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The following symbols have been used throughout this document:

to indicate that data are not available;
— to indicate that the figure is negligible;
0 to indicate that the figure is zero;
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n/c to indicate that there is no change in the data.

Figures may not add up due to rounding.
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1. Overall Policy Framework and Objectives

The Maltese economy has proved to be resilient and fundamentally sound in the midst of major international
economic and financial shocks. The fact that the banking sector was left unscathed during one of the most
severe international financial crisis indeed contributed to this stability. An increasingly diversified economy
with a healthy balance between manufacturing and several services sectors also helped in this regard. The
2009 recession was therefore short lived and while economic growth remained sluggish and anemic up till
now, the growth rate did not fall into negative territory. In the meantime employment also held up its pace.

And yet, the political and electoral uncertainty during 2012 led to substantial weakening of domestic demand
which in turn led to a deterioration of the public finances. As a result, Malta exceeded its deficit targets for
that year.

The Government believes that the expected recovery in domestic demand following the election of a new
government, together with stricter control on projected expenditures would help Malta to reach a deficit target
of 2.7 per cent of GDP in 2013 and continue to reduce it further in subsequent years. Indeed the Government
is aiming towards a balanced budget position in the medium term.

The Economic Partnership Programme presented by the Government of Malta on 1% October 2013 clearly
delineates a two-pronged strategy based on structural economic reforms leading to greater investment and
economic growth whilst placing revenues and expenditures on a sustainable path.

1.1 Major Structural Reforms: Addressing Malta’s CSRs

The Government’s economic and fiscal strategy rests on a number of key policy planks, which while vital for
the development of the economy;, are primarily meant to address the weak factors as laid out in the country’s
CSRs by implementing their respective recommendations:

1. Ensuring public finance sustainability in the short to medium term, while also addressing the long term;

Raising potential output, in particular through the increasing of the labour force participation, especially
of women, raising skill and education levels, promoting lifelong learning, and increasing productive
capital investment;

3. Enhancing the competitiveness and transparency of the products and services markets whilst strengthening
consumer protection, including a holistic justice reform;

4. Effectively reduce bureaucracy especially significantly reduce the length of public procurement process,
and ensuring that the public service is efficient and cost-effective:

5. Safeguarding the successes achieved by the Maltese financial sector as based on sound regulation and
ensuring it continues to follow rigorous practices;

6. Prioritising the promotion of a diversified and balanced economy, with renewed importance given to
the maritime sector.

These reforms together with others including those addressing the energy sector, are presented in more detail
in Table 6.a in Appendix and in the Economic Partnership Programme submitted to the European Commission
and the ECOFIN Council earlier this month.

1.2 Budgetary Targets

This Draft Budgetary Plan presents the budgetary measures aimed at reaching Malta’s fiscal targets in 2014.
In particular the Government aims to continue reducing the deficit to 2.1 per cent of GDP, in line with the
targets presented in the April’s Budget Speech 2013 and earlier in the Stability Programme. Government is
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also committed to stabilise the debt ratio in 2014. In addition a structural effort of around 0.5 per cent of GDP
in 2014 is being targeted, within the context of an economy which is still recovering from a negative output
gap. In order to achieve these targets a number of permanent discretionary tax measures are contemplated
in this Draft Budget Plan aimed at ensuring that the correction in the deficit achieved in 2013 is permanent.

The fiscal consolidation effort is supported from both revenue and expenditure. Any expansionary measures
are neutralized or counterbalanced by other contractionary ones.

The main fiscal consolidation measures for 2014 include the 2006 pension reform initiatives, through
additional revenue and expenditure savings, a number of indirect tax measures to be announced in the budget,
ameasure introducing a non-domestically paid fee for a new service, and measures which restrict recruitment
in the public sector. In addition the equity injection in Air Malta will be almost two-thirds less than this year.
The expansionary measures are aimed mainly to spur growth and employment. Other measures are aimed
at distribution of income towards the most needed households in the Maltese society.

These measures will be sustained by stronger drives against tax avoidance and tax evasion, and the control
of public expenditure through an ongoing Spending Review aimed at identifying efficiency gains in public
expenditure and controlling the rise in its discretionary elements.

