providing reverse transactions carried out by the Eurosystem
NCBs with a weekly frequency and a maturity of normally one week, on the basis of standard tenders.
Since October 2008, these operations are conducted as fixed rate tender procedures. MROs play a key
role in achieving the aims of steering interest rate, managing market liquidity and signalling the monetary
policy stance.

During 2023, MROs carried out with the Bank amounted to €65,000,000 of which an amount of €20,000,000
remained outstanding as at the end of the year. There were no outstanding amounts of these operations
as at 31 December 2022.

During 2022, the MRO rate increased from 0.00% to 2.50% by the end of the year. Throughout the finan-
cial year ended 31 December 2023, the Governing Council decided to further increase this interest rate as
shown in the following table.

With effect from: Changes in basis points (bps) MRO rate (%)
8  February +50 bps 3.00
22 March +50 bps 3.50
10 May +25 bps 3.75
21  June +25 bps 4.00
2 August +25 bps 4.25
20 September +25 bps 4.50

A 5.2 Longer-term refinancing operations

Longer-term refinancing operations (LTROs) are regular liquidity-providing reverse transactions aimed at
providing counterparties with additional longer-term refinancing liquidity. Participation in LTROs requires the
availability of eligible collateral.

During 2023, credit institutions established in Malta participated in three-month LTROs with an aggregate
amount of €102,000,000. These operations were conducted through fixed rate tender procedures with full
allotment, at the average rate of the MROs prevailing over the life of the respective operation. As at 31
December 2023, outstanding LTROs stood at €17,000,000 (2022: €50,000,000).
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In addition to the series of seven quarterly targeted longer-term refinancing operations (TLTRO Ill) intro-
duced in 2019, the Governing Council added three further operations to this series in 2020, which were con-
ducted between June and December 2021. These operations have a three-year maturity. For all TLTRO lIl,
starting 12 months after the settlement of each operation, participants have the option on a quarterly basis
of terminating or reducing the amount of the TLTRO Il concerned before maturity.

Interest rates on these operations can be as low as 50 basis points below the average interest rate on the
deposit facility prevailing over the period from 24 June 2020 to 23 June 2022, but in any case, may not become
less negative than -1% and as low as the average interest rate on the deposit facility, calculated over the rel-
evant period, during the rest of the life of the same operation.'® The actual interest rates will only be known at
the maturity or early repayment of each operation, and until that time, a reliable estimate is used for calculat-
ing the TLTRO Il interest accruals. For the financial year ended 31 December 2023, the interest rate for
accruals was indexed to the average applicable key ECB interest rate from 23 November 2022, which was
the first day of the last interest period of these operations.

No new participations in TLTRO Il were carried out with the Bank during the financial year ended 31 Decem-
ber 2023 and the outstanding amount of these operations as at year end amounted to €20,000,000 (2022:
€70,000,000). During 2023, credit institutions established in Malta with outstanding TLTRO IlI, did not par-
ticipate in the early repayments of these operations.

Furthermore in the course of 2023, the last operation of the pandemic emergency longer-term refinancing
operations (PELTROs) allotted in 2021 matured. These operations provided a liquidity backstop to the euro
area banking system and contributed to preserving the smooth functioning of the money market during the
extended pandemic period. The PELTROs were conducted as fixed rate tender procedures with full allot-
ment and a tenor of approximately one year. The interest rate was 25 basis points below the average rate
applied on the Eurosystem’s MROs over the life of the respective PELTRO. There were no outstanding
PELTROs with the Bank as at 31 December 2023 (2022: €10,000,000).

A 5.3 Fine-tuning reverse operations
Fine-tuning reverse operations aim to regulate the market liquidity situation and steer interest rates, particu-
larly to smooth the effects on interest rates caused by unexpected market fluctuations. Owing to their nature,
they are executed on an ad hoc basis. No fine-tuning reverse operations were conducted by the ECB during
the years ended 31 December 2022 and 2023.

A 5.4 Structural reverse operations

These are reverse open-market transactions through standard tenders to enable the Eurosystem to adjust
its structural liquidity position vis-a-vis the financial sector. No structural operations were conducted by the
ECB during the years ended 31 December 2022 and 2023.

A 5.5 Marginal lending facility

Marginal lending facilities may be used by counterparties to obtain overnight liquidity from Eurosystem NCBs
at a pre-specified interest rate against eligible assets. During the years ended 31 December 2022 and 31
December 2023, there was no participation in the marginal lending facility by credit institutions established
in Malta.

During 2022, the marginal lending facility rate increased from 0.25% to 2.75% by the end of the year.
Throughout the financial year ended 31 December 2023, the Governing Council decided to continue increas-
ing this interest rate as shown in the following table.

10 On 27 October 2022, the Governing Council decided that, from 23 November 2022 until the maturity date or early repayment date of
each respective outstanding TLTRO Il operation, the interest rate on TLTRO Il operations will be indexed to the average applicable key
ECB interest rates over this period.
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With effect from: Changes in basis points (bps) Marginal lending facility rate (%)

8 February +50 bps 3.25
22 March +50 bps 3.75
10 May +25 bps 4.00
21 June +25 bps 4.25
2 August +25 bps 4.50
20 September +25 bps 4.75

A 5.6 Credits related to margin calls

This sub-item refers to cash paid to counterparties in those instances where the market value of the col-
lateral exceeds an established trigger point implying an excess of collateral with respect to outstanding
monetary policy operations.

Since the Bank operates a general pooling system, no payments to counterparties are affected.

A6 Other claims on euro area credit institutions denominated in euro
This item consists of claims on credit institutions within the euro area not relating to monetary policy opera-
tions, mainly current accounts and overnight deposits with banks.

A7 Securities of euro area residents denominated in euro
This item consists of debt securities held for monetary policy purposes, other debt securities and investment
funds.

