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Economic performance in the EU and Euro Area

During the second quarter of 2018& Eiro Area
emerged from 18 months of negative econon
growth, when comparing on a quarterly bas
Modest growth was recorded in numerol
member states with some marking an end to t
recession. However the unevereconomic
recovery currently experienced uhin the bloc
together with the growthdip registered durinc

the third quarter of 2013 raises concern @n

sustainability

The averagegeneral government gross debt -
GDP ratio ofEuro Area countries continued 1
grow during 2013 deviating further from the ¢
per cent benchmark established by the Stabi
and Growth Pact. This trend of del
accumulation may threaten economic stabil
should unsustainable government spending ¢
sluggish growth continue to persisbovernment
deficit to GDP is undergoing a downward trel

however is still away from the 3 per me

benchmark.

Unemployment figures continued to increa
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during 2013 reaching historic hightes. Drastic
divergence in unemployment rates ex
between member states, with Greece and Sp
registering the highest number of unemploy:
within the bloc. Furthermore unemployment
amongst youths soaredtanding at 24 per cen
in the Hiro Area and EU average as at thi

guarter of 2013.

Inflation, calculated through the harmonise
index of consumer prices (HICP), fell to its low
levelduring the year, wh the Euro Area and EL
average ending the year at 1.5 and 1.6 per ¢
respectively. This low rate is attributed by we
domestic demand and decreasing energy pric
Due to the prolonged low inflationary period tt
ECB maintained its central refinancirage at a
record low of 0.25 per cent and kept the depo

rate at zero.

Spreads between yields on tgear bonds
issued byEuro Area governments and that c
Germany narrowed during the year. Memb
states that registered a large spread during 1
previous years are nhow experiencing a drop
yields with the most distinct drop coming fro

Greek bonds.
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Economic Outlook for the Euro Area

Economiesin the Eirozone are showing initial signs of modest recovery aftanndergoing a
prolonged period offinancial and sovereigudistressmarking the recession as historic since the
inception of the eura Confidence in the curren®Qéntegrity is gaining strengthitogether with
increasingexpecations for growth togain momentum with domestic demandexpected to be the
main driver.TheEUCommission forecasts economic growth in the Euro Area to reach 1.1 per cent in

2014, ands expectedo continue increasingp 1.7 per cent the following year.

Numerous governments opted fatrastic fiscal consolidation measures during the financial crisis
aimedto curb growing defick. The intensity of fiscaldjustmentis expected to diminishin 2014as
temporary taxincreasing measures start to phase oDebtto-GDP ratio is projected to peak at a
slower pace in 2014 compared to previous yeargh the Commission projecting% per centratio

in the EU and 9er centin the Biro Area. Government detit in the Euro Area iexpected to
continue with its downward trendalling below the 3 per cent benchmawknd forecasted toreach

2.5 per cent of GDin 2014

Inflation is forecasted to remain at a low rate also in 2014 with the ECB affirming to have th
necessary stimulating tools in case of deflationary riSkse ECBas cut its inflation forecast to 1.1

per cent in 2014 and consequently 1.3 per cent in 2015. Inflation is expected to remain below its 2
per cent target for the coming years as priceegsures in theeuro Area are expected to remain

subdued.

Unemployment is amajor concern in the EUwhich is further intensified by the growing
unemploymentrates amongst youths The Commissioprojects unemploymentto reach12.5 per

centin 2014 .Policy action to curb unemployment mpyovefutile if economic growthremains slack
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Progress is currently overshadowed tne multi-speed recovey currently experienced within the

bloc, which is interfering with the aspiration of deepening the integration processrther reform
targeted to improve growth prospects anstrengtheneconomiesto be resilient to domestic and
external shockss necessaryThe enterig into force of the Single Supervisory Mechani®egulation

in 2014 will be a major stejn the Eurozon® & & of NGIdHE a stronger institutional financial
framework as thatof the Banking Union. The structural reform will also entail the settingptip

single European recovery and resolution framework, the establishment of a single rulebook, and a
common system of deposit protection. This robust financial framework will preserve and strengthen

governance contributing to a deeper economic and mongtatrion.



Key Economic statistics

Malta

Euro area (17 countries)

EU (28 countries)

as at2012Q3

as at2013Q3

as at2012 Q3

as at2013 Q3

as at2012 Q3

as at2013 Q3

Economic growth
(with respect to the

1.1% 1.9% -0.9% 0% -0.6 % 0.3%
same quarter of the
previousyear)
as at2012Q2 | as at2013Q2 as at2012 Q2| as at2013 Q2 as at2012 Q2| as at2013 Q2
Deficit-to-GDP 1.8% 2.2% 3.9% 3.4% 3.4% 3.4%
(seasonally adj)
Debtto-GDP 75% 76% 90% 93% 85% 87%
as at2012 Q3| as at2013 Q3 as at2012 Q3| as at2013 Q3 as at2012 Q3| as at2013 Q3
Inflation 2.7% 2.0% 2.7% 1.9% 2.9% 2.1%

as at2012 Q3

as at2013 Q3

as at2012 Q3

as at2013 Q3

as at2012 Q3

as at2013 Q3

Unemployment

Youth[< 25 yrs]

Total[25 to 74 yrs]

Male [25 to 74 yrs]

Female25to 74yrs]

14.7%

5%

4.3%

6.1%

14%

5.3%

5.3%

5.3%

23%

9.9%

9.6%

10.2%

23.4%

10.5%

10.3%

10.7%

22.8%

8.9%

8.7%

9.1%

23.1%

9.2%

9%

9.4%

as at2012 Q2

as at2013 Q2

as at2012 Q2

as at2013 Q2

as at2012 Q2

as at2013 Q2

Employment
Total

Male

Female

58.5%

72.5%

43.9%

60.5%

73.9%

46.5%

64%

69.6%

58.3%

63.6%

68.9%

58.20

64.2%

69.7%

58.6%

64.1%

69.4%

58.8%

Source: Eurostat




Major Economic trends

This sectionprovides an overviewon the major economic trends comparinga I £ G Qa

performana with that of the Euro fea and EU average.