1.3 Endorsement of the Macroeconomic Projections

The fiscal projections have been carried out on the basis of macroeconomic projections prepared in June
2013. When compared to similar projections carried out by independent institutions such as the European
Commission, the Central Bank of Malta, the International Monetary Fund and a number of rating agencies,
the government’s forecasted figures are generally more conservative.

In the absence of a fiscal council, the macroeconomic projections have been submitted for the scrutiny of
the National Audit Office (NAO), an independent institution established by the Constitution of Malta. The
National Audit Office Report was submitted in September. It concluded that the methodology employed by
the Economic Policy Department within the Ministry for Finance was sound, and the assumptions plausible.
Growth forecasts were deemed to be prudent. However the National audit Office identified some risks to the
composition of growth in view of the more recent release of national accounts data where domestic demand
is taking longer to recuperate though over-all growth was not affected.
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2. Economic Outlook

2.1 The Short-Term Scenario

In the first half of 2013 the Maltese economy continued to grow at an average rate of 1.8 percent despite
weaker than expected developments in the Euro Area. Furthermore employment continued to grow at a
substantial rate of 3.6 per cent in the second half of 2013. The world economy which continues to suffer from
the fallout of the financial and the sovereign debt crisis has not been able to revive the growth conditions
of the preceding decade.

During the first half of the year, GVA at basic prices increased by 5.5 per cent compared with a 1.6 per
cent in the same period of 2012. Growth in GVA at basic prices is attributable to increases registered in all
sectors of the economy with the exception of the construction activities sector. Significant increases were
recorded in the financial and insurance activities sector, in the information and communication sector, in
the professional, scientific and technical activities sector, in the public sector, in the manufacturing sector,
and in the mining and quarrying, electricity, gas, steam and air conditioning supply, water supply, sewerage,
waste management and remediation activities sector, the latter is largely the result of a base effect over the
same preceding period.

From the income side, the growth in GDP was mainly driven by the growth in compensation of employees
and gross operating surplus and mixed incomes as they grew by 5.4 per cent and by 5.8 per cent, respectively.
On the other hand, the taxes on production and imports over the first half of the year decreased by 8.7 per cent
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while the subsidies on production and imports increased by 0.5 per cent. It is noteworthy that compensation
of employees and gross operating surplus and mixed incomes both contributed 2.5 percentage points. On
the other hand, taxes on production and imports contributed negatively by 1.2 percentage points while the
contribution from subsidies on production and imports were negligible.

In 2013, the Maltese economy is expected to keep its growth momentum, rising by 1.2 per cent in real
termst. Growth is expected to be underpinned by positive developments in both the domestic and the external
sectors of the economy. Private consumption is expected to increase by 1.2 per cent supported by strong
employment, return of consumer confidence and moderate appreciation of wages. Government expenditure
is expected to decrease by 0.4 per cent during 2013, reflecting efforts to consolidate public finances. Gross
fixed capital formation is forecasted to increase marginally by 0.7 per cent. The positive development in
net exports is expected to persist during 2013 with both exports and imports expected to register positive
growth rates?. In 2013, exports are expected to increase by 1.9 per cent while imports are expected to grow
by 1.5 per cent in real terms. In 2014 growth is expected to increase to 1.7 per cent supported by a stronger
domestic demand component.

Table 2.1 presents the main macroeconomic indicators for the years 2010-2014. The figures for the 2010-
2012 period and the January-June figures for 2013 have been published by the NSO, whilst annual figures
for 2013 and 2014 are forecasts underlying the budgetary projections.

2.1.1 Assumptions for Projections
The macroeconomic forecasts presented in this Stability report are based on the following assumptions:

e Economic activity in Malta’s main trading partners is expected to increase by 0.3 per cent in 2013
followed by a positive growth rate of 1.4 per cent in 2014.

» Oil prices are assumed to remain relatively stable for 2013 at an average of US$106.9 per barrel and to
decrease marginally to US$105.4 per barrel in 2014.

» Both short-term and long-term interest rates are assumed to remain broadly stable during the forecast
period. The real effective exchange rate is also assumed to remain broadly constant for the remaining
forecast period.

»  Government employment follows a downward trajectory as Government restricts recruitment in non-
essential categories.

» Changes in inventory are assumed not to contribute materially to GDP growth.