A 7.1 Securities held for monetary policy purposes

As at 31 December 2023, this sub-item consisted of securities acquired by the Bank within the scope of the
SMP, the PSPP?*? and the PEPP.*® The Bank’s PSPP and PEPP related purchases comprised MGS from
the secondary market. The amortised cost of the securities under these programmes as well as their market
values,'* are as follows:

2023 2022 Change
Amortised Market  Amortised Market  Amortised Market
cost value cost value cost value
€000 €000 €000 €000 €000 €000
Securities markets programme 9,949 10,216 9,753 10,314 196 (98)
Public sector purchase programme 1,038,185 919,080 1,053,843 877,736 (15,658) 41,344
Pandemic emergency purchase programme 504,155 421,468 513,584 402,308 (9,429) 19,160
Total 1,552,289 1,350,764 1,577,180 1,290,358 (24,891) 60,406

1 ECB Decision of 14 May 2010 establishing a securities markets programme (ECB/2010/5), OJ L 124, 20.5.2010, p. 8.

2. ECB Decision of 3 February 2020 on a secondary markets public sector asset purchase programme (ECB/2020/9), OJ L 39, 12.2.2020,
p. 12. Under this programme, the ECB and the NCBs may purchase, in the secondary market, euro-denominated securities issued by euro
area central, regional or local governments, recognised agencies located in the euro area and international organisations and multilateral
development banks located in the euro area.

3 ECB Decision of 24 March 2020 on a temporary pandemic emergency purchase programme (ECB/2020/17), OJ L 91, 25.03.2020,
p. 1 as amended by ECB Decision of 28 July 2020 (ECB/2020/36), OJ L 248, 31.7.2020, p. 24 and ECB Decision of 10 February 2021
(ECBJ/2021/6), OJ L 50, 15.2.2021, p. 29.

4 Market values are indicative and derived on the basis of market quotes. When market quotes are not available, market prices are
estimated using internal Eurosystem models.
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The Governing Council decided to cease further SMP purchases on 6 September 2012.

Until the end of February 2023,*® the Eurosystem continued reinvesting, in full, the principal payments from
maturing securities under the asset purchase programme (APP).*¢ Subsequently, the APP portfolio declined
at a measured and predictable pace. Until the end of June 2023, the decline amounted to an average of €15
billion per month as the Eurosystem did not reinvest all of the principal payments from maturing securities. In
June 2023, the Governing Council decided to discontinue the reinvestments under the APP as of July 2023.%"
Thereafter, the APP portfolio declined due to maturities.

During 2023, the Eurosystem continued reinvesting, in full, the principal payments from maturing securities
purchased under the PEPP. The Governing Council intends*® to continue the reinvestments during the first
half of 2024. It also intends to reduce the PEPP portfolio by an average of €7.5 billion per month over the
second half of 2024 and to discontinue reinvestments under the PEPP at the end of the same year. The Gov-
erning Council will continue applying flexibility in reinvesting redemptions from the PEPP portfolio, with a view
to countering risks to the monetary policy transmission mechanism related to the pandemic.

The Governing Council assesses on a regular basis the financial risks associated with the securities held
for monetary policy purposes. Impairment tests are conducted on an annual basis, using data as at the end
of the year and are approved by the Governing Council. In these tests, impairment indicators are assessed
separately for each programme. In those instances where impairment indicators are observed, further analy-
sis is performed to confirm that the cash flows of the underlying securities have not been affected by an
impairment event. The total Eurosystem NCBs’ holding of such securities amounts to €4,269 billion (2022:
€4,480 billion).

In accordance with the decision of the Governing Council taken under Article 32.4 of the Statute, losses
from holdings of SMP, CBPP3,'®* ABSPP,?* PSPP supranational securities, PEPP securities other than pub-
lic sector securities and CSPP,? if they were to materialise, are to be shared in full by the Eurosystem
NCBs, in proportion to the prevailing ECB capital key shares. As a result of the impairment tests carried out
as at 31 December 2023 on securities purchased under all the programmes, except for those purchased
under the PEPP-Corporate purchase, the Governing Council decided that all future cash flows on these
securities are expected to be received. In the context of the impairment test conducted on securities pur-
chased under the PEPP-Corporate purchase, the Governing Council has deemed it appropriate to estab-
lish a provision against credit risks in monetary policy operations during 2023 (see L 13 ‘Provisions’ in the
notes to the balance sheet).

15 See the press release of 15 December 2022 of the Governing Council’s decisions.

6 The APP consists of the CBPP3, the ABSPP, the PSPP and the corporate sector purchase programme (CSPP).

17 See the press release of 15 June 2023 of the Governing Council’s decisions.

8 See the press release of 14 December 2023 of the Governing Council’'s decisions.

19 ECB Decision of 3 February 2020 on the implementation of the third covered bond purchase programme (recast) (ECB/2020/8), OJ L
39, 12.2.2020, p. 6, as amended by ECB Decision of 25 September 2020 (ECB/2020/48), OJ L 379, 13.11.2020, p. 58.

20 ECB Decision of 19 November 2014 on the implementation of the asset-backed securities purchase programme (ECB/2014/45), OJ
L 1, 6.1.2015, p. 4, as amended by ECB Decision of 10 September 2015 (ECB/2015/31), OJ L 249, 25.9.2015, p. 28, ECB Decision of 11
January 2017 (ECB/2017/3), OJ L 16, 20.1.2017, p. 55 and ECB Decision of 18 May 2017 (ECB/2017/15), OJ L 190, 21.7.2017, p. 24.

21 ECB Decision of 1 June 2016 on the implementation of the corporate sector purchase programme (ECB/2016/16), OJ L 157,
15.6.2016, p. 28 as amended by ECB Decision of 11 January 2017 (ECB/2017/4), OJ L 16, 20.1.2017, p. 57, ECB Decision of 18 May
2017 (ECB/2017/13), OJ L 190, 21.7.2017, p. 20, ECB Decision of 24 March 2020 (ECB/2020/18), OJ L 91, 25.3.2020, p. 5, ECB Decision
of 9 September 2022 (ECB/2022/29), OJ L 241, 19.9.2022, p.13 and ECB Decision of 15 December 2023 (ECB/2023/38) OJ L 2024/190,
05.01.2024. Under this programme, the NCBs may purchase investment grade euro denominated bonds issued by non-bank corporations
established in the euro area.
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A 7.2 Other securities
This sub-item comprises all the Bank’s investments in non-monetary policy debt securities and marketable
investment funds with euro area residents.

2023 2022 Change
€000 €000 €000
Marketable debt securities other than those held-to-maturity 52,392 11,263 41,129
Held-to-maturity debt securities 365,281 372,701 (7,420)
Marketable investment funds 487,268 378,649 108,619
Total 904,941 762,613 142,328

A9 Intra-Eurosystem claims
This item consists of claims arising from the Bank’s participating interest in ECB, claims equivalent to the
transfer of foreign reserves to the ECB and other net claims within the Eurosystem.

