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THE MISSION AND OBJECTIVES OF THE CENTRAL BANK OF MALTA

Our Mission

The Central Bank of Malta is an independent institution which seeks to carry out its statutory responsibili-
ties in the public interest. As a member of the Eurosystem, the Bank’s primary objective is to maintain price 
stability, thereby contributing to sustainable economic development. 

Our Objectives

We seek to achieve this mission by:-

Promoting price stability in the euro area
The Bank promotes price stability in the euro area through participation by the Governor in the Govern-
ing Council of the European Central Bank (ECB). For this purpose the Bank conducts economic analysis 
and research. The Bank is also responsible for the implementation in Malta of the Governing Council’s 
monetary policy decisions. 

Contributing to the stability of the financial system
The Bank contributes to the stability of the financial system through ongoing macro surveillance of the 
infrastructure, financial institutions and markets and by monitoring and assessing the implications for 
financial stability of economic and financial developments, both domestically and in the euro area. As 
part of its early warning system, the Bank analyses data to identify sources of risk and tests the resilience 
of the financial sector to withstand eventual shocks. This approach is supported by the development of 
a sound framework for the management of crisis situations and of contingency procedures. Ultimately, in 
order to safeguard financial stability, the Bank acts as lender of last resort.

Promoting, regulating and overseeing sound and efficient payment and securities 
settlement systems 
The Bank promotes, oversees and regulates the operation of, and the participation in, domestic payment 
systems as well as any form of cash or security transactions, whether domestic or cross-border. This 
role relates both to retail and wholesale payment systems, including the instruments used, and involves 
the establishment of policy and the monitoring of payment and securities settlement developments. In 
exercising its oversight role, the Bank promotes a competitive, safe and efficient payment services envi-
ronment.

Supporting the development of financial markets 
The Bank promotes and supports the further development of the domestic financial market with the aim 
of facilitating its smooth and effective integration into the Pan-European market.

Providing and promoting efficient currency services
The Bank issues euro banknotes and coins in accordance with the Treaty establishing the European 
Community and in line with the Statute of the European System of Central Banks (ESCB) and of the 
ECB. The Bank is responsible for providing notes and coins to meet demand from the public. The Bank 
also ensures the authenticity and quality of currency in circulation through the withdrawal of counterfeit 
and damaged notes and coins.



Optimising the returns on financial assets through prudent investment practices
The Bank holds and manages a portfolio of foreign and domestic financial assets. It seeks to maximise 
the return on financial assets subject to prudent investment practices. The Bank is also responsible for 
managing its share of the pooled portion of the ECB’s own foreign reserves.

Collecting, compiling, disseminating and publishing statistics
The Bank compiles economic and financial statistics in accordance with international standards. These 
are provided to the ESCB and other international and domestic users. Statistics are made available 
through the Bank’s regular publications, its website, the publications of the ECB and other international 
organisations.

Advising the Government generally on financial and economic matters 
The Bank acts as an advisor to the Government on financial and economic matters. In offering indepen-
dent advice, the Bank contributes to sound policy-making. The Bank is able to do this on the strength of 
its expertise, its reputation and its independent status. The Bank also acts as banker and agent to the 
Government. 

In support of the above objectives, the Bank commits itself:

(a) to actively participate in the Eurosystem, the ESCB and other relevant European Union bodies, 
including their sub-structures, and in meetings of international organisations; and 

(b) to maintain effective support and control functions, which include:
• Motivating and developing skilled staff. To this end the Bank adopts appropriate recruitment 

and reward strategies and provides its staff with opportunities for training and development. 
• Procuring the necessary resource inputs and maintaining the organisation’s physical infra-

structure in a cost-effective manner to ensure a congenial and secure working environment.
• Maintaining a sound financial control system capable of delivering accurate and timely statu-

tory and management information and designed to ensure that the Bank’s needs are effec-
tively met within established budgets.

• Enhancing the flow of information both within and outside the Bank. This is made possible 
through the sustained development of information and document-handling systems, and of 
the appropriate information technology infrastructure.

• Maintaining a risk management framework which provides a common methodology for the 
identification, assessment, reporting, monitoring and treatment of risks. This is complemented 
by a sound business continuity management programme.

• Operating an independent and objective assurance and consultancy function designed to add 
value and improve the Bank’s operations. 

The Bank also seeks to be transparent and publicly accountable. This is achieved through the publication 
of its financial statements, effective communications and announcements through its website, other publica-
tions and regular reporting to Parliament on its policies and operations.

As a member of the Eurosystem, the Bank subscribes to the Eurosystem’s Mission, Strategic Intents and 
Organisational Principles. 
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30 March 2012 

The Hon Tonio Fenech 
Minister of Finance, Economy and Investment 
Maison Demandols 
South Street 
Valletta VLT 2000 

Dear Minister 

LETTER OF TRANSMITTAL

In terms of article 21 of the Central Bank of Malta Act (Cap 204), I 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 2011. 

Yours sincerely 

Professor Josef Bonnici 
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GOVERNOR’S STATEMENT

Global economic activity moderated during 2011, as the recovery from 
the international economic and financial crisis proved to be fragile.  Most 
of the major industrial and emerging economies experienced slower 
growth than in 2010, while some even registered a contraction.  At the 
same time, inflation picked up worldwide, before easing as the year drew 
to an end.  

After having grown by 1.9% in the previous year, the euro area economy 
expanded by 1.4% in 2011.  Following a strong start, real gross domestic 
product (GDP) growth moderated over the year, as the intensification of 
the sovereign debt crisis had an adverse impact on confidence and finan-
cial conditions tightened, while fiscal consolidation dampened demand.  
As a result, by the end of the year, unemployment in the euro area rose 
to 10.4% from 10.0% a year earlier.  

Inflation in the euro area accelerated for most of 2011, reaching a peak of 3.0% late in the year, before edg-
ing down to 2.7% in December.  Underlying inflation, measured by excluding unprocessed food and energy 
prices from the total, rose to 2.0% by the end of the year. 

At the monetary policy level, the challenges related to sovereign debt and financial stability issues persisted, 
while changes in the inflation outlook required monetary policy adjustments during the year. In April and 
again in July, against a backdrop of an underlying upward momentum of economic activity, the Governing 
Council of the European Central Bank (ECB) raised key interest rates from historically low levels.  This 
brought the interest rate on the main refinancing operations (MRO) up to 1.50%, and was aimed at keeping 
inflation rates below, but close to 2% over the medium term.  At the same time, the Eurosystem continued to 
implement a range of non-standard measures to provide liquidity to the financial system.   

However, the economic environment remained highly uncertain.  Rising tensions in debt markets in vari-
ous euro area countries prompted the ECB to take additional measures in the summer.  Subsequently, as 
the outlook deteriorated further, the Governing Council reduced key ECB interest rates in November and 
December, bringing the MRO rate back down again to 1.00% by the end of the year.  

Moreover, in December the Governing Council announced that the Eurosystem would conduct two three-
year long-term refinancing operations (LTRO), accept a wider range of collateral in its monetary policy oper-
ations and reduce reserve requirements for banks.  The two operations, which were conducted in December 
2011 and February 2012, respectively, appear to have had a favourable impact on market sentiment and 
financial conditions.  

Throughout the year, euro area Member States sought to contain the crisis by providing financial support to 
countries under pressure, notably Greece, through a variety of mechanisms.  In this context, Malta granted 
loans to Greece worth EUR30.8 million during the year and provided guarantees to back the European 
Financial Stability Facility.

At the same time, several other policy initiatives sought to address the roots of the debt crisis through fiscal 
consolidation and structural reforms in a number of countries.  The framework governing economic policy-
making in Europe, and especially in the euro area, was reinforced, notably through tighter surveillance of 
economic imbalances and stricter budgetary rules.  Indeed, earlier this year, 25 European Union (EU) Mem-
ber States agreed to a fiscal pact intended to limit structural budget deficits to 0.5% of GDP and to strengthen 
the procedures dealing with excessive deficits.  
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In Malta, economic developments were generally positive.  The economy continued to expand during 2011, 
growing at a faster rate than the euro area average, though there was considerable dispersion around this 
average across euro area countries. Real GDP growth of 2.1%, which was mainly driven by net exports, was 
slightly below the 2.3% reported in 2010, but still 0.7 percentage point higher than in the euro area. 

Growth in employment maintained a steady pace of 2.4%, while the average unemployment rate of 6.5% 
was well below the comparable figure of 10.1% in the euro area. 

Meanwhile, inflation, as measured by the Harmonised Index of Consumer Prices, moderated over the 
course of the year, with the annual rate dropping to 1.3% by December. 

In the context of a difficult external environment, Malta’s positive economic performance attests to a degree 
of resilience which the economy has built up over the years through a gradual process of structural reform 
that goes back to the period preceding entry into the EU in 2004.  These reforms have been ongoing and 
have contributed to a process of diversification towards new areas of economic activity largely backed by 
foreign direct investment.  They have also enhanced the economy’s capacity to withstand the effects of a 
decline in external demand for manufactured goods during the international economic downturn. 