2.1.2 Risks to Outlook

The medium-term outlook for the global economy is one of steady growth. Nevertheless, there are a number
of factors that could restrain growth prospects.

The independent report presented by the National Audit Office about the assessment of the macroeconomic
forecasts on the Maltese economy presented by the Ministry for Finance presents both downside and upside
risks to economic growth. Among the most immediate downside risks is the possibility that the recovery
in domestic demand will not take place whilst export recovery may also be weaker due to the degree of
uncertainty in the global economy at this current juncture. Furthermore, there is also the possibility of
heightened geopolitical uncertainty that could trigger a sharp increase in the price of oil. On the other hand,
there are also upside risks which can bolster economic growth such as a stronger recovery in private investment
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through the capital projects in the energy sector and a stronger performance in private consumption assuming
the reduction in households’ energy tariffs. Moreover, greater confidence stemming from successful policy
measures and waning supply-side disruptions, if the risk premium in oil prices dissipates, could foster a
more forceful rebound in investment whilst a weaker euro exchange rate against the US Dollar and the
UK Sterling would also make Maltese exports more competitive and boost external demand for Maltese
output. Furthermore, stronger than expected growth in Malta’s main trading partners will result in positive
export prospects and thus translate to economic growth. Overall the risks surrounding the forecasts remain
significant and are broadly balanced.

2.1.3 Employment Prospects

The labour force survey recorded an employment growth rate of 3.6 per cent in the second quarter of 2013,
higher than the average growth of 2.4 per cent in 2012. Employment is expected to continue to grow at 1.8
per cent in 2013 and 2014. This is expected to support a higher female employment rate, partly reflecting
increased efforts from Government to increase female participation, and an increase in employment flexibility.

Growth in output is expected to be supported by the emerging growth sectors with the possibility of gaining
market shares in industries such as pharmaceuticals, aircraft maintenance, information and communication
and the financial and related business services. These sectors will increasingly offset the decline of more
traditional sectors of the Maltese economy and are likely to increase further the openness of the economy.

In 2013, the unemployment rate (based on the Harmonised definition) is expected to decrease by 0.2 percentage
points to 6.3 per cent and to remain broadly the same in 2014.

2.1.4 Inflation

The inflation rate (HICP, twelve month moving average) which during 2012 stood at 3.2 per cent started
falling during the first half of the year with the latest report showing it at 1.8 percent. Annual inflation is
expected to decelerate to 1.7 per cent in 2013 and to increase again to 2.3 per cent in 2014.

2.2 Comparison to Commission’s Spring Forecast

The spring forecasts published by the European Commission project a growth rate for Malta of 1.4 per cent
in 2013 and to 1.8 per cent in 2014, as domestic demand gradually strengthens to become the main driver
of growth. Forecasts for real GDP growth in 2013 presented in this draft budgetary plan are 0.2 percentage
points and 0.1 percentage points lower than the rate forecasted by the European Commission for 2013
and 2014, respectively. This is attributed mainly to a higher expected net contribution from the external
sector in 2013 and a lower contribution from domestic demand to economic growth than that recorded in
the Commission’s spring forecasts for 2013 and 2014, respectively, with the exception that in 2014 both
institutions are expecting a contribution of 0.2 percentage points from net exports to overall real economic
growth. Both sets of forecasts are consistent with a domestically-led growth scenario. Forecasts presented
in this draft budgetary plan are also lower compared to the latest forecasts published by the Central Bank
of Malta. The Central Bank projects real growth rate of 1.4 per cent and 1.9 per cent for 2013 and 2014,
respectively.

With regards to nominal GDP, the MFIN is expecting a growth rate of 3.7 per cent and 3.8 per cent for 2013
and 2014, respectively, being marginally higher by 0.1 percentage points in 2013 but relatively cautious by
0.3 percentage points in 2014, respectively when compared to the European Commission’s spring forecasts.