A 9.1 Participating interest in ECB

Pursuant to Article 28 of the Statute, the ESCB NCBs are the sole subscribers to the capital of the ECB.
Subscriptions depend on shares which are determined in accordance with Article 29 of the Statute and are
subject to adjustment every five years or whenever there is a change in the composition of the ESCB NCBs.

As at 31 December 2023, the share that the Bank held in the subscribed capital of the ECB, remained un-
changed from 31 December 2022 at 0.0853%. As at 31 December 2023 and 2022, the share that the Bank
held in the subscribed capital of the ECB amounted to €9,233,731.

This sub-item also includes the participating interest in the rest of the ECB equity. As at 31 December 2023,
this amounted to €13,000,376, with no change from the previous year.

A 9.2 Claims equivalent to the transfer of foreign reserves

This asset represents the Bank’s claims arising from the transfer of foreign reserve assets to the ECB when
the Bank joined the Eurosystem. As at 31 December 2022 and 2023 these claims amounted to €42,313,997.
The remuneration of these claims is calculated daily at the latest available interest rate used by the Eurosys-
tem in its tenders for MROs, adjusted to reflect a zero return on the gold component.

A 9.4 Net claims related to the allocation of euro banknotes within the Eurosystem

This sub-item reflects claims which would arise from application of the banknote allocation key. As at the end
of 2022 and 2023, the Bank had no claims in this respect but had a liability which is presented in L 10.3 ‘Net
liabilities related to the allocation of euro banknotes within the Eurosystem’.

A 9.5 Other claims within the Eurosystem (net)

As at 31 December 2023, the balance of €5,398,291,609 (2022: €5,456,040,418) included three main com-
ponents, namely; (i) the claim of the Bank vis-a-vis the ECB in respect of the transfers issued and received
through TARGET by the ESCB NCBs, including the ECB, plus the balances held with the Eurosystem NCBs
through correspondent accounts, (ii) balances resulting from the pooling and allocation of monetary income
within the Eurosystem pending settlement (see 5 ‘Net result of pooling of monetary income’ in the notes to the
profit and loss account), and (iii) balances with the ECB in respect of any amounts receivable or refundable.
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For the years 2022 and 2023, the Governing Council, in view of the ECB’s overall financial result for the year,
decided to retain the full amount of income derived from banknotes in circulation, as well as income earned
on securities purchased under the SMP, APP and PEPP (see 6 ‘ECB profit distribution’ in the general notes
to the financial statements). Therefore, no related amounts were due at the end of 2022 and 2023.

The remuneration of the TARGET balance, with the exception of reverse transactions in connection with
US dollar liquidity-providing operations, is calculated daily at the latest available interest rate used by the
Eurosystem in its tenders for MROSs.

2023 2022 Change
€000 €000 €000
TARGET balance 5,451,643 5,482,321 (30,678)
Net result from pooling of monetary income (53,876) (26,806) (27,070)
Other claims within the Eurosystem 525 525 -
Total 5,398,292 5,456,040 (57,748)

A 10 Items in course of settlement
These assets comprise transactions which were not yet settled as at the end of the financial year.

All Other assets

A 11.1 Coins of euro area
This sub-item represents the Bank’s holdings of euro coins issued by euro area countries.
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A 11.2 Tangible and intangible fixed assets
Tangible and intangible fixed assets comprise the Bank’s premises and other assets, which include com-
puter hardware and software and equipment.

Land and Other assets Total
buildings
€000 €000 €000

Cost
As at 31 December 2022 35,875 19,189 55,064
Additions 61 738 799
Derecognition of assets (6) (1,069) (2,075)
As at 31 December 2023 35,930 18,858 54,788
Accumulated depreciation
As at 31 December 2022 5,576 8,083 13,659
Charge for the year 510 3,036 3,546
Derecognition of assets - (484) (484)
As at 31 December 2023 6,086 10,635 16,721
Net book value
As at 31 December 2022 30,299 11,106 41,405
As at 31 December 2023 29,844 8,223 38,067

Land and Other assets Total

buildings

€000 €000 €000

Right-of-use assets
As at 31 December 2022 417 247 664
Additions 3 89 92
Depreciation charge for the year (10) (85) (95)
As at 31 December 2023 410 251 661
Total net book value
As at 31 December 2022 30,716 11,353 42,069
As at 31 December 2023 30,254 8,474 38,728

As at 31 December 2023, the net book value included an amount of €394,945 (2022: €1,412,505) which
related to assets not yet available for use and not depreciated.

A 11.3 Other financial assets

The Bank holds an earmarked portfolio comprising MGS and Treasury bills purchased on the secondary
market by the Bank in its role as market maker amounting to €311,810,991 (2022: €227,502,533) (see
‘Securities’ in 3 ‘Accounting policies’ in the general notes to the financial statements).
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A 11.4 Off-balance sheet instruments revaluation differences
This sub-item reflects revaluation gains arising on off-balance sheet positions, mainly foreign exchange
forward transactions outstanding as at the balance sheet date.

A 11.5 Accruals and prepaid expenses

As at 31 December 2023, this sub-item consists of accrued interest income of €51,561,801 (2022:
€33,935,641) of which, €22,940,531 (2022: €11,464,234) relates to interest attributable to intra-Eurosystem
claims.

A 11.6 Sundry

Sundry assets mainly consisted of unrealised losses attributable to the earmarked portfolio amounting to
€31,632,513 (2022: €47,374,819) and loans amounting to €13,450,664 (2022: €13,444,455). These assets
also included realised gains attributable to off-balance sheet positions, principally foreign exchange forward
transactions outstanding at the year end, amounting to €8,262,469 (2022: €32,827,352).
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Liabilities

L1 Banknotes in circulation
This item consists of the Bank’s share of the total euro banknotes in circulation (see 5 ‘Banknotes in circula-
tion’ in the general notes to the financial statements).

During 2023, the total value of banknotes in circulation within the Eurosystem decreased by 0.32% from
€1,572 billion at 31 December 2022 to €1,567 billion at 31 December 2023. According to the banknote
allocation key, the Bank had an amount of euro banknotes in circulation of €1,504,537,920 at the end of the
year (2022: €1,517,011,845).

The value of the euro banknotes actually issued by the Bank in 2023 increased by 2.81% from €2,301,645,630
to € 2,366,383,630 at year end. As this exceeds the allocated amount, the difference of €861,845,710 (2022:
€784,633,785) is shown under L 10.3 ‘Net liabilities related to the allocation of euro banknotes within the
Eurosystem’.