Indeed, the combined exports of new areas of economic activity, such as remote gaming, information and 
communication technology, financial services and other business related services, have increased from 
slightly less than 10% of nominal GDP in 2004 to above 30% in 2010.1  Together with the long-established 
tourism industry, the share of service exports has risen to more than 50% in 2010.  New manufacturing activi-
ties, such as pharmaceuticals and aircraft maintenance, are also contributing positively to growth, although 
the ratio of manufacturing to GDP has continued to decline.   

In recent years there have been clear indications of a narrowing current account imbalance and an increase 
in export market shares.  The growth of the new export-oriented sectors has definitely contributed to this 
improved external performance, which is further evidenced by a decline in the current account deficit during 
the first three quarters of 2011.  

The Maltese financial system emerged from the international financial crisis relatively unscathed.  Capital 
and liquidity ratios remained well above the regulatory minima, which helped to retain investor confidence.  
The health of the domestic banking system is also reflected in its uninterrupted ability to respond to the 
demand for credit. At 4.2% in 2011, the rate of growth in lending by Maltese credit institutions to private 
sector residents of Malta exceeds the corresponding figure of 1.0% for loans provided by credit institutions 
across the euro area to euro area private sector borrowers. 

On the fiscal front, Malta is expected to have ended 2011 with a general government deficit at 2.7% of GDP.  
The moderate nature of the recession and the strength of the rebound since then have helped to narrow the 
deficit.  This notwithstanding, the government debt ratio at 70% of GDP remains high and concerted efforts 
need to be made to reduce it to below 60% in the medium term.

Going forward, the outlook for the current year is rather subdued, given the expected weakness of external 
demand, particularly in key foreign markets.  According to the latest ECB staff projections, the economy of 
the euro area as a whole will shrink slightly in 2012, with negative repercussions on the Maltese economy.  
The Bank’s latest macroeconomic projections point to a moderation in activity, with real GDP growth expect-
ed to ease to 1.6% in 2012, before picking up to 2.0% in 2013.  

A strong case remains, therefore, for further structural reforms that will enable the economy to exploit 
more fully the opportunities that will arise as the recovery unfolds and external economic and financial 
conditions improve. 

1   A detailed breakdown for 2011 was unavailable at the time of writing.  
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Measures to further promote labour force participation, an area in which Malta lags behind its European 
peers, should have a significant positive impact. 

There also has to be continued recognition that wage increases are sustainable only if supported by gains 
in productivity.  Towards this end, consideration should be given to measures that would permit a greater 
degree of flexibility in the application of the cost-of-living adjustment (COLA) mechanism, and ultimately 
detach automatic wage growth from previous increases in consumer prices.  One proposal would be to apply 
the COLA only in cases where workers are not covered by a collective agreement.  The parties engaged in 
collective bargaining would still be informed on the inflation rate, but it will be up to them to decide on wage 
awards that will take into consideration the need to ensure that compensation for inflation does not prejudice 
competitiveness and hence the viability of employment. 

The sustainability of wage increases must also be fully recognised in the debate surrounding the recent 
proposal to increase the minimum wage.  This proposal was made primarily on the basis of an analysis of 
expenditure patterns of a household group comprising two adults and two children.  This raises the ques-
tion of whether a minimum wage is intended as compensation for work carried out or as a social benefit to 
sustain a family of four.  Furthermore, it has to be ensured that any such increases would not lead to greater 
unemployment among low income earners, further marginalising and unintentionally hurting precisely those 
social groups that the proponents seek to protect.  At a time when various neighbouring countries have 
been cutting minimum wages to improve competitiveness, great caution is required before adopting policies 
that move in the opposite direction, especially at this juncture of the economic cycle and the current level of 
public debt.

The key to higher living standards for low-wage earners is the provision of further skill-enhancing pro-
grammes that would improve workers’ marketability and productivity.  More broadly, investment in education 
and training needs to be sustained and fine-tuned at all levels in order to promote human development and 
also reduce skill mismatches in the domestic workforce.

Other possible reforms include measures to improve competition in the domestically-oriented sectors of the 
economy and, where this is not feasible, such as in the public utilities, to pursue efficiency gains.  In the 
short term such measures would help bring down costs, thus increasing both purchasing power and external 
competitiveness.  From a longer-term perspective, they should boost the country’s supply capacity, thereby 
supporting rising living standards.  As regards export-oriented sectors, continued efforts to attract high value 
added industries to Malta would also serve the same purpose.   

With regard to public finances, the recently announced measures to curtail growth in current expenditure, 
as well as the strengthening of domestic fiscal rules through amendments to the Constitution, are welcome.  
However, the long-term sustainability of public finances also requires solutions to the more permanent chal-
lenges of prioritising expenditure programmes and ensuring that all items of recurrent expenditure are sus-
tainably funded.  

On the financial side, banks should continue to strengthen their capital buffers.  The new regulatory regime 
coming into force internationally will have a significant impact on credit institutions, requiring them to hold 
larger and better-quality capital and liquidity buffers.  Furthermore, enhanced levels of capital are necessary 
to mitigate downside risks associated mainly with non-performing loans in certain economic sectors and 
address the concentration in bank lending and collateral towards property.  

The adoption of more prudent dividend policies is also recommended, while banks should also pay more 
attention to loan loss provisioning and collateral valuation practices.  Domestic banks are also encouraged to 
address longer-term structural issues through greater diversification of their asset holdings and by lengthen-
ing the maturity structure of their customer deposits.  

The Maltese economy remains extremely open and, therefore, highly exposed to shifts in market conditions 
and downturns in external demand.  At the same time, the sovereign debt crisis has prompted structural 
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reforms in a number of Malta’s competitors in international markets leading to an increasingly intense com-
petitiveness challenge as the recovery unfolds.  Unless matched by similar efforts locally, the competitive-
ness of the Maltese economy may gradually be eroded. There is, therefore, no room for complacency or 
undue delays in the implementation of a number of strategic reforms. 

Bank policies and operations 
As a member of the Eurosystem, the Bank contributes to the formulation of monetary policy in the euro area 
through participation in the Governing Council of the ECB.  The Bank is also responsible for the implementa-
tion, in Malta, of the single monetary policy as determined by the Governing Council, including both standard 
monetary operations and non-standard measures.  During the year it conducted open market operations 
with eligible banks worth an aggregate of EUR20.5 billion, only slightly less than the amount registered in the 
previous year.  This ensured that the banking system in Malta had access to liquidity as required.

In line with its mandate, the Bank continued to monitor the financial system in Malta, assessing potential 
risks to which the system may be exposed.  During the year the Bank maintained close contacts with the 
Malta Financial Services Authority (MFSA) and with the Ministry of Finance, the Economy and Investment.  
The Bank also participated actively in the work of the European Systemic Risk Board.    

In liaison with the MFSA, the Bank played a key role in a stress test carried out on a Maltese credit institu-
tion as part of an EU-wide exercise.  The bank concerned met the necessary requirements of the test and 
comfortably exceeded the capital threshold.  

Efficient payment and settlement systems form part of the basic infrastructure underpinning a modern finan-
cial system.  The Bank issues euro banknotes and coins, regulates and oversees payment and securities 
settlement systems in Malta, and provides various banking services to the Government and to the banks.  

From an operational perspective, the Bank participates in TARGET2, which is an automated, real-time set-
tlement system for large-value payments in euro.  The value of payments processed through TARGET2 in 
Malta rose substantially to EUR105.0 billion, as a result of an increase in the number of banks participating 
directly in the system.   

The year under review was also characterised by major internal organisational changes.  A new organisa-
tional structure fully came into effect in January 2011 and was further refined in October.    

The Bank’s operating profit for the year amounted to EUR52.5 million, as against EUR57.6 million in 2010.  
Although net interest income increased compared with the previous year, this was offset by a drop in “other 
income”, largely due to one-off revenue taken in 2010 from the demonetisation of the Maltese lira, and higher 
write-downs on the Bank’s assets.  

On behalf of the Board of Directors, I would like to thank Mr Michael C. Bonello, who ended his term as     
Governor at the end of June 2011, after almost 12 years at the helm of the Bank.  Mr Bonello guided the Bank 
to the position it enjoys today, as a member of the Eurosystem, laying down sound foundations for the future.  
I also wish to thank the Bank’s staff for their dedication and hard work, which contributed to the outcomes 
that are explained in more detail in this Report.

Professor Josef Bonnici



FINANCIAL AND

ECONOMIC DEVELOPMENTS

PART I
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1.  INTERNATIONAL ECONOMIC DEVELOPMENTS AND THE EURO AREA   
ECONOMY

Global economic activity moderated during 2011 as most major industrial and emerging economies expe-
rienced slower output growth than in the previous year.  However, Japan and a number of euro area coun-
tries registered a contraction, with the former substantially affected by natural disasters and the latter being 
impacted by the ongoing sovereign debt crisis. Meanwhile, inflationary pressures worldwide generally 
increased through the third quarter of the year, but moderated in the last quarter. 