The European Commission will be updating its forecasts in the coming weeks by its autumn round of forecasts.
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2.3 Potential Output and the Output Gap

Average potential economic growth, which is a measure of the growth potential of the economy, stood at
2.0 per cent during the period 2006-2012. This rate of growth is marginally lower than the average potential
growth rate pertaining to the period 2000 — 2005. It is pertinent to point out that the rate of growth of potential
output has decelerated markedly from the year 2009 onwards. This deceleration in potential output is expected
to reach a through in 2014, and exhibit a marginal gradual increase over the forecast period. This slower
growth rate in potential output compared to the pre-crisis levels is underpinned by a lower contribution from
the capital factor and a lower contribution from the labour factor input. Over the forecast period 2013-2016,
average potential growth is expected to hover around 1.2 per cent level, mainly underpinned by a positive
contribution from labour and total factor productivity, with the contribution of capital expected to remain
largely subdued in the short term. This is illustrated in Chart 2.1.

The output gap, is defined as the difference between actual and potential output, expressed as a ratio of potential
output. The gap is indicative of the cyclical developments prevailing in the Maltese economy. Following a
number of years in which the Maltese economy operated with a negative output gap, the output gap turned
positive in 2007. This however proved to be short-lived, since during 2009, following the international
recession and the subsequent contraction of the domestic economy, the output gap turned negative yet again.
Indeed, in 2009 the output gap is estimated to have declined to a negative of 2.0 per cent. In the subsequent
years, although the negative gap between potential and actual output contracted, the output gap remained
negative and is estimated to have stood at a negative 1.1 per cent in 2012. The output gap is estimated to
continue closing down steadily until the year 2015.

Footnotes:

1 Macroeconomic forecasts were carried out in June 2013 and submitted to the National Audit Office for endorsement in July 2013.
The NAO report, published in September 2013 is included with this Draft Budgetary Plan.

2 These forecasts are based on the June release of National Accounts and Balance of Payments data and therefore do not include the
most recent information. At that time, a stronger recovery in domestic and external demand was expected.
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3. General Government Budgetary Developments

In 2012, a worsening of economic conditions caused by the protracted electoral uncertainty led to weaker
domestic demand and postponed private consumption. This impinged negatively on public finances. As a
result, the actual fiscal imbalance recorded in 2012 increased by 1.0 percentage point over the original 2.3
per cent Budget estimate and with an end of year reported figure of 3.3 per cent of GDP, exceeding the 3
per cent of GDP reference value of the Treaty. In addition, in 2012 the debt ratio increased to 71.3 per cent
of GDP, above the 60 per cent of GDP reference value, and Malta did not make sufficient progress towards
compliance with the debt reduction benchmark, in line with the requirements of the transition period.

Against this background, on 21st June 2013, the ECOFIN Council decided that an excessive deficit existed
in Malta and recommended that Malta takes action to reduce the excessive deficit by 2014. Furthermore,
the Council set headline deficit targets of 3.4 per cent of GDP for 2013 and 2.7 per cent of GDP for 2014,
consistent with an improvement of the structural balance of 0.7 per cent of GDP in both years whilst also
setting a deadline of 1st October 2013 for taking effective action. The Council called on Malta, to continue
progress towards its medium-term objective of a balanced budget in structural terms following the correction
of its deficit.

3.1 Budgetary Targets

The increase in the general Government balance above the 3 per cent of GDP reference value, is considered
by the Government to be temporary and exeptional. Malta remains committed to reach a deficit target of 2.7
per cent of GDP in 2013, supported by a number of structural reforms and on the assumption of a recovery
in domestic demand conditions in the second half of the year. The decline in the ratio of general Government
deficit-to-GDP is expected to be sustained and the fiscal imbalance is expected to be reduced further from
2.7 per cent in 2013 to 2.1 per cent in 2014. Furthermore, Government's fiscal policy objective remains that
of ensuring a sustainable fiscal position by gradually but consistently reducing the fiscal imbalance, to reach
a balanced budget in the medium-term.

In line with the requirements of the revised Stability and Growth Pact, Malta will continue to aim for a
balanced budgetary position net of one-off and temporary measures over the cycle as its medium-term
objective (MTO). The achievement of a balanced structural position in the medium-term is necessary in
order to ensure a stable and sustainable debt-to-GDP ratio and to make adjustments necessary to finance
the future cost of ageing. As indicated in Table 2.a, when one corrects for the cyclical effects, the budget
deficit is expected to decline from 2.9 per cent of GDP in 2012 to 1.9 per cent of GDP in 2014. This should
be seen in the context of a negative output gap. At this juncture, it is pertinent to note that since there is
significant uncertainty surrounding the potential output and output gap estimates, a certain degree of caution
is warranted in the analysis of the structural adjustment over the forecast period. The structural balance® is
expected to decline from 3.0 per cent of GDP in 2012 to 2.0 per cent by 2014, as reliance on one-off deficit
reducing measures is expected to remain contained.