L2 Liabilities to euro area credit institutions related to monetary policy operations
denominated in euro

These interest-bearing liabilities arise from the monetary policy operations conducted by the Bank on behalf
of the Eurosystem.

L2.1 Current accounts (covering the minimum reserve system)

Current accounts contain the credit balances of credit institutions that are required to hold minimum reserves,
excluding funds of credit institutions that are not freely disposable and accounts of credit institutions exempt
from minimum reserve requirements, which are disclosed separately under L3 ‘Other liabilities to euro area
credit institutions denominated in euro’.

The minimum reserve requirements must be met on average over the reserve maintenance period in accor-
dance with the schedule published by the ECB. These minimum reserve balances were remunerated at the
latest available interest rate used by the Eurosystem in its tenders for MROs until 20 December 2022, and
at the Eurosystem’s deposit facility rate between 21 December 2022 and 19 September 2023. On 27 July
2023, the Governing Council decided that starting from 20 September 2023, these balances will be remuner-
ated at zero per cent.

During 2022, the deposit facility rate increased from -0.50% to 2.00% by the end of the year. Throughout the
financial year ended 31 December 2023, the Governing Council decided to continue increasing this interest
rate as shown in the following table.

With effect from: Changes in basis points (bps) Deposit facility rate (%)
8 February +50bps 2.50
22 March +50bps 3.00
10 May +25bps 3.25
21 June +25bps 3.50
2 August +25bps 3.75
20 September +25bps 4.00
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As for the reserve holdings exceeding the required minimum reserves, since June 2014, these have been
remunerated at zero per cent or the deposit facility rate, whichever is lower. As from 30 October 2019,
the Governing Council introduced a two-tier system for reserve remuneration consisting of exempt and
non-exempt tiers. The exempt tier, which was determined as a multiple of six?? on an institution’s minimum
reserve requirements, was remunerated at zero per cent. The non-exempt tier of excess liquidity holdings
continued to be remunerated at zero per cent or the deposit facility rate, whichever was lower. Following the
Governing Council’'s decision of 14 September 2022 to increase the deposit facility rate to above zero, the
two-tier system for the remuneration of excess reserves was deemed to no longer be necessary and was
thus suspended by setting the multiplier equal to zero.

Current accounts amounting to €302,533,151 remained outstanding as at 31 December 2023 (2022:
€867,726,908).

L2.2 Deposit facility

This facility is available to eligible counterparties to make overnight deposits with Eurosystem NCBs at
the pre-specified rate. During 2023, the aggregate volume of such deposits with the Bank amounted to
€1,405,487,722,031. As at 31 December 2023, outstanding deposits amounted to €5,306,713,698 (2022:
€4,976,618,544).

L 2.3 Fixed-term deposits

These liabilities relate to liquidity absorbing fine-tuning operations for a fixed-term at variable rate tenders.
No liquidity absorbing fine-tuning operations were conducted by the ECB during the years ended 31 Decem-
ber 2022 and 2023.

L2.4 Fine-tuning reverse operations

These operations are executed on an ad hoc basis through bilateral procedures with the purpose of man-
aging the liquidity situation in the market and setting interest rates. Their frequency and maturity are not
standardised. No fine-tuning absorption reverse operations were conducted during the years ended 31
December 2022 and 2023.

L2.5 Deposits related to margin calls

This sub-item refers to cash received from counterparties in those instances where the market value of the
collateral pledged has fallen below an established trigger point, implying a shortfall of collateral to cover the
outstanding monetary policy operations. During 2023, the aggregate volume of deposits related to margin
calls with the Bank amounted to €487,241. There were no outstanding deposits related to margin calls as at
31 December 2022 and 2023.

L3 Other liabilities to euro area credit institutions denominated in euro
As at 31 December 2023, this item consisted of funds of credit institutions that were not freely disposable
amounting to €6,207,938 (2022: €6,794,925).

22 The multiplier may be adjusted by the Governing Council over time in line with changing levels of excess liquidity holdings.
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L5 Liabilities to other euro area residents denominated in euro

L5.1 General government

This liability consists of current and sinking fund accounts denominated in euro held by the Government
of Malta. These balances are repayable on demand and remunerated in accordance with the provisions
established by the Governing Council.?

2023 2022 Change

€000 €000 €000

Current accounts 652,752 454,817 197,935
Sinking fund accounts 147,591 118,245 29,346
Total 800,343 573,062 227,281

L 5.2 Other liabilities

This sub-item includes current accounts in euro which are repayable on demand amounting to €149,260,067
(2022: €£192,416,450), of which €10,141,935 (2022: €42,932,360) related to balances of former credit insti-
tutions. These balances are remunerated in accordance with the provisions established by the Governing
Council.#

Collateralised inward deposits, which as at 31 December 2023 amounted to €482,658,788 (2022:
€335,000,000), are also included in this sub-item. These liabilities are attributable to securities sold subject
to repurchase agreements entered into by the Bank (see ‘Sale and repurchase agreements and lending of
securities’ in 3 ‘Accounting policies’ in the general notes to the financial statements).

L6 Liabilities to non-euro area residents denominated in euro

This item consists of balances denominated in euro held by international and supranational organisations
and by non-Eurosystem central banks, including the IMF current account for administrative expenses. As
at 31 December 2023, balances with such organisations amounted to €24,226,879 (2022: €67,616,138).
Whereas the IMF account is non-interest bearing, the other balances are remunerated in accordance with
the provisions established by the Governing Council.?®

L7 Liabilities to euro area residents denominated in foreign currency

Foreign currency balances held by the Government of Malta which are repayable on demand and other cus-
tomer deposits are included in this item. Deposits by banks are subject to fixed interest rates. All other bal-
ances are remunerated in accordance with the provisions established by the Governing Council.?® Other cur-
rent accounts included balances of former credit institutions amounting to €65,285,765 (2022: €71,035,200).