In 2011 the euro area economy expanded at a slower pace than in the previous year, with growth easing as 
the year progressed. Consequently, the labour market conditions remained weak, with the unemployment 
rate exceeding 10%.  Meanwhile, euro area inflation as measured by the Harmonised Index of Consumer 
Prices (HICP) continued to pick up, with energy and food prices increasing strongly.  

The Governing Council of the European Central Bank (ECB) increased key interest rates in April and July but 
decreased them in the final two months of the year as signs of a further slowdown in the euro area began to 
emerge.  In addition, the Council launched a number of non-standard measures aimed at easing monetary 
conditions.

The international economy

United States
The US economy continued to 
expand during 2011, but at a slower 
pace as real gross domestic product 
(GDP) increased by 1.7% from 3.0% 
in the previous year (see Table 1.1). 
Domestic demand was the main 
driver of growth, supported by pri-
vate consumption and investment.  
On the other hand, government 
consumption and inventory changes 
dampened growth. Net exports con-
tributed to the expansion in GDP, 
albeit marginally, as exports grew 
faster than imports. 

The unemployment rate declined fur-
ther during the year, with the jobless 

Table 1.1
REAL GDP GROWTH
Annual percentage changes; seasonally adjusted data

2009 2010 2011 2011
Q1 Q2 Q3 Q4

United States -3.5 3.0 1.7 2.2 1.6 1.5 1.6
Euro area -4.3 1.9 1.4 2.4 1.6 1.3 0.7
United Kingdom -4.4 2.1 0.9 1.7 0.6 0.5 0.8
Japan -5.5 4.4 -0.9 -0.1 -1.7 -0.6 -1.0
China 9.1 10.3 9.2 9.7 9.5 9.1 8.9
India 6.8 9.9  - 7.5 8.5 7.1  - 
Brazil -0.3 7.5  - 4.2 3.3 2.2  - 
Sources: Eurostat; ECB; Bureau of Labor Statistics, US; Statistics Bureau, Japan; National Bureau of Statistics, China; OECD.
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rate falling by 0.9 percentage point to 
reach 8.5% in December, the lowest 
rate recorded since February 2009 
(see Chart 1.1).

During 2011 consumer price inflation 
averaged 3.2% compared with 1.6% 
in 2010 (see Chart 1.2).  The annual 
inflation rate increased persistently 
throughout the first three quarters, 
reaching 3.9% in September, partly 
reflecting higher energy and food 
prices. Annual inflation moderated 
during the fourth quarter, mainly on 
account of easing commodity prices.  
However, at 3.0% in December, it 
was still 1.5 percentage points higher 
on the previous year. 

The Federal Reserve maintained 
the federal funds rate target range 
unchanged at between zero and 
0.25% during 2011 (see Chart 1.3).  
During the year, the US central 
bank continued to purchase long-
term Treasury securities as part of 
the USD600 billion asset purchase 
programme that was launched in 
December 2010.  As this target was 
reached in June 2011, new purchas-
es of long-term Treasury securities 
amounting to USD400 billion were 
announced in September, together 
with the disposal of the equivalent 
amount of shorter-term paper, in a bid 
to put downward pressure on longer-
term interest rates.  During the year, it 
also continued to roll over maturing Treasury securities and to invest in agency mortgage-backed securities.  

In the early months of 2011, the US long-term government bond yields rose, largely reflecting positive macro-
economic data. However, they subsequently declined, as investors responded to the natural disasters that hit 
Japan towards the end of March and to political tensions in North Africa and the Middle East, triggering safe-
haven flows. This downward path was maintained throughout most of the year, as US bond yields also reacted 
to renewed tensions in the euro area, the weakening global economic outlook and monetary policy easing in 
the United States. Yields temporarily recovered slightly in October, driven by an improvement in market senti-
ment towards the euro area.  Nevertheless, the increase was reversed towards the end of the year, with bond 
yields closing at 1.88% in December, 141 basis points less than their end-2010 level (see Chart 1.4).

At the end of 2011, equity prices, measured by Standard & Poor’s 500, were unchanged compared with a 
year earlier (see Chart 1.5).  The index rose during the first quarter of 2011, largely reflecting indications of 
economic recovery. This path was subsequently reversed during the following two quarters, following unfa-
vourable macroeconomic data, increased tensions in the euro area and uncertainty about the strength of 
the global recovery. Stock prices recovered during the last quarter of 2011, amid improved market sentiment 
triggered by positive news. 
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United Kingdom
In the United Kingdom, economic 
growth decelerated sharply to 0.9% 
in 2011 from 2.1% a year earlier.  Net 
exports were the sole contributor to 
the expansion, as domestic demand 
contracted, mainly reflecting lower 
private consumption and invest-
ment. Government expenditure, on 
the other hand, contributed positively 
to growth.  The unemployment rate 
remained relatively stable during 
the first few months of the year, but 
subsequently rose to 8.4% in the last 
quarter of the year. 

Average annual consumer price infla-
tion accelerated from 3.3% in 2010 to 
4.5% in 2011. This increase mainly 
reflected a rise in the standard VAT 
rate to 20% as from January 2011, 
as well as higher energy costs and 
import prices of non-energy com-
modities. The acceleration was par-
ticularly pronounced during the first 
three quarters of the year, with the 
rate peaking at 5.2% in September, 
the highest in three years. Subse-
quently, the rise in prices moderated 
slightly with consumer price inflation 
ending the year at 4.2%.  This mainly 
reflected developments in food and 
petrol prices.  

The Bank of England maintained its 
official bank rate at 0.50% during 
2011, unchanged since March 2009.  
It continued with its asset purchase 
programme throughout the year, increasing it in October by GBP75 billion, to a cumulative figure of GBP275 
billion by the end of 2011. 

Ten-year UK government bond yields mirrored those in the United States during 2011.  Yields initially rose, 
reaching 3.89% on 10 February.  However, they subsequently lost ground and continued to fall over the 
remainder of the year.  Bond yields ended December at 1.98%, 142 basis points lower on an annual basis 
(refer to Chart 1.4).

Meanwhile, UK equity prices, as measured by the FTSE 100, generally declined during 2011 (refer to Chart 
1.5). The index rose slightly over the first half of the year, mirroring developments in other major equity mar-
kets.  Going into the third quarter, however, share prices fell before recovering some of these losses in the 
following quarter.  The index ended the year 5.6% lower than at the end of 2010. 

Japan
The Japanese economy contracted by 0.9% during 2011, primarily under the impact of the natural disasters 
that hit the east coast of the country in the first quarter.  Net exports declined, as imports continued to expand, 
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while exports remained constant.  Private consumption registered no growth, while private investment 
and inventory changes declined. Government expenditure was the only domestic demand component 
contributing positively to growth, although it grew at a slightly slower pace than in the previous year.  

In the labour market, both employment and unemployment fell, implying a contraction in the size of the 
labour force in the context of an ageing population.  As a result, the unemployment rate declined during most 
of the year, falling to 4.1% in September.  Although it rose somewhat in the last quarter, to reach 4.6% in 
December, it was still 0.3 percentage point lower on a year earlier.  

Following a brief period of positive rates in the last quarter of 2010, consumer price inflation in Japan turned 
negative again in January 2011, and remained so through the first half of the year. Prices then rose moder-
ately in the third quarter.  However, as can be seen in Chart 1.2, inflation went back to negative territory in 
the December quarter, ending the year at -0.2%.  

The Bank of Japan maintained an accommodative monetary policy stance throughout 2011.  It kept the basic 
discount rate at 0.3% and the target uncollateralized overnight call rate in a range between zero and 0.1%.  
In response to the natural disasters in March, the central bank increased the size of the asset purchase pro-
gramme and introduced a liquidity programme to support financial institutions in the affected areas.  It also 
conducted USD fund-supplying operations and established a temporary bilateral liquidity swap arrangement 
with other major central banks.

Ten-year Japanese government bond yields were generally on a downward path during 2011 (refer to Chart 
1.4).  They rose briefly during the first quarter, but subsequently fell, ending the year at 0.99%, 13 basis 
points lower than in the same period of the previous year. 

During 2011, equity prices fell sharply in the wake of the natural disasters in March.  Subsequently, they 
generally followed a downward trend. Thus, by the end of the year the Nikkei 225 was 17.3% lower than in 
December 2010 (see Chart 1.5).

Emerging Asia
Economic activity in the main emerging Asian economies grew at a slower pace in 2011 compared with the 
previous year.  In China, real GDP growth eased to 9.2% from 10.3% in 2010.  Available information sug-
gests that output growth in India is expected to have decelerated to around 7.4% from 9.9% in the previous 
year (refer to Table 1.1). 