Government’s debt strategy remains that of ensuring that the financing needs of the public sector are met at
the lowest possible cost while concurrently minimising medium and long-term interest rate risk. The negative
primary balance and moderate economic growth relative to the interest paid on the debt had an expansionary
impact on the debt ratio in 2012. Furthermore during 2012, stock flow transactions are estimated to have
resulted ina 0.7 percentage point increase in the debt-to-GDP ratio. These transactions were in relation to an
equity injection in Malita plc and the European Stability Mechanism (ESM), a sizeable European Financial
Stability Facility (EFSF) re-routing and a notable decline in cash holdings. In 2013, the expected recovery in
the underlying economic growth momentum is expected to contribute to a 2.5 percentage point decline in the
debt-to-GDP ratio which, together with a positive primary surplus are expected to compensate for the upward
pressure of interest expenditure on the debt-to-GDP ratio. Nevertheless, during 2013, stock flow transactions
are expected to result in a sizeable 1.7 percentage points expansion in the debt ratio. This is expected to be
largely underpinned by an expansion of cash holdings. In 2014, the *snowball effect’ is expected to result
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in a decline in the debt ratio of around 0.5 percentage points as the rate of nominal GDP growth and the
primary surplus are expected to more than offset the expansionary impact of interest expenditure. This will
be completely offset by stock flow transactions of 0.5 percentage points of GDP, such that the debt ratio will
stabilise at a level of 73.2 per cent of GDP in 2014. Developments in the debt ratio and the contributors to
the trajectory of the debt-to-GDP ratio are presented in Table 2.b

3.2 Expenditure and Revenue Projections under the no-policy change Scenario

In the absence of policy intervention, as illustrated in Table 3, the revenue ratio would increase by 0.9
percentage points to 42.8 per cent of GDP in 2014. Of this increase, 0.4 percentage points is attributable to
EU grants. The dynamism in tax revenue relative to economic growth is also related to the rather tax rich
composition of growth, particularly in view of the expected recovery in domestic demand. It also reflects
strong ongoing efforts to recover tax revenue arrears through various administrative measures supported by
legislative changes which give further powers to the Minister for Finance towards this aim. Administrative
reforms aimed at consolidating the revenue departments and thus increasing the efficiency of revenue
collection are also at a very advanced stage.

Meanwhile, in the absence of policy intervention, the expenditure ratio is expected to increase marginally
by 0.3 percentage points to 44.9 per cent of GDP by 2014.

Developments in revenue and expenditure at unchanged policies mainly reflect developments in capital
projects financed from EU investment grants, such that revenue flows correspond to similar increases in
expenditure, as well as the impact of discretionary revenue and expenditure measures announced and adopted
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in previous years and which are expected to have an impact on public finances during 2013 and 2014.

3.3 Expenditure and Revenue Targets

During 2014, the general Government deficit is projected to decline by a further 0.6 percentage points of
GDP from 2.7 per cent to 2.1 per cent. The more restrictive fiscal stance projected for the next fiscal year
is mainly attributable to an increase in the revenue-to-GDP ratio which is expected to more than offset the
increase in the ratio of total expenditure to GDP.