2 ECB Decision of 20 February 2014 on the prohibition of monetary financing and the remuneration of government deposits by national
central banks (ECB/2014/8), OJ L 159, 28.5.2014, p. 54 as amended by ECB Decision of 4 September 2015 (ECB/2015/29), OJ L 245,
22.9.2015, p. 12 and ECB Decision of 9 April 2019 (ECB/2019/8), OJ L 113, 29.04.2019, p. 9; the Guideline of 9 April 2019 on domestic
assets and liability management operations by the national central banks (recast) (ECB/2019/7), OJ L 113, 29.4.2019, p. 11; as amended
by the Guideline of 5 April 2023 (ECB/2023/8), OJ L 102, 17.4.2023, p. 59 and ECB Decision of 15 October 2019 on the remuneration of
holdings of excess reserves and of certain deposits (recast) (ECB/2019/31), OJ L 267, 21.10.2019, p. 12 as amended by ECB Decision of
8 September 2020 (ECB/2020/38), OJ L 297, 11.9.2020, p. 5, ECB Decision of 26 May 2021 (ECB/2021/25), OJ L 191, 31.5.2021, p.43,
ECB Decision of 17 February 2022 (ECB/2022/5), OJ L 46, 25.2.2022, p. 140, ECB Decision of 16 December 2022 (ECB/2022/47), OJ L 3
5.1.2023, p. 16 and ECB Decision of 5 April 2023 (ECB/2023/9), OJ L 102, 17.4.2021, p.56.

24 See footnote 23.

% See footnote 23.

% See footnote 23.
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2023 2022 Change

€000 €000 €000
Government of Malta current accounts 160,167 100,316 59,851
Government of Malta sinking fund accounts 9 25 (16)
Liabilities to banks 185,192 128,246 56,946
Other current accounts 75,530 82,022 (6,492)
Total 420,898 310,609 110,289

L9 Counterpart of special drawing rights allocated by the IMF
This item represents the counterpart of SDR allocated by the IMF to Malta (see A 2.1 ‘Receivables from the
IMF’ in the notes to the balance sheet).

L10 Intra-Eurosystem liabilities
This item represents the Bank'’s liabilities to the ECB and to the other Eurosystem NCBs.

L 10.3 Net liabilities related to the allocation of euro banknotes within the Eurosystem
This sub-item consists of the liability of the Bank vis-a-vis the Eurosystem relating to the euro banknotes put
into circulation by the Bank in excess of the amount allocated to the Bank by the ECB in accordance with the
banknote allocation key (see L 1 ‘Banknotes in circulation’ in the notes to the balance sheet). This balance
is remunerated on a daily basis at the latest available marginal interest rate used by the Eurosystem in its
tenders for MROs.

L 10.4 Other liabilities within the Eurosystem (net)
As at 31 December 2022 and 2023, the Bank had a net claim within the Eurosystem as reported under A 9.5
‘Other claims within the Eurosystem (net)’.

L 12 Other liabilities

L 12.1 Off-balance sheet instruments revaluation differences
This sub-item reflects revaluation losses arising on off-balance sheet positions, mainly foreign exchange
forward transactions outstanding as at the balance sheet date.

L12.2 Accruals and income collected in advance
This sub-item includes accrued interest expense on interest-bearing liabilities, and other accrued expenses.

2023 2022 Change

€000 €000 €000
Accrued interest payable 15,030 12,180 2,850
Others 100 278 (178)
Total 15,130 12,458 2,672
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L12.3 Sundry

Sundry liabilities include unrealised revaluation gains attributable to MGS and Treasury bills held as part of
the earmarked portfolio amounting to €3,007,975. On 31 December 2022, there were no unrealised revalu-
ation gains recorded on this portfolio.

This sub-item also includes accrued operating expenses of which €663,762 (2022: €663,646) relates to the
lease liability.

L13 Provisions

Provision for financial risks

This item comprises a provision for financial risks, which is used to the extent as deemed necessary by the
Board of Directors. The size and continuing requirement for this provision is reviewed annually, based on
the Bank’s assessment of its exposure to financial risks. The Bank’s financial risks are fully covered with the
provision and the capital and reserves.

As at end of 2023, an amount of €18,720,404 was released from this provision due to the materialisation
of financial risks. Consequently, the Bank’s financial result for the year amounted to zero. Following the
release from provision to the profit and loss account, as at 31 December 2023, the provision amounted to
€89,180,150 (2022: €107,900,554).

Provision for credit risks in monetary policy operations

As a result of an impairment test conducted on PEPP-Corporate purchase securities, the Governing Council
has deemed it appropriate to establish a total provision of €42.9 million against credit risks in monetary policy
operations during 2023. In accordance with Article 32.4 of the Statute, this provision was funded by NCBs in
proportion to their capital key shares in the ECB prevailing in 2023. As a result, the Bank recorded a provi-
sion of €44,651 equivalent to 0.1040% of the total provision (see 5 ‘Net result of pooling of monetary income’
in the notes to the profit and loss account).

L14 Revaluation accounts
The revaluation accounts consist of unrealised revaluation gains arising from the valuation of foreign currency
on and off-balance sheet positions, gold, marketable debt securities and investment funds at year end.

2023 2022 Change

€000 €000 €000
Gold 416 - 416
Foreign currency positions 8 7 1
Marketable instruments 18,409 658 17,751
Total 18,833 665 18,168
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L15 Capital and reserves
The following table analyses the movement in capital and reserves of the Bank:

Reserve for
General risks and Capital
Capital reserve fund contingencies contribution Total
€000 €000 €000 €000 €000
Balance as at 31 December 2022 20,000 75,505 187,776 98,815 382,096
Net issuance of euro coins - - - 3,937 3,937
Balance as at 31 December 2023 20,000 75,505 187,776 102,752 386,033

L 15.1 Capital
In terms of article 19(1) of the Act, the Bank shall have an authorised capital of €20,000,000. This is fully
paid-up and is held exclusively by the Government of Malta.

L 15.2 Reserves

General reserve fund

In terms of article 19(2) of the Act, the Bank shall also maintain a general reserve fund which shall be of not
less than €20,000,000 and which shall be available for any purpose as may be determined by the Board of
Directors. Whenever amounts are drawn from the general reserve fund, these shall be replaced as may be
decided by the Board.

Reserve for risks and contingencies

The reserve for risks and contingencies is maintained in terms of article 22(1) of the Act to cover the broad
range of risks to which the Bank is exposed. The major risks in this regard arise from potential movements
in market values of the Bank’s holdings of domestic and foreign securities and other investments, losses
which could arise from support of the financial system in the Bank’s role as a lender of last resort and other
non-insured losses.