Consumer price inflation in China 
accelerated in the first three quarters 
of the year, reaching 6.5% in July. 
The rise in prices then moderated 
in the last quarter, ending Decem-
ber at 4.1%, compared with 4.6% a 
year earlier.  In India, wholesale price 
inflation advanced to 10.0% in Sep-
tember, before slowing down to 7.5% 
in December, falling by 1.9 percent-
age points over the year as a whole 
(see Chart 1.6).
 
Commodities

Oil
During 2011, the price of Brent 
Crude oil extended the upward trend 
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observed since 2009 (see Chart 1.7).  
Initially, the price increased robustly, 
supported by strong demand from 
emerging economies, and by expec-
tations of higher demand owing to the 
nuclear power shutdown in Japan. 
The supply disruptions following the 
unrest in the Middle East and North 
African countries also contributed to 
the rise in oil prices through the first 
four months of the year.  Oil reached 
USD127.69 per barrel on 28 April, 
the highest level seen since July 
2008, before reversing its path in the 
subsequent months.  The price of 
Brent crude partly recovered during 
the December quarter, ending the 
year at USD109.19 per barrel, 15.9% 
higher than at end-December 2010.

Other commodities
After rising by around 36.7% during 2010, the prices of non-energy commodities, as measured by the 
Reuters Commodity Index, reversed their path in 2011, declining by 14.8% over the year as a whole (see 
Chart 1.7).  

During the first quarter, commodity prices increased, dipping only in March in response to the disasters in 
Japan, which had a dampening effect on demand. The subsequent increase in the index was due mainly to 
higher food prices, as strong demand was accompanied by adverse weather conditions. Metal prices also 
contributed to higher commodity prices, driven mainly by the price of copper, which rose amid supply concerns.
 
Non-energy commodity prices generally declined over the subsequent three quarters, reflecting devel-
opments in both food and metal prices, which were negatively affected by concerns about the global 
economy.

Gold
The price of gold remained broadly 
on an upward trend in the first nine 
months of 2011 (see Chart 1.8). 
A pick-up in investor confidence 
in January prompted a shift out of 
gold, which led to a sharp decline 
in its price. However, the gold price 
resumed its upward path, amidst 
inflation concerns and unrest in 
the Middle East and North Africa. 
The price of the metal continued 
to increase in the subsequent two 
quarters, supported by concerns 
about the euro area sovereign debt 
market and the fiscal outlook in the 
United States, reaching a record 
high of USD1,898.99 per ounce on 
5 September. 
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Between September and December, the price of gold broadly declined, as investors became less risk averse 
and shifted to other assets.  It ended the year at USD1,563.80 per ounce, around 10% higher than at the 
end of the previous year.

The euro area

Gross domestic product1 
Having expanded by 1.9% in 2010, real GDP in the euro area grew at the slower pace of 1.4% during the 
year under review (see Table 1.2).  In 2011, growth was mainly driven by net exports.  The quarterly profile 
shows slower growth in real GDP as the year progressed, reflecting the intensification of the sovereign debt 
crisis, tighter financial conditions, and fiscal consolidation.  

Domestic demand expanded in 2011, contributing 0.5 percentage point to growth.  Thus, investment grew by 
1.4% while private and government consumption increased by 0.2% and 0.1%, respectively.  On the external 
front, both exports and imports rose less rapidly in 2011 than in 2010.  As exports grew by 6.1% and imports 
put on 3.9%, the contribution of net exports to growth was also positive.

Inflation 
The annual rate of the euro area HICP inflation generally rose during 2011, reaching 2.7% in December from 
2.2% a year earlier (see Chart 1.9).  On average over the year, area-wide inflation went up to 2.7% from 
1.6% in 2010.  

During 2011, the energy price component, which increased by 9.7% year-on-year, registered the fastest 
growth among the major index components, mirroring international oil price developments. At the same time, 
the annual rate of processed food price inflation rose to 4.1% by December 2011.  In contrast, unprocessed 
food price inflation dropped to 1.6%.   

1   The cut-off date for euro area GDP statistics is 6 March 2012.

Table 1.2
REAL GDP GROWTH IN THE EURO AREA

2010 2011
Q1 Q2 Q3 Q4

Private consumption 0.9 0.2 0.9 0.3 0.3 -0.6
Government consumption 0.5 0.1 0.4 0.3 0.0 -0.3
Gross fixed capital formation -0.5 1.4 3.5 1.5 1.0 0.6
Domestic demand 1.1 0.5 1.6 0.7 0.3 -0.5
Exports 11.3 6.1 9.9 6.3 5.5 3.6
Imports 9.6 3.9 8.1 4.2 3.3 0.6
GDP 1.9 1.4 2.4 1.6 1.3 0.7

Private consumption 0.5 0.1 0.5 0.2 0.1 -0.3
Government consumption 0.1 0.0 0.1 0.1 0.0 -0.1
Gross fixed capital formation -0.1 0.3 0.7 0.3 0.2 0.1
Changes in inventories 0.6 0.1 0.3 0.1 0.0 -0.3
Domestic demand 1.1 0.5 1.6 0.7 0.3 -0.5
Net exports 0.8 1.0 0.8 0.9 1.0 1.3
GDP 1.9 1.4 2.4 1.6 1.3 0.7
Source: Eurostat.

                  Percentage point contributions

                                       2011

                  Annual percentage changes
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Meanwhile, the annual growth rates 
of prices of services and of non-
energy industrial goods accelerated 
to 1.9% and 1.2%, respectively. 

As a result of these developments, 
core inflation, measured by exclud-
ing energy and unprocessed food 
from the HICP, almost doubled to 
2.0% in December 2011 from 1.1% 
a year earlier.  However, it still ended 
the year significantly below overall 
HICP inflation.

Labour market 
After some improvement during 
2010 and the first part of 2011, condi-
tions in the euro area labour markets 
deteriorated during the second half 
of the year. Data available until the 
third quarter show that year-on-year 
employment growth rates picked 
up during the first half of 2011, but 
eased thereafter. 

Meanwhile, the area-wide unem-
ployment rate remained virtually 
unchanged at 10.0% throughout the 
first half of 2011, barring a marginal 
drop in April (see Chart 1.10).  With 
the number of unemployed rising in 
the second half of the year, the job-
less rate then rose consistently after 
June and ended the year at 10.4%, 
or 0.4 percentage point higher than 
the rate at the end of 2010.

Monetary policy 
The Governing Council of the ECB decided to change key interest rates four times during 2011, after keeping 
them unchanged at historically low levels for almost two years.  The first two changes took place in April and 
July, when the Governing Council raised official rates by 25 basis points in both instances, bringing the Main 
Refinancing Operation (MRO) rate up to 1.50%.  In both cases, the Council said that the increase was warrant-
ed in the light of upside risks to price stability and was aimed at keeping inflation expectations firmly anchored.  

Subsequently, the ECB lowered key interest rates by 25 basis points in November and again in December.  This 
took the MRO rate back down to 1.00%.   The rate cuts were based on the observation that while inflation in the 
euro area remained elevated, the intensified tensions in financial markets were expected to continue dampen-
ing economic activity in the euro area so that cost, wage and price pressures were expected to remain modest.  

To address the impairment in the transmission of monetary policy, the Eurosystem also continued to imple-
ment non-standard monetary policy measures throughout the year under review.2

As with policy interest rates, several financial indicators changed course during the year.   

2   More detailed information on these non-standard monetary policy measures can be found in Chapter 1 of Part 2 of this Annual Report, 
titled “The Conduct of Monetary Policy”.
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Money and credit
For most of 2011, broad money (M3) in the euro area continued to accelerate.  However, in the final quarter 
of the year it contracted so that its overall growth rate fell slightly from 1.7% in December 2010 to 1.6% a 
year later (see Table 1.3).  

The slight easing in M3 growth during the year reflected a slowdown in the narrow money component (M1).  
Indeed, the annual growth rate of M1 dropped to 1.6% in December 2011 from 4.3% a year earlier, with 
overnight deposits slowing down considerably.  

Short-term deposits other than overnight deposits (M2-M1) resumed their expansion again in 2011, after 
having contracted since the middle of 2009.  Annual growth of these deposits ended the year at 2.1%, as 
opposed to -0.4% in December 2010.

On the counterparts’ side, credit to euro area residents (including general government) decelerated in 2011, 
with the annual growth rate dropping to 1.0% in December from 3.5% a year earlier.  More specifically, credit 
to residents outside general government expanded at a faster pace during the first five months of 2011, 
only to slow down for the remainder 
of the year. Thus, its annual growth 
rate declined to 0.4% by the end of 
the year from 1.6% a year earlier.

Developments in credit mirrored 
changes in loans granted by Mon-
etary Financial Institutions (MFIs) to 
the private sector, which increased 
up to May 2011, before falling in 
the subsequent months.  Thus, the 
annual growth rate of lending to the 
private sector almost halved during 
2011, going from 1.9% in December 
2010 to 1.0% a year later (see Chart 
1.11).  