Gross Domestic Product (GDP) per capita
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€5,000 -
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an increase from the previous year of 0.4 per cent andogrécent.

Economic growthquarter-on-quarter)
al tial Qa ic S Cgeoyith 3% -

contracted by 0.4 per cent durin 29 -

the third quarter of 2013. Thi 1% -

contrasts with the sharp increas 0% -

registered during the secon 1% 1

-204 -
quarter of the same yeaof 2 per ’

Q1|Q2|Q3|Q4|Q1|Q2|Q3|Q4|Q1|Q2|Q3|
2011 2012 2013

—fh—Malta =¢~Euro area

cent In the Euro Pea, economic

growth during the second quarter
Source: Eurosta

expanded by 0.3 per cent and consequently by 0.1 per icethte following quarter
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al f (Glowramentdeficitto GDP

al f (le@d@ g&ernment

50% - 7%
45% -
deficit to GDP ratio stood a 409 - -6%
35% - 5%
5.2 per cent as at third 30% - -4%
25% - ey
quarter of 2013 which i4.9 20% A °
15% - 2%
. . 10% -
percentage points higher tima 502 i -1%
_ _ 0% 0%
that registeredin the same Q1| Q2| Q3| Q4| Q1| Q2| Q3| Q4| Q1| Q2| Q3
guarter of the previous yeat 2011 2012 2013
Total revenue Total expenditure === Deficit
Total revenue increased by
SourceNSO

4.7 per centwhen comparingthe first three quarters of2013 with that of the previous year The
increase during the third quarter was mairdye to higher proceeds frortaxes on production ant
imports. Conversely total expendituriicreased by7.2 per cent The increase registered during tl
third quarter wasa result ofincreases insocial benefits andsocial transfers inkind, compensation of
employees andyrosscapital formation. Total revenue onstitutes 38 per cent of GDP, whereas tot

expenditure reflects 8.2 per cent of GDP.

General Government gross debt to GDP

al tid Qa HSY.SN\]f 100% -

to GDP together with that of thi 90% - E—E—H—H_H’H

80% -

Euro Area average continued
70% - W

increase, diverging further from th
L e i

60 per cent benchmarka I £ € g,
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=$—-Malta =fd=Euro area

total general government debt t

GDP as at second quarter of 2013
Source: Eurosta

increased to 75.8 per cent. Whereas the Euro Area average stood at 93.4 per cent.
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Inflation

Inflation, measured by the

harmonised index of consume

prices, continued to declin

reachingl per cent as atnd of
2013. This reflects a drop of
percentage points from tha
registered at the ed of the

previous year. In theuto Area
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average, inflation stood at 1.5 peent as at end of yeafThis trend of decline in theukb Area has

been going orsince August 2012, nrdy due to slack in the economies

Unemploymentrate

Unemployment in Malta stood &
6.4 per cent as at third quarter ¢
2013. Compared to the Euro Art
average, unemployment in Malt
remained relatively constant. Th
rate registered in the Euro Are
stood at an altime high of 12.1 peil

cent.
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Employmentin Malta

The btal employment rate in Malte  ggoy, -

stood at 61 per cent as athe 70% - "
second quarter of 2013.This 0% o, & _ , & P O

50% -
40% W

30%
same quarter of last year. The me Q1 | Q2 | Q3 | Q4 | Q1 | Q2 | Q3 | Q4 | Q1 | Q2 |
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reflects 2 pectentage points

increase whencompared to the

increase in employment canmfeom

ef=Total =¢p=Males =f@=Females

the increase in the participation
Source: Eurosta

rate of females. Female employment increased by 2.6 percentage points from the second que

last year till thatof this year, standing at 46.5 per cent. Whereas male employment stood at 7

cent, registering 1.4 percentage points increase from the second quarter of the previous year.

Foreign Direct Investment Flows in Malta

Net Foreign Direct Investmerfiftows ¢ 1,000,000,000-

in Malta declined in 2012 wher ©209:000:000]

€ 600,000,000 ’6\
comparing to tlat of the previous ¢ 400.000.0004 I’I/ \

year. This drop was mainly due t € 200,000,000 \‘_\L' |
) ) i €0 T T T 1
decreases in equity capital ar . —
-€ 200,000,000+

increases in receivables from dire ¢ 400 000,000-

=

2009 2010 2011 2012

investors, which were partl
=== FDI debit flows in Malta

fd FDI credit flows in Malta
£ Net FDI flows in Malta
reinvesting earning Contribution === Contribution to FDI flows in Malta from Financial and Insurance activitie:

counterbalanced by an increase

Source:NSO news releag261/2013
to FDI flows in Malta from Financial and Insurance activitigdled to EUR 79.7 million during 2012.
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Balance of Payment

SourceCentral Bank of Malte

The current account balance registered a higher surplus during the second quarter of 2(
compared to that of 2012, registering a surplus of EUR 85.4 million. Trade deficit reduced by E
million compared to the previous year due to incurring ast drop in imports and exports, where
the services account increased by EUR 39.9 million. The net negative balance in the income

rose by EUR 30.8 million, whereas the net positive balance in the current transfers account decr
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