Capital contribution

This reserve represents the capital contribution made by the Government of Malta to the Bank in respect of
the agency agreement between the Bank and the Government relating to the issuance of euro coins. The
Bank shall act as agent of the Government and shall retain full responsibility for procurement, storage and
issuance of euro coins. This reserve represents seigniorage revenue arising from the issue of euro coins.
In terms of the agency agreement, the Government has agreed not to withdraw such revenue and retain
these amounts in a reserve account held at the Bank. Allocation of revenue to the reserve account shall be
deemed as a capital contribution to the Bank by the Government.
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Notes to the profit and loss account

1 Net interest income

This item represents the net result of interest income and interest expense. Interest income or expense on
monetary policy operations are netted on a balance sheet sub-item level. In 2022, certain financial assets
gave rise to interest expense and certain financial liabilities gave rise to interest income, owing to the nega-
tive interest rates which prevailed until 26 July of that year. From thereon, the Governing Council continued

increasing the key ECB interest rates.

11 Interest income

Interest income includes income on foreign reserve assets and euro-denominated portfolios, as well as inter-
est income on monetary policy operations and intra-Eurosystem claims.

Marketable debt securities

- Ineuro

- In foreign currency
Fixed-term deposits

- In foreign currency
Current accounts and overnight deposits
- Ineuro
- In foreign currency
IMF
Monetary policy operations
- Main refinancing operations
- Longer-term refinancing operations
- Minimum reserves
- Deposits related to margin calls
- Securities acquired under the SMP
- Securities acquired under the PSPP
- Securities acquired under the PEPP
Intra-Eurosystem claims
- TARGET Balances
- Claims arising from the transfer of foreign reserves
Forward foreign exchange contracts
Marketable investment funds
Other interest income

Total

1.2 Interest expense

2023 2022 Change
€000 €000 €000
20,713 10,247 10,466
22,382 15,925 6,457
23 - 23

) 4 2

709 109 600
2,233 457 1,776
52 60 (8)
2,865 - 2,865

- 14,231 (14,231)

- 1 1)

664 672 (8)
16,707 14,260 2,447
3,614 3,165 449
225,074 35,613 189,461
1,389 211 1,178
(7,962) (5,435) (2,527)
12,980 8,521 4,459
205 66 139
301,646 98,099 203,547

Interest expense mainly arises from liabilities to euro area credit institutions related to monetary policy

operations, intra-Eurosystem liabilities, the Government of Malta and other customer accounts.
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2023 2022 Change

€000 €000 €000

Government accounts

- Ineuro 1,762 (463) 2,225

- In foreign currency 446 1,156 (710)
Other customer accounts

- Ineuro 426 (141) 567

- In foreign currency 7,952 4,457 3,495
Monetary policy operations

- Longer-term refinancing operations - 3,239 (3,239)

- Minimum reserves 6,673 - 6,673

- Overnight deposits 183,903 20,662 163,241
Intra-Eurosystem liabilities

Net liabilities related to the allocation of

" banknotes within the Eurosystem S el AR
Other interest expense 10,221 (61) 10,282
Total 242,694 33,180 209,514
2 Net result of financial operations, write-downs and risk provisions
2.1 Realised gains/losses arising from financial operations

This sub-item consists of net realised results arising from the disposal of financial instruments, mainly mar-
ketable instruments, and reductions in foreign currency positions.

2023 2022 Change
€000 €000 €000
Net gains on disposal of financial instruments 7,017 4,184 2,833
Net gains on foreign currency positions 1,545 315 1,230
Total 8,562 4,499 4,063

2.2 Write-downs on financial assets and positions

This sub-item comprises unrealised revaluation losses arising from the price revaluation of marketable
debt securities and investment funds and the exchange rate revaluation of foreign currency assets and
liabilities, including off-balance sheet positions, by comparing the market value at balance sheet date with
the average cost.

2023 2022 Change

€000 €000 €000
Write-downs on marketable instruments 3,238 37,273 (34,035)
Write-downs on foreign currency positions 22 115 (93)
Total 3,260 37,388 (34,128)
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23 Transfer to/from provision for financial risks
This sub-item consists of movements in provisions (see L 13 ‘Provisions’ in the notes to the balance sheet).

3 Net income/expense from fees and commissions
Fees and commissions receivable mainly arise from banking services provided by the Bank. Fees and com-
missions payable include custody fees and correspondent account charges.

4 Income from equity shares and participating interests

During 2022, the Bank received an amount of €43,750 representing its relative share of the ECB’s distrib-
utable remaining profits for 2021, in proportion to the Bank’s Eurosystem capital key. As outlined in A 9.5
‘Other claims within the Eurosystem (net)’ in the notes to the balance sheet, there were no related amounts
for 2023.

5 Net result of pooling of monetary income

This item principally includes the net result of pooling of monetary income for 2023 amounting to an expense
of €53,866,997 (2022: €26,815,518). In 2023, an expense of €8,664 was paid in relation to adjustments for
previous years as against a net income of €9,650 received in 2022.

This item further includes the Bank’s share of the net result of the provisioning against credit risks in mon-
etary policy operations of the Eurosystem amounting to an expense of €44,651 (see L 13, ‘Provisions’ in the
notes to the balance sheet).

The amount of each Eurosystem NCB’'s monetary income is determined by measuring the actual annual
income that is derived from the earmarkable assets held against the liability base. The liability base consists
mainly of the following items: banknotes in circulation; liabilities to euro area credit institutions related to
monetary policy operations denominated in euro; net intra-Eurosystem liabilities resulting from TARGET
transactions; net intra-Eurosystem liabilities related to the allocation of euro banknotes within the Eurosys-
tem, accrued interest recorded at quarter-end by each NCB on monetary policy liabilities with a maturity of
one year or longer; liabilities vis-a-vis the ECB backing the claim in relation to swap agreements that earn
net income for the Eurosystem; and deposit liabilities to defaulted Eurosystem counterparties which have
been reclassified from L 2.1 ‘Current accounts (covering the minimum reserve system)’. Any interest paid on
liabilities included within the liability base is to be deducted from the monetary income to be pooled.

The earmarkable assets consist mainly of the following items: lending to euro area credit institutions related
to monetary policy operations denominated in euro; securities held for monetary policy purposes; intra-Euro-
system claims equivalent to the transfer of foreign reserve assets to the ECB; net intra-Eurosystem claims
resulting from TARGET transactions; net intra-Eurosystem claims related to the allocation of euro banknotes
within the Eurosystem; claims on euro area counterparties related to swap agreements between the ECB
and non-Eurosystem central banks that earn net income for the Eurosystem; accrued interest recorded at
quarter-end by each NCB on monetary policy assets with a maturity of one year or longer; and a limited
amount of each NCB's gold holdings in proportion to each NCB’s capital key share.