The slowdown in bank lending to 
the private sector was itself driven 

Table 1.3
EURO AREA MONETARY AGGREGATES 
Annual percentage changes

2010 2011
Mar. June Sep. Dec.

M1 4.3 1.6 2.9 1.3 2.0 1.6
Currency in circulation 5.0 6.1 3.9 4.4 5.7 6.1
Overnight deposits 4.2 0.6 2.8 0.7 1.4 0.6
M2-M1 (Other short-term deposits) -0.4 2.1 2.3 3.7 3.1 2.1
Deposits with an agreed maturity of up to two years -6.6 2.1 -0.2 3.2 3.2 2.1
Deposits redeemable at notice of up to three months 6.3 2.0 4.8 4.2 3.0 2.0
M2 2.2 1.8 2.6 2.3 2.5 1.8
M3 1.7 1.6 2.2 2.0 2.9 1.6
Source: ECB.
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by developments in loans to house-
holds. As economic prospects 
dimmed, and amid concerns about 
housing market developments in 
several euro area countries, the 
annual growth rate of MFI loans to 
households slowed down to 1.5% 
by December 2011 from 3.0% a year 
earlier.  In contrast, MFI loans to 
non-financial corporations expanded 
more rapidly than before, with their 
annual growth rate rising from zero 
to 1.1%, over the same period.

The money market 
Unsecured money market interest 
rates in the euro area, as measured 
by EURIBOR, generally increased 
during 2011, as they had done in the 
previous year (see Chart 1.12).3  Nevertheless, they decreased slightly towards the end of the year following 
reductions in official interest rates.  Over the year as a whole, at the three-month and 12-month maturities, 
EURIBOR rates rose by 35 basis points and 44 basis points, to end 2011 at 1.36% and 1.95%, respectively.  

Secured rates, such as those implicit in the three-month EONIA swap index, declined during the year under 
review, shedding 20 basis points to 0.39%, the lowest level seen since mid-2010.4  As a result, the spread 
between unsecured EURIBOR rates and secured EONIA swap rates at the three-month maturity generally 
widened over the course of the year.  By the end of 2011, the spread had increased to 96 basis points from 
41 points a year earlier, indicating a market perception that risk in the banking sector had risen.

Bond yields 
Ten-year German government bond 
yields, which are often taken as a 
low-risk benchmark for the euro 
area, decreased significantly during 
the year under review (refer to Chart 
1.4).  During 2011, they dropped by 
114 basis points, to end the year at 
1.83%.  This was a much larger fall 
than the 41 basis point drop record-
ed in 2010.  

This decline mainly reflected the 
intensification of tensions related 
to the euro area sovereign debt 
crisis, which weighed on sentiment 
and triggered flight-to-safety invest-
ment flows.  As a result, with yields 
on other euro area sovereign bonds 
rising, spreads vis-à-vis German 

3   The Euro Interbank Offered Rate (EURIBOR) refers to the rates at which a prime bank is willing to lend funds to another prime bank in 
euro on an unsecured basis.
4   The Euro OverNight Index Average (EONIA) is a measure of the effective interest rate prevailing in the euro interbank overnight market.  
The EONIA swap rate is the fixed rate that banks are willing to pay in exchange for receiving the average EONIA rate over the lifetime of a 
swap contract.  The EONIA swap index is considered a measure of market confidence in the soundness of the banking system.  
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bonds widened considerably (refer 
to Chart 1.13).

Equity prices 
Euro area equity prices, as measured 
by the Dow Jones EURO STOXX 
index, decreased during 2011, with 
the index dropping by 17.7% overall, 
compared with the marginal 0.1% fall 
observed during the previous year 
(refer to Chart 1.5).  The decrease 
was driven by concerns about the 
sustainability of the global economic 
recovery and a decline in investor 
risk appetite as a consequence of 
the euro area sovereign debt crisis.    

Exchange rates
During the first half of 2011, the euro 
appreciated against all major curren-
cies, but changed course during the 
remainder of the year.  It weakened 
by 7.8% against the Japanese yen, 
3.2% against the US dollar, and 3.0% 
against the pound sterling over the 
year as a whole (see Chart 1.14).  
These developments were once more 
mainly driven by concerns relating to 
the sustainability of public finances in 
euro area countries, especially in the 
second half of the year. 

Similarly, the euro’s nominal effective 
exchange rate (NEER), as measured 
against the currencies of 20 of the 
euro area’s main trading partners, 
also depreciated during 2011, as the 
appreciation observed during the 
first five months was reversed during 
the remainder of the year.  The overall loss of 2.1% in the nominal effective index was, however, smaller than 
the 8.2% fall registered in 2010 (see Chart 1.15).
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2.  MONETARY AND FINANCIAL DEVELOPMENTS

During 2011, the contribution of Maltese Monetary Financial Institutions (MFIs) to the euro area broad money 
stock expanded at a faster pace than in the previous year.  Deposits held by Maltese residents grew less 
rapidly than they did in 2010, while credit extended to them increased at a slightly faster rate.1  

Domestic money market rates rose for most of 2011 before declining in the final quarter.  In the capital 
market, government bond yields generally rose during the first half of the year, but then somewhat eased 
and fluctuated quite sharply in the last three months of the year.  Equity prices fell sharply over the year as 
a whole.   

Contribution to euro area monetary aggregates 
The contribution of Maltese MFIs to the euro area broad money stock (M3) stood at EUR10.2 billion at the 
end of December 2011.  This was EUR849.5 million, or 9.1%, more than at the end of the previous year (see 
Table 2.1).  The annual rate of growth of the M3 contribution thus accelerated from 5.5% in 2010. 

The narrow money component (M1) expanded by 8.5%, down from 14.7% in 2010.  At the same time, 
deposits with an agreed maturity of up to two years continued to fall, so that the intermediate money compo-
nent (M2) expanded by a more modest 3.7% in 2011 compared with  5.3% in the previous year.  During 2011 
resident MFIs began making use of repurchase agreements to raise funds from other euro area residents, 
boosting M3.  As a result, the gap between M3 and M2 widened.  

Residents’ deposits
Within the M1 category, the annual growth rate of residents’ overnight deposits almost halved in 2011, sliding 
to 8.7% from 16.3% in 2010.  In absolute terms, these deposits increased by EUR365.8 million (see Table 
2.2).  Growth was driven by deposits belonging to private non-financial companies and households.  Nev-
ertheless, such deposits expanded at a slower pace, which probably reflects shifts from overnight deposits 
into higher yielding assets outside M3.  

At the same time, deposits redeemable at up to three months’ notice contracted, falling by 0.8% in 2011, as 
against a 10.7% increase a year earlier.  However, such deposits account for a small proportion of the total, 
so that in absolute terms the fall amounted to just EUR1.0 million.  

After having declined by 5.2% in 2010, deposits with an agreed maturity of up to two years contracted at a 
slightly more moderate pace during the period reviewed, falling by EUR155.0 million, or 4.0%.  This fall was 

1  Unless otherwise specified, the term “residents” in this section refers to residents of Malta only.  “Other euro area residents” include 
residents of all euro area countries except Malta. 

Table 2.1

EUR millions; annual percentage changes
2009 2010 2011
Dec. Dec. Dec. Amount %

Narrow money (M1) 4,359.5 4,999.0 5,424.4 425.4 8.5
Intermediate money (M2) 8,671.1 9,128.9 9,470.8 341.9 3.7
Broad money (M3)(2) 8,883.3 9,370.5 10,220.0 849.5 9.1

Source: Central Bank of Malta.

CONTRIBUTION OF MALTESE MFIs TO EURO AREA MONETARY AGGREGATES(1)

(1) Figures show the contribution of Maltese MFIs to the euro area totals.   Data on monetary aggregates include deposit 
liabilities to both residents of Malta and other euro area residents.
(2)  The difference between M3 and M2 comprises repurchase agreements and debt securities with up to two years' maturity 
issued by MFIs in Malta less holdings by MFIs in Malta of such securities issued by MFIs anywhere in the euro area. Figures 
also include MMFs' shares/units issued less holdings of such units by MMFs and credit institutions resident in the euro area.  

                   Change
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mainly driven by a sizeable drop in holdings belonging to households.  As mentioned above, the decline may 
have been due to portfolio flows into assets outside M3, such as long-term deposits and government bonds, 
as depositors sought higher yields. 

In fact, residents’ deposits excluded from M3, principally those with a maturity exceeding two years, 
expanded by EUR343.5 million, or 40.6%, during the year following an increase of 29.0% in 2010 (see 
Chart 2.1).  The rapid growth was stimulated by relatively attractive interest rates offered on these 
deposits. 

Thus, total residents’ M3 deposits, which had expanded by 5.1% during 2010, grew at a decelerating rate, 
adding 2.6% in 2011 (see Table 2.2).  Growth was entirely driven by overnight deposits, which accounted for 
just more than half of total residents’ deposits by the end of the year.