On the expenditure side, lower expenditure on compensation of employees will be offset by higher expenditure
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on gross fixed capital formation and intermediate consumption. The increase in gross fixed capital formation
from 3.3 per cent of GDP to 3.8 per cent of GDP primarily reflects higher expenditure related to capital
projects financed from EU funds under the 2007-2013 Financial Framework and thus corresponds to analogous
increases in revenue. Meanwhile, the increase in intermediate consumption, compensation of employees,
subsidies, social benefits, capital transfers and ‘other expenditure” in Table 4.a primarily reflects the impact
of an allowance provided under these categories to allow for the fiscal impact of expansionary measures to
be announced in the Budget of 2014, including measures that are intended to spur growth and employment.
These will be in part offset by a lower capital injection in the national airline, which is expected to decline
from €40 million in 2013 to €15 million in 2014. Other discretionary expenditure measures include expenditure
savings from the pension reform initiative and savings from Government’s restrictive policy on recruitment
in the public sector, which help to limit the growth pressures from social benefits and compensation of
employees, respectively. In total, as indicated in Table 3.1, this combination of expansionary measures and
expenditure consolidation measures are expected to contribute marginally to the improvement in the deficit
ratio by 0.25 percentage points of GDP.
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Meanwhile, increases in the main items of tax revenue are expected to keep pace with the projected
macroeconomic developments. In particular, the ratios-to-GDP of current taxes on income and wealth, capital
taxes and social contributions are expected to remain relatively stable. The ratios of 'other revenue' and taxes
on production and imports are expected to increase by 0.6 percentage points of GDP. These developments
are mainly driven by the impact of a series of indirect tax measures to be announced in the Budget 2014.
Meanwhile, the higher ratio of ‘other’ revenue to GDP is mainly on account of higher revenue from EU
investment grants.

As indicated in Table 3.1, the noteworthy increase in the revenue ratio, which is expected to increase by 1.22
percentage points of GDP to 43.1 per cent in 2014, is mainly on account of the impact of discretionary revenue
measures. The main revenue increasing measures to be announced in the 2014 Budget and the additional
revenue from social contributions as a result of the 2006 pension reform will more than offset the negative
impact of the gradual widening in the income tax bands. In aggregate, the discretionary revenue measures
underpinning fiscal consolidation are expected to contribute to a net 0.44 percentage point improvement in
the deficit-to-GDP ratio.

As the domestic demand led economic recovery becomes more sustained as from 2014, revenue is also
expected to rebound, as reflected in a positive tax revenue buoyancy of 0.45 percentage points of GDP.
Meanwhile, the ‘other’ revenue category is expected to contribute to a 0.32 percentage point decline in the
2014 deficit-to-GDP ratio, mainly on account of EU investment grants, reflecting the expected timing of
implementation of projects financed from the Financial Framework for the period 2007-2013. However,
such inflows correspond to similar increases in outlays and thus have a predominantly neutral impact on
the budget balance.

A list of discretionary measures included in the draft budget and underpinning the expenditure and revenue
targets for 2014 is presented in Table 5.a. Given that these measures are all undertaken at central Government
level, Table 5.b would be identical to Table 5.a and is thus not replicated in this report.

3.4 Divergence from the April 2013 Stability Programme

The targets for the general Government balance have remained unchanged since the April 2013 Update of
the Stability Programme. Meanwhile, the targets for the general Government balance at unchanged policy
have been revised by 0.3 and -0.3 in 2013 and 2014, respectively. These revisions are mainly attributable to
both deviations stemming from changes in the projected macroeconomic scenario, as well as to the fact that
the no-policy change scenario is defined differently for the purpose of the Draft Budgetary Plan as compared
to the Stability Programme.
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Footnote:

1 MFIN estimate of revenue from one-off and temporary measures
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4. Distributional Implications of Budget Measures

The new Government is committed to the principle that economic prosperity and wealth should be felt and
enjoyed by all. This principle underpins the plans for fiscal consolidation outlined in the Draft Budget for
2014. The Budget is presenting a set of tax-benefit measures which address the social dimension by addressing
the following policy objectives.

4.1 Improving Employability

Being in employment is a key factor in determining the standard of living of households and helps reduce
poverty. Statistics from the Survey on Income and Living Conditions 2011 indicate that the risk of poverty
rate is negligible for households in employment. This Government is proposing a series of policy changes
in the benefit system aimed to reduce disincentive to work for specific groups, in particular widows, single
parents, the long term unemployed and older workers. The Government is seeking to introduce the tapering-
off of benefits for the long-term unemployed to remove the high marginal tax rate for persons entering the
labour market. Government is also continuing, with the widening of the income tax bands for the 25 per
cent tax bracket to include a proportion of those who were previously in the 35 per cent tax bracket. This
measure will also contribute to raise incentive to work, by raising post-tax disposable income of many
middle income earners.

Investment in human capital is also important in determining the employability of the workforce. In this
regard, Government is planning specific work and training programmes addressing particular groups with a
specific emphasis on the problems of the Gozitan labour market. Government is also committed to raise the
number of persons in tertiary education through the development of scholarship schemes and the launching
of Lifelong Learning Strategy.