The amount of each NCB’s monetary income shall be determined by measuring the actual income that is
derived from the earmarkable assets recorded in its books. As an exception to this, gold is considered to
generate no income and the following are considered to generate income at the latest available marginal
interest rate used by the Eurosystem in its tenders for MROSs: debt instruments issued by central, regional
and local governments and recognised agencies and substitute debt instruments issued by public non-
financial corporations under the PSPP and PEPP.
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The net income derived from the earmarkable assets held and the liability base shall be offset by applying,
on a daily basis, the latest applicable rate for the Eurosystem MROs to the difference between the value of
the NCB’s earmarkable assets and the value of the liability base.

The monetary income pooled by the Eurosystem is allocated among NCBs according to the Eurosystem
capital key. The pooling and reallocation of monetary income to NCBs leads to certain net reallocation
effects. One reason is that the yields earned on certain earmarkable assets and the interest expense paid on
certain liability base items may differ to a varying degree among the Eurosystem NCBs. In addition, usually
each Eurosystem NCB'’s share of earmarkable assets and the liability base deviates from its share in the
subscribed capital of the ECB. The net result arising from the calculation of monetary income for 2023 was a
payment by the Bank of €53,866,997 (2022: €26,815,518). This net result is the difference between the net
monetary income pooled by the Bank amounting to €96,273,043 (2022: €34,300,039) and the reallocated
amount of €42,406,046 (2022: €7,484,520).

6 Other income
This item mainly includes the income from the issuance of numismatic coins.

7 Staff costs
Staff costs consist of salaries and other ancillary costs.

2023 2022 Change
€000 €000 €000
Staff salaries 13,559 12,752 807
Other staff costs 1,234 1,161 73
Training, welfare and other related expenditure 925 1,020 (95)
Total 15,718 14,933 785

The full-time equivalent average number of staff employed by the Bank during the year was as follows:

2023 2022 Change

Number Number Number

Governors 3 3 -
Chief Officers 8 8 -
Heads and executives 204 192 12
Officers Il and | 113 113 -
Non-clerical staff 30 30 -
Total 358 346 12

8 Administrative expenses
This item consists of operating expenditure incurred by the Bank.

Administrative expenses of €12,683,403 (2022: €10,581,822) comprised maintenance expenditure, pro-
fessional fees, travelling costs and other expense items which were incurred in the course of the Bank’s
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operations. Auditors’ remuneration, for the year ended 31 December 2023 amounted to €129,800 (2022:
€162,660).

Compensation to the members of the Board of Directors for the financial year ended 31 December 2023
amounted to €413,317 (2022: €407,625). The Governor, Deputy Governors and the other members of the
Board of Directors are entitled to benefits and refund of certain other expenses.

9 Depreciation of tangible and intangible fixed assets

Depreciation of buildings, computer hardware and software, equipment and other assets, and right-of-use
assets was charged to the Bank’s profit and loss account according to the depreciation rates disclosed in
‘Tangible and intangible fixed assets’ and ‘Leases’ in 3 ‘Accounting policies’ in the general notes to the finan-
cial statements.

10 Banknote production services
This item consists of expenditure relating to the procurement and transportation of euro banknotes and other
ancillary costs.
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Other notes

Off-balance sheet instruments

As at 31 December 2023, the Bank had outstanding net foreign exchange forward and swap contracts
of €766,652,984 (2022: €778,181,024) against other currencies. Unsettled net spot transactions as at 31
December 2023 amounted to €6,120,000. There were no unsettled spot transactions as at 31 December
2022.

At the balance sheet date, the Bank had outstanding interest rate futures contracts linked to German govern-
ment securities (net short position with a notional amount of €13,700,000) and US treasury notes (net long
position with a notional amount of US$9,600,000).

Contingent liabilities and commitments

As at the end of the year, the Bank had commitments in respect of tangible and intangible fixed assets
which extended beyond the balance sheet date. Capital commitments, which amount to €4,686,700 (2022:
€5,480,500), are expected to be incurred during the forthcoming financial year and relate mainly to capital
expenditure attributable to buildings and investment in IT.

Transactions with Government

In the course of its operations, the Bank conducts banking transactions with, and provides several banking
services to, the Government of Malta, government departments, public sector corporations and other enti-
ties owned by the Government. The Bank holds the principal accounts of the Government and maintains
accounts for the other entities. Balances held with the Bank by the Government and the other entities as at
the balance sheet date, together with the terms of such instruments, are disclosed in L 5 ‘Liabilities to other
euro area residents denominated in euro’ and L 7 ‘Liabilities to euro area residents denominated in foreign
currency’ in the notes to the balance sheet. The net interest on deposits arising from these banking transac-
tions is recognised in 1.2 ‘Interest expense’ in the Bank’s profit and loss account. The Bank provides these
entities with foreign exchange and related services, which do not have a significant impact on the Bank’s
profit and loss account.

Market maker in Malta Government securities

The Bank acts as market maker in MGS and Treasury bills and ensures their liquidity in the secondary
market by being ready to trade in such securities on the initiative of the market (see A 11.3 ‘Other financial
assets’ in the notes to the balance sheet). Income earned by the Bank from these assets, amounting to
€6,334,834 (2022: €3,054,949), is included in 1.1 ‘Interest income’ in the notes to the profit and loss account
and presented within income from euro marketable debt securities.

Investment securities pledged as collateral

As at 31 December 2023, investment securities were pledged as collateral against the provision of credit lines
by a counterparty up to an amount of US$65,000,000 or approximately €58,824,000 (2022: US$65,000,000
or approximately €60,941,000). No amounts were borrowed under these facilities at the balance sheet dates.

Assets held in custody
As at 31 December 2023, assets held in custody by the Bank in terms of the Insurance Business Act (Cap.
403) amounted to the equivalent of €14,033,269 (2022: €13,612,896).
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Management of funds belonging to the Investor and Depositor Compensation Schemes
The Bank is an investment manager in respect of funds belonging to the Investor and Depositor Compensation
Schemes. These funds are managed on a discretionary basis in accordance with the investment parameters
set by the Management Committees of the respective Schemes. As at 31 December 2023, the Investor
and Depositor Compensation Schemes had deposits of €785,618 (2022: €547,645) and €8,830,851 (2022:
€12,167,168) respectively, with the Bank.