In general, movements in deposit rates were marginal in 2011 and appear to have had little impact on depos-
it movements.  After having dropped by 7 basis points in 2010, the weighted average rate on all deposits 
increased by 4 basis points to 1.41% at the end of December 2011.  

Changes in interest rates offered on 
new deposits were limited in 2011.  
In particular, those offered on over-
night deposits and households’ one-
year time deposits remained broadly 
stable at end-2010 levels.  The most 
significant interest rate changes 
involved rates paid to households on 
time deposits with an agreed matu-
rity of between one and two years, 
which increased by 41 basis points 
to 3.41%. Similarly, rates paid to non-
financial corporations on time depos-
its rose by 42 basis points to 1.93% 
(see Table 2.3).2  In contrast, rates 
paid to households on time deposits 
with an agreed maturity of over two 
years declined by 21 basis points to 
3.65%. 

2   Data on interest rates on new business cover MFI euro-denominated deposits from, and loans to, households and non-financial cor-
porations resident in Malta.  The household sector also includes non-profit institutions serving households (NPISH).  Non-financial corpo-
rations include all enterprises except banks, insurance companies and other financial institutions.  Hence, statistics on new deposit and 
lending business do not cover all institutional sectors, as is the case with weighted average interest rates on deposits and loans.

-40

-30

-20

-10

0

10

20

30

40

50

60

-4

-3

-2

-1

0

1

2

3

4

5

6

J
2009

M M J S N J
2010

M M J S N J
2011

M M J S N

Total deposits in M3 (left scale) Total deposits outside M3 (right scale)

Chart 2.1
ANNUAL GROWTH IN DEPOSITS OF MALTESE RESIDENTS
(annual percentage changes)

Source: Central Bank of Malta.

Table 2.2
DEPOSITS OF MALTESE RESIDENTS 
Annual percentage changes; EUR millions

2009 2010 2011
Dec. Dec. Dec. Amount Absolute

outstanding change
Total residents' deposits -1.3 5.1 2.6 8,406.4 209.7
Overnight deposits 16.5 16.3 8.7 4,590.9 365.8
Deposits redeemable at notice up to 3 months -2.3 10.7 -0.8 122.5 -1.0
Deposits with agreed maturity up to 2 years -13.1 -5.2 -4.0 3,693.1 -155.0
Source: Central Bank of Malta.

                     2011
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Credit 
During 2011 credit to residents expanded at a rate of 6.1%, slightly faster than the 5.8% growth rate observed 
in 2010 (see Chart 2.2).  

Growth in credit to general government accelerated during the year, from 8.5% in 2010 to 12.6%, driv-
en by increased bank holdings of Malta Government Stock (MGS) (see Table 2.4).  In contrast, credit to 
other residents, which include mainly 
households and non-financial corpo-
rations, expanded at a slightly slower 
pace during 2011, with the annual 
growth falling to 4.4% from 5.1%.3  In 
this regard, the annual growth rate of 
credit to the non-bank private sec-
tor fell further, dropping by 1.4 basis 
points to 4.0% (see Table 2.5).  On 
the other hand, credit to the non-
bank public sector accelerated from 
1.4% to 8.9%, driven by growth in the 
transport & storage and energy sec-
tors.4  The non-bank public sector, 
however, makes up less than 10% of 
total credit to other residents.5  Loans, 
which accounted for almost all credit 
to residents of Malta, decelerated as 
their growth rate declined to 4.2% 
from 5.2% at the end of 2010.

3   The term “other residents” represents all economic sectors that are residents in Malta but do not form part of general government.
4   The energy sector includes firms supplying electricity, gas, steam and air conditioning.  
5   The non-bank public sector includes government-owned entities that do not form part of the general government sector. 

Table 2.3

Percentages per annum; weighted average rates for the period

2009 2010 2011
Dec. Dec. Dec.

New business
Households and NPISH
Overnight deposits(2),(3) 0.30 0.28 0.30
Savings deposits redeemable at notice up to 3 months(2),(4) 1.70 1.69 1.61
Time deposits with agreed maturity
Up to 1 year 1.95 2.03 1.99
Over 1 and up to 2 years 3.00 3.00 3.41
Over 2 years 3.39 3.86 3.65
Non-financial corporations
Overnight deposits(2),(3) 0.23 0.24 0.30
Time deposits with agreed maturity 0.85 1.51 1.93

Source: Central Bank of Malta.

(4) Households and non-financial corporations are merged, since deposits in this category held by non-financial corporations are 
negligible. 

(1) Annualised agreed rates (AAR) on euro-denominated deposits belonging to households and non-financial corporations held 
with credit institutions resident in Malta.    
(2) For these instrument categories, interest rates are compiled on outstanding amounts but treated as new business indicators 
due to the large number of inflows and outflows.
(3) Overnight deposits include current accounts and savings withdrawable on demand. 
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Similarly, the annual rate of growth of loans to the non-financial private sector also eased to 3.8% from 
5.6% over the same period (see Chart 2.3).  Growth in loans to the non-financial private corporate sector 
dropped from 4.6% at the end of 2010 to 1.1% a year later.  Chart 2.4 shows a further breakdown of lending 
to the five largest categories of corporate borrowers in the private sector.  During the year, lending to firms 
in the wholesale & retail trades, in real estate and in accommodation & food service activities expanded by 
EUR22.7 million,  EUR15.9 million and EUR13.4 million, respectively.  In contrast, loans to the transport 
& storage sector decreased by EUR24.7 million, while those to construction firms fell by EUR21.5 million.  
Growth in loans to households, which 
remained the largest single category 
of bank borrowing, remained almost 
unchanged, rising by 0.1 percentage 
point to 7.0% during 2011.  Mortgage 
lending, which makes up around 
four-fifths of loans to households, 
increased by 8.5%, the same rate 
as in 2010.  The remaining one-fifth, 
which covers consumer credit and 
other lending to households, grew 
by 1.2% during 2011. 

The weighted average interest rate 
charged by MFIs on loans to resi-
dents fell slightly by 1 basis point to 
4.71% during 2011.  Similarly, most 
MFI rates on new loans, considered 
much more volatile, declined.  The 

Table 2.5

Annual percentage changes; EUR millions

2009 2010 2011
Dec. Dec. Dec. Amount Absolute

outstanding change
Total credit to other residents 7.2 5.1 4.4 8,550.5 362.4
Credit to the non-bank private sector 6.6 5.4 4.0 7,805.2 301.6
Credit to the non-bank public sector 13.8 1.4 8.9 745.3 60.8
Total loans 7.5 5.2 4.2 8,294.5 331.6

Source: Central Bank of Malta.

(1) Credit to other residents consists mainly of loans and holdings of securities, including equities, issued by the non-bank 
private sector and public non-financial companies, and financial derivatives.  Interbank claims are excluded.  

                      2011
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Table 2.4

Annual percentage changes; EUR millions 
2009 2010 2011
Dec. Dec. Dec. Amount Absolute

outstanding change
Total credit 9.4 5.8 6.1 10,903.9 624.8
Credit to general government 19.1 8.5 12.6 2,353.4 262.4
Credit to other residents 7.2 5.1 4.4 8,550.5 362.4
Source: Central Bank of Malta.

                      2011

CREDIT TO RESIDENTS OF MALTA
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major declines were observed in 
rates charged on lending to house-
holds for house purchases, which 
dropped by 77 basis points to 5.04%, 
and on rates on loans to non-finan-
cial corporations, which declined by 
58 basis points to 4.28%.  In con-
trast, an increase was registered in 
overdraft rates charged to house-
holds, which rose by 37 basis points 
to 6.12%, while a smaller increase 
was also recorded in overdraft rates 
paid by non-financial corporations 
(see Table 2.6).  

Credit market conditions continued 
to be monitored through the quarterly 
Bank Lending Survey (BLS).6  Credit 
standards applied on loans to enter-
prises and to households remained 
virtually unchanged throughout 2011.  No changes were reported except for a slight tightening in lending 
to enterprises in the first quarter, and a slight easing in the following quarter.  Small declines in demand for 
business loans and consumer credit, with a concurrent increase in demand for mortgages, were generally 
reported during the year.

Meanwhile, credit granted by resident MFIs to other residents of the euro area expanded substantially dur-
ing the year, rising by EUR983.1 million, or 23.5%, to EUR5.2 billion.  This mainly reflected an increase in 
holdings of debt securities by internationally-oriented banks. 

6  The BLS gauges credit demand and supply conditions.  The Central Bank of Malta began to survey a sample of Maltese banks in 2004.  
Since January 2008, the BLS is carried out as part of a quarterly exercise conducted by the Eurosystem across the entire euro area.
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Table 2.6

Percentages per annum; weighted average rates for the period

2009 2010 2011
Dec. Dec. Dec.