Enabling a better work-life balance is also important in enabling specific groups, notably parents, to remain
in the labour market, whilst fulfilling their family responsibilities. In this regard, Government is widening
access to childcare facilities to allow working mothers to enter the labour market and the introduction of
initiatives to open school earlier and provide support for longer hours to help working parents with childcare.

4.2 Improving Quality of Life for Senior Citizens

Government is committed to improve the quality of life for our senior citizens, in particular by supporting the
income of specific groups of pensioners as well as the services offered for the care of elderly. In this regard,
Government is investing in the facilities for the care of the elderly, both the long-term care residences as
well as day care centres. Many of the social measures are intended to assist the elderly to stay at home thus
helping ease the burden on government institutions.

4.3 Improving Quality of Life for Persons with Disability

Government is also committed to enhance the quality of life for persons with disability. This will be carried
out by supporting the benefits received by parents of children with disability, as well as enabling households
to continue providing care to disabled persons within the confines of their home. Any provision in home will
not only benefit the person with special needs but will also lower the cost of the care required.

Government is also extending the services provided by public agencies in investing further in facilities,
extending the provision of community-based residences, extending the capacity of day centres and expanding
respite care for parents of persons with disability.
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4.4 Improving Quality of Life for Families

The Government makes it its priority to improve services aimed at addressing the family by consolidating
existing services, the provision of crisis intervention, other support beyond office hours and the development
of further community-based services. Government is providing additional resources for public housing. This
Administration is also introducing taxation measures intended to incentivise voluntary third pillar pension
savings, thus enabling individuals to enhance the future adequacy of their retirement incomes.

Government is also enhancing the quality of life of Maltese families and households through the extension
of incentives aimed at raising energy efficiency as well as measures to reduce the use of energy at home.
Such measures will help reduce household expenditure on energy and thus support disposable income.

4.5 lllustration of the Quantitative Impact of a Selection of Budget Measures

4.5.1 Revenue Measures

Focusing on a selection of indirect tax measures being proposed in this document, data from the latest
Household Budgetary Survey indicates that the share of consumption for the product categories affected by
the tax measures is the lowest amongst households in the bottom quintile of the income distribution, with the
strongest impact being for persons in the fourth quintile. As illustrated in Chart 4.1, these statistics indicate
that the incidence of taxation for a selected group of products for which quantification could be applied,
finds that this selection of indirect tax measures is rather progressive.

At the same time, Government is continuing, with the gradual marginal widening of the income tax band
announced in the original 2013 Budget. This widening in the income tax bands, programmed over three
years, will not affect household income after taxation for persons living in households in bottom and the
second quintile. In fact, the majority of the benefits from the widening in the income tax bands will accrue
to persons living in households in the top quintiles of the income distribution.

Government is aware of the regressivity of this measure and has partly mitigated its impact by ensuring that
as from 2013, persons earning a chargeable income from employment not exceeding the national minimum
wage, including the statutory bonus, would be excludable from income taxation.

Chart 4.1
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Source: NSO, Household Budgetary Survey
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4.5.2 Expenditure Measures

The impact of a selection of expenditure measures addressing social cohesion is assessed on the basis of
a simulation based on SILC 2012. It is estimated that the bottom 20 per cent household income earners
(P20) and the P40 household income earners will experience a relatively stronger increase in income when
compared to households in the top quintiles of the distribution, as shown in Chart 4.2. This finding indicates
that these measures will have a progressive impact on the distribution of income. Furthermore, the upper
threshold of income of the bottom 20 per cent household income earners will increase more sharply than that
the bottom thresholds of richest 20 per cent households. From this we can expect that relative poverty stands
a good chance to decrease a little bit because of these measures. In addition, simulations indicate that these
measures are expected to be effective in lifting some elderly persons (living in households) out of poverty.

Excluded from this analysis is the promised measure whereby Enemalta, a government owned corporation,
would be reducing the electricity tariff by 25 per cent. While this will be carried out without any funding
from the government it will have a significant progressive effect on disposable income.

As indicated above, this quantitative analysis is partial since not all measures could be included. Further
work will be carried out in this field.
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