Statement of the Bank’s investments as at 31 December 2023

EUR uUsD Others Total

€'000 €'000 €'000 €'000

Cash and balances with banks 21,269

Gold balances 17,438
Debt securities by issuer category:

Government 2,183,475 91,013 132,750 2,407,238

Monetary financial institutions 516,991 198,991 278,987 994,969

Other financial institutions 177,335 42,964 56,600 276,899

Non-financial institutions 14,914 7,397 - 22,311

Supranational 82,187 41,014 35,039 158,240

2,974,902 381,379 503,376 3,859,657

Claims on the IMF 377,720
Participating interest in the ECB 22,234
Transfer of foreign reserves to the ECB 42,314
Investment funds 534,744
Total investments m
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Trig L-Intornjatur,
Central Business District,

CBD 3050
Malta
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info@deloitte.com.mt
www.deloitte.com/mt

Company Ref No: C51312
VAT Reg No: MT2013 6121
Exemption number: EXO2155

Independent auditor’s report
to the Directors of
the Central Bank of Malta

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of the Central Bank of Malta (‘the Bank’) set out on pages A-4 to
A-37, which comprise the balance sheet as at 31 December 2023 and the profit and loss account for the year
then ended, and notes to the financial statements, which include a summary of accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the
Bank as at 31 December 2023, and of its financial performance for the year then ended in accordance with
the basis of accounting described in the guideline of the European Central Bank (ECB/2016/34) on the legal
framework for accounting and financial reporting in the European System of Central Banks (recast), issued
on 3 November 2016 and as amended by subsequent European Central Bank guidelines (the “Guideline”)
as established by the Central Bank of Malta Act (Cap. 204) and, where the Guideline is silent, IFRS Account-
ing Standards as issued by the International Accounting Standards Board (IFRS) as adopted by the EU.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Bank in accordance with the International Eth-
ics Standards Board for Accountants’ International Code of Ethics for Professional Accountants including
International Independence Standards (IESBA Code) together with the Accountancy Profession (Code of
Ethics for Warrant Holders) Directive (Maltese Code) that are relevant to our audit of the financial statements
in Malta, and we have fulfilled our other ethical responsibilities in accordance with the IESBA Code and the
Maltese Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our opinion.

Deloitte Audit Limited is a limited liability company registered in Malta with registered office at Deloitte Place, Triq L-Intornjatur, Central Business
District, CBD 3050 Malta. Deloitte Audit Limited forms part of the Deloitte Malta firm. The Deloitte Malta firm consists of (i) Deloitte, a civil partnership
regulated in terms of the laws of Malta, constituted between limited liability companies, operating at Deloitte Place, Triq L-Intornjatur, Central Business
District, CBD 3050 Malta and (ii) the affiliated operating entities: Deloitte Services Limited (C51320), Deloitte Advisory and Technology Limited
(C23487), Deloitte Audit Limited (C51312) and Malta International Training Centre Limited (C5663), all limited liability companies registered in Malta
with registered offices at Deloitte Place, Triq L-Intornjatur, Central Business District, CBD 3050 Malta. The Deloitte Malta firm is an affiliate of Deloitte
Central Mediterranean S.r.I., a company limited by guarantee registered in Italy with registered number 09599600963 and its registered office at Via
Tortona no. 25, 20144, Milan, Italy. For further details, please visit www.deloitte.com/mt/about.

Deloitte Central Mediterranean S.r.l. is the affiliate for the territories of Italy, Greece and Malta of Deloitte NSE LLP, a UK limited liability partnership
and member firm of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (‘DTTL”). DTTL and each of its member firms are
legally separate and independent entities. DTTL, Deloitte NSE LLP and Deloitte Central Mediterranean S.r.I. do not provide services to clients. Please
see www.deloitte.com/about to learn more about our global network of member firms.

© 2023. For information, contact Deloitte Malta.
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Deloitte

Independent auditor’s report (continued)
to the Directors of
the Central Bank of Malta

Other Matter
The financial statements of Central Bank of Malta for the year ended 31 December 2022, were audited by
another auditor who expressed an unmodified opinion on those statements on 20 March 2023.

Information Other than the Financial Statements and the Auditor’s Report Thereon
The directors are responsible for the other information. The other information comprises:

(i) the Statement of Directors’ Responsibilities on pages A-2 to A-3 and the Directors’ Report on pages A-2
to A-3, and

(ii) the ‘Governor’'s Foreword’, the ‘At a Glance’, the ‘Financial and Economic Developments’; and the
‘Bank Policies, Operations and Activities’, which are expected to be made available to us after the date
of this audit report.

However, the other information does not include the financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not and will not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial state-
ments or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If, based on
the work we have performed on the other information obtained prior to the date of this auditor’s report and
set out in paragraph (i) above, we conclude that there is a material misstatement of this other information,
we are required to report that fact. We have nothing to report in this regard.

When we read the other information expected to be made available to us after the date of this audit report
and set out in paragraphs (ii) above, if we conclude that there is a material misstatement therein, we are
required to communicate the matter to the directors and, if necessary, to take appropriate action, considering
our legal rights and obligations, to seek to have an uncorrected material misstatement appropriately brought
to the attention of users for whom the auditor’s report is prepared.

Responsibilities of the Directors for the Financial Statements

As explained more fully in the Statement of Directors’ responsibilities on pages A-2 to A-3, the directors are
responsible for the preparation of financial statements that give a true and fair view in accordance with the
Guideline, and for such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for using the going concern basis of
accounting in accordance with the Guidelines.

The directors are also responsible for overseeing the financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.
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Independent auditor’s report (continued)
to the Directors of
the Central Bank of Malta

Auditor’s Responsibilities for the Audit of the Financial Statements (continued)
As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material mis-
statement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effective-
ness of the Bank’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting esti-
mates and related disclosures made by the directors.

Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or condi-
tions that may cast significant doubt on the Bank’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However,
future events or conditions may cause the Bank to cease to continue as a going concern. Accordingly, in
terms of generally accepted auditing standards, the absence of any reference to a material uncertainty
about the Bank’s ability to continue as a going concern in our auditor’s report should not be viewed as
a guarantee as to the Bank’s ability to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements, including the dis-
closures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with the directors regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that we identify
during our audit.

The audit was drawn up on 18 March 2024 and signed by:

Saral

h Curmi as Director

in the name and on behalf of
Deloitte Audit Limited
Registered auditor

Cent

ral Business District, Birkirkara, Malta.
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