New business
Households and NPISH
Overdrafts(2) 6.44 5.75 6.12
Loans
Lending for house purchases 3.52 3.43 3.38
Consumer credit(3) 6.02 5.81 5.04
Other lending 5.56 5.86 5.60
Non-financial corporations
Overdrafts(2) 5.08 5.03 5.08
Loans 4.95 4.86 4.28

(3) Excludes bank overdrafts.
Source: Central Bank of Malta.

MFI INTEREST RATES ON NEW LOANS TO MALTESE RESIDENTS(1)

(1) Annualised agreed rates (AAR) on euro-denominated loans taken up by households and non-financial corporations.    
(2) For these instrument categories, interest rates are compiled on outstanding amounts but treated as new business indicators 
due to the large number of inflows and outflows.
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Other counterparts 
During 2011 resident MFIs’ external counterparts, which consist of net claims on non-residents of the euro 
area, declined by EUR344.7 million, or 4.2% (see Table 2.7). This is a significant drop compared with the 
23.1% rise recorded in 2010.  Transactions carried out by internationally-oriented banks had a major impact 
on these developments.  

MFI claims on non-residents of the euro area contracted by 2.0% during the year under review, as against 
the 20.4% increase registered in 2010 when one new credit institution began operations.  On the other hand, 
resident MFIs’ liabilities to non-residents of the euro area fell by 1.2%, considerably less than the 19.4% rise 
during the previous year. 

Other counterparts (net), which tend to be heavily influenced by interbank transactions within the euro area, 
expanded by EUR413.8 million, or 3.1%, once again much lower than the 20.8% recorded during 2010. 

The money market
Trading in Treasury bills continue to dominate money market activity in Malta. During 2011 the Treasury 
issued EUR884.9 million worth of bills, down from EUR1.2 billion in the previous year. Three-month bills 
accounted for around 56% of total issues, while six-month and nine-month bills amounted to 21% and 
15% of the total, respectively.  One-month bills accounted for the remainder.  Domestic banks took up 
approximately 80% of total issues, 
around the same proportion as in 
2010, whereas money market funds 
(set up by Maltese banks) and insur-
ance companies bought most of the 
remainder.  

In the primary market, the yield on 
three-month Treasury bills rose dur-
ing most of the year, reaching a peak 
of 1.64%.  It fell sharply in December, 
mirroring a drop in primary market 
issuance, so that by the end of year it 
stood at 0.82%, 16 basis points below 
its end-2010 level (see Chart 2.5).

Turnover in the secondary market 
for Treasury bills declined sharply 
to EUR36.2 million, from EUR203.5 
million in the previous year. This was 

Table 2.7

EUR millions; percentage changes on the previous quarter 
2010 2011
Dec. Dec. Amount %

External counterparts 8,184.1 7,839.4 -344.7 -4.2
Claims on non-residents of the euro area 29,907.6 29,299.4 -608.2 -2.0
Liabilities to non-residents of the euro area 21,723.5 21,460.0 -263.5 -1.2
Other counterparts (net)(2) 13,280.3 13,694.1 413.8 3.1

Source: Central Bank of Malta.

(1) Figures show the contribution of Maltese MFIs to the euro area totals.  

EXTERNAL AND OTHER COUNTERPARTS(1)

(2) Includes net interbank claims/liabilities. 
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partly a reflection of reduced primary market activity. However, the period under review saw a shift in inves-
tor behaviour as investors preferred to hold bills to maturity. Around 90% of all trades involved the Central 
Bank of Malta in its role as market-maker, with Bank purchases and sales amounting to EUR29.3 million and 
EUR3.0 million, respectively.

Secondary market yields during the year initially rose and then declined, largely mirroring changes in Euro-
pean Central Bank (ECB) official rates. The yield on domestic three-month bills ended December 3 basis 
points higher than in 2010, at 0.97%. On the other hand, the three-month benchmark euro area yield dropped 
sharply to close the year marginally above the zero level.7  As a result, the difference between the two, which 
stood at 68 basis points at the end of 2010, widened to 112 points a year later (see Chart 2.5).

The capital market
Net issues of long-term debt securities on the domestic primary market during the year amounted to 
EUR495.3 million, down from EUR576.0 million in the previous year (see Table 2.8). 

On a net basis, issues of long-term government debt increased by EUR52.4 million to EUR439.3 million.  
Together with the reduced issuance of Treasury bills mentioned above, this implies a shift towards long-term 
debt, in an environment of comparatively low yields. However, net issues by the corporate sector sharply 
declined to EUR56.0 million from EUR189.1 million in the previous year, partly in response to a tightening 
of listing requirements.

Total gross issues of long-term government debt amounted to EUR727.7 million.  This includes debt issued 
in terms of a switch to convert bonds maturing in 2012 into longer-dated securities.  In February, May and 
November, the Government issued bonds with maturities ranging from two to 20 years, for a combined value 
of EUR569.6 million.  Over half was allotted to retail investors at fixed prices.  In turn, nearly three-quarters 
of these were bought by resident households, reflecting strong demand for fixed income government securi-
ties at a time of relatively low bank deposit rates.  Meanwhile, banks bought around 72% of bonds sold by 
auction, with the rest purchased mainly by insurance companies. 

7   The benchmark euro area yield is a representative rate covering the main secondary market three-month securities issued within the 
euro area, including those issued by the German and French governments.

2009 2010 2011
Government
Total issues (2) 456.2 578.0 727.7
Redemptions (3) 208.0 191.1 288.4
Net issues 248.2 386.9 439.3
Corporate sector
Total issues 294.9 299.0 60.4
Redemptions (3) 30.0 109.9 4.4
Net issues 264.9 189.1 56.0
Total net issues 513.1 576.0 495.3

(2) Data exclude MGSs that were issued directly to the Foundation for Church Schools.  These amounted to EUR13.7 million in 
2009, EUR0.4 million in 2010 and EUR3.3 million in 2011. Total issues in 2011 include the creation of EUR158.1 million 4.3% 
MGS 2016 (IV) issue as part of the MGS Switch Auction Programme.
(3) Redemptions include debt securities bought back by the issuer. Data for 2011 include the cancellation of EUR159.9 million 
5.7% MGS 2012 (III) issue as part of the MGS Switch Auction Programme.
Sources: Central Bank of Malta; MSE; Treasury.

Table 2.8
ISSUES OF LONG-TERM DEBT SECURITIES(1)

EUR millions

(1)  Banks, non-monetary financial institutions and public non-financial companies are included with corporate issuers.  Long-
term securities are those with an original term to maturity exceeding one year, and include preference shares.
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In December the Treasury launched a three-year MGS switch auction programme, through which stock 
maturing in 2012 was converted into a new EUR158.1 million MGS issue, offering a lower coupon rate and 
maturing in 2016. The programme attracted strong demand from investors, the overwhelming majority of 
whom were financial institutions. 

The value of corporate debt securities in the primary market dropped to EUR60.4 million in 2011 from 
EUR299.0 million in the previous year, as only three bonds were launched compared with 15 in 2010. Issued 
by banks, these bonds have terms to maturity ranging between four and seven years and were overwhelm-
ingly subscribed to by the public.

Following increased activity in the primary market, turnover in the secondary government bond market 
surged to EUR405.2 million in 2011 from EUR278.7 million in 2010 (see Table 2.9). The Central Bank of 
Malta, acting as market-maker, accounted for around 63% of the value traded, dealing mostly in securities 
with maturities up to five years.

Domestic government bond yields generally rose during the first half of 2011, extending the upward trend 
that had begun mid-way in 2010.  They eased somewhat thereafter, before fluctuating quite sharply in the 
final quarter of the year.   

The yield on five-year government securities rose by 7 basis points to 3.23% (see Chart 2.6). On the other 
hand, the corresponding benchmark 
euro area government bond yield 
dropped by 59 basis points, mainly 
reflecting developments in German 
bunds, ending the year at 1.56%.8  
As a result, the spread between the 
two increased by 67 basis points to 
167 points.

Meanwhile, the yield on ten-year 
domestic government bonds 
reached a high of 4.76% in March 
2011, before generally declining.  By 
December it had fallen by 14 basis 
points from end-2010, to 4.30%. 
Similarly, the benchmark ten-year 
yield in the euro area declined, but 
at a faster pace, falling by 71 basis 
points and ending the year at 2.65%. 
Thus, the sovereign spread on ten-

8   Euro area yields are based on AAA-rated central government bonds.
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SECONDARY MARKET TRADING IN MALTA GOVERNMENT STOCKS

2009 2010 2011
Central Bank of Malta purchases 90.7 144.5 163.3
Central Bank of Malta sales 112.0 82.8 91.2
Other deals(1) 56.3 51.4 150.7
Total 259.0 278.7 405.2

Sources:  Central Bank of Malta; MSE.

Table 2.9

EUR millions

(1) Including deals effected by the Bank's broker on behalf of Government Sinking Funds, the Maltese Episcopal Conference and the MSE.
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year debt also widened, adding 57 
basis points to 165 points.

Activity in the secondary market 
for corporate bonds declined dur-
ing 2011, as turnover decreased by 
EUR6.2 million to EUR34.2 million.  
Around three-quarters of total trad-
ing was concentrated in 17 bonds, 
out of a total of 46 listed securities.  
On average, corporate bond yields 
increased over the year.

Turnover in the equity market 
increased to EUR37.6 million in 2011 
from EUR36.2 million in 2010, with 
bank shares accounting for most of 
the transactions.  

In January 2011, the Malta Stock Exchange share index reached its highest point since 2009, but then 
steadily fell back.  As a result, over the year as whole, the index dropped by 18.2%, ending December at 
3,094.80 (see Chart 2.7). 
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3.  OUTPUT, EMPLOYMENT AND PRICES1

The Maltese economy continued to expand during 2011, though at a somewhat slower pace than in 2010. 
Net exports were the main driver of growth as domestic demand declined, reflecting lower investment and 
movements in the inventories component, which also includes the statistical error.

The production-based approach to gross domestic product (GDP) showed that gross value added (GVA) 
increased in most sectors, but particularly in services. The wholesale & retail sector and the financial ser-
vices sector were the main contributors to this increase.

Gross domestic product 
Real GDP growth decelerated slight-
ly during the year to 2.1%, from 2.3% 
in 2010.  Economic expansion was 
positive in the first three quarters of 
the year, with the annual growth rate 
peaking at 3.1% in the second quar-
ter.  In the last quarter of 2011 growth 
was marginally negative at 0.1%.  As 
Chart 3.1 shows, the growth rate in 
Malta continued to broadly follow the 
same path as that of the euro area.2  
In 2011, however, Malta’s growth rate 
exceeded that of the euro area by 0.7 
percentage point.

Malta’s net exports remained posi-
tive for the second consecutive 
year.  In fact, their share of real GDP 
increased on a year earlier.  Domes-
tic demand contracted slightly, as 
a drop in private investment and a 
substantial fall in inventories off-
set the impact of an acceleration in 
private and government consump-
tion expenditure (see Chart 3.2 and 
Table 3.1).3

Domestic demand 
Private consumption recovered 
strongly, with an annual growth rate of 
3.1% following two years of decline. 
The rate of growth was strongest in 
the first half of the year, but then fell 
to -0.3% in the last quarter. The over-
all contribution to real GDP growth 
turned positive in 2011, at 2.0 per-
centage points. The upturn in private 

1   The cut-off date for data on GDP, industrial production and unit labour costs included in this Chapter is 9 March 2012.
2   Annual real GDP growth rates for the euro area reported in this Chapter differ from those provided elsewhere in this Report.  To maintain 
comparability with data for Malta, euro area figures used in this Chapter are not seasonally adjusted.
3   The figure for inventories also includes acquisitions and disposal of valuables, as well as statistical discrepancies that arise from the 
reconciliation of the three methods of measuring GDP, namely the production, income and expenditure methods. 
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consumption appeared to be consistent with developments in real disposable income, which recovered from 
two years of decline mainly as a result of higher employee compensation.

Government consumption also expanded at a notable rate of 3.9% compared with 0.6% in 2010. It contrib-
uted 0.8 percentage point to real GDP growth. Nominal data suggest that the expansion emanated mainly 
from intermediate consumption in the health and education sectors and, to a lesser extent, from compensa-
tion to government employees. 

Gross fixed capital formation (GFCF) dropped by 13.4% in 2011 after increasing by 9.8% in the previous 
year.  Its contribution to real growth was a negative 2.0 percentage points, in contrast to the previous year 
when it boosted growth by 1.4 points.  

Nominal data indicate that the drop in investment was mainly attributed to the private sector.  This decline 
was particularly pronounced in the transport and energy sectors, which had recorded one-off transactions 
a year earlier. Construction investment was also lower on an annual basis.  Meanwhile government invest-
ment increased during the year under review, predominantly in the construction category, mainly reflecting 
road works and further development of industrial zones. 

Changes in inventories, which are heavily influenced by the statistical discrepancy, became more negative. 
This item was equivalent to -2.6% of GDP, compared with -1.8% in 2010, and had an adverse impact on real 
GDP growth of 0.9 percentage point.

External demand 
Export of goods and services slowed down to a growth rate of 1.0% following an increase of 17.7% in 2010.  
On the basis of nominal data, it was observed that re-exports of oil contributed significantly to the rise in 
exports in 2011.  Machinery and miscellaneous manufactured articles also rose, while food products and 
chemicals registered a small decline. Export receipts were also boosted by the contribution of the service 
industries, including tourism, trade-related and financial services. 

2008 2009 2010 2011

Private final consumption expenditure 5.1 -1.4 -1.7 3.1
Government final consumption expenditure 12.3 -1.3 0.6 3.9
Gross fixed capital formation -21.2 -17.5 9.8 -13.4
Changes in inventories (% of GDP) -0.3 -0.1 -1.8 -2.6
Domestic demand 3.0 -3.7 -1.4 -0.1
Exports of goods & services 1.6 -10.5 17.7 1.0
Imports of goods & services 0.6 -11.3 13.7 -1.0
Gross domestic product 4.1 -2.7 2.3 2.1

Private final consumption expenditure 3.4 -0.9 -1.1 2.0
Government final consumption expenditure 2.3 -0.3 0.1 0.8
Gross fixed capital formation -4.5 -2.8 1.4 -2.0
Changes in inventories 1.9 0.2 -1.8 -0.9
Domestic demand 3.0 -3.8 -1.4 -0.1
Exports of goods & services 1.8 -10.9 17.0 1.1
Imports of goods & services -0.7 12.0 -13.2 1.0
Net exports 1.1 1.1 3.7 2.2
Gross domestic product 4.1 -2.7 2.3 2.1
Source: NSO.

Table 3.1
GROSS DOMESTIC PRODUCT AT CONSTANT PRICES 

                 Annual percentage changes

                   Percentage point contributions 
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On the import side a decline of nearly 
1.0% was registered over the year. 
In nominal terms imports increased 
across all categories, particularly 
that related to fuel. The divergent 
trend in real and nominal growth of 
imports reflected a notable rise in the 
import price index.   

Nominal GDP
Nominal economic growth decelerat-
ed to 4.4% from 5.4% in the previous 
year.  An analysis of GDP from the 
income side indicates that growth in 
compensation to employees acceler-
ated to 3.1% in 2011 from 2.0% in 
the previous year. Higher levels of 
compensation were observed across 
all sectors, with the strongest gains 
in absolute terms recorded in public administration and manufacturing.  Gross operating surplus & mixed 
income increased by 4.5%, following a 10.2% increase in 2010 (see Chart 3.3).  

GDP based on output developments shows that nominal GVA grew at a decelerating pace of 3.8%, com-
pared with 5.7% in 2010.  GVA contributed 3.3 percentage points to nominal GDP growth, with the remaining 
1.1 percentage points being attributed to taxation on products (see Table 3.2).

On a sectoral level, all major sectors contributed to nominal GDP growth, except mining & utilities, which 
registered negative growth, and the construction sector, where value added was broadly unchanged from 
the previous year’s level. The manufacturing sector contributed half a percentage point to nominal GDP 
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Table 3.2

Percentage points

2008 2009 2010 2011
 Agriculture, forestry & fishing -0.4 0.2 0.0 0.1
 Mining & quarrying; utilities -0.2 0.8 0.0 -1.3
 Manufacturing 1.1 -2.4 0.8 0.5
 Construction 0.4 -0.3 -0.1 0.0
 Wholesale & retail trade; repair of motor vehicles;  
       transportation; accomodation & related activities  
 Information & communication 0.4 -0.3 -0.1 0.4
 Financial & insurance activities 0.0 1.3 1.4 0.9
 Real estate activities 0.2 0.1 0.2 0.2
 Professional, scientific, 
       administrative & related activities 
 Public administration & defence;  
       education; health & related activities 
 Arts, entertainment; household repair  
       & related services 
 Gross value added 7.1 -0.9 4.9 3.3
 Net taxation on products 0.1 0.6 0.4 1.1
 Annual nominal GDP growth (%) 7.2 -0.3 5.4 4.4
 Source: NSO. 

CONTRIBUTION OF SECTORAL GROSS VALUE ADDED TO NOMINAL GDP GROWTH 

0.3 -1.1 1.1 0.9

0.6 0.6 0.5 0.5

3.4 -0.6 0.2 0.5

1.2 0.8 1.0 0.7
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growth, somewhat less than in the previous year, as GVA growth in the sector eased to 4.6% from 7.1% 
in 2010. 

Services remained the main driver of growth in GVA and contributed over 4 percentage points to nominal 
GDP growth. The categories comprising wholesale & retail trade, transportation & accommodation and 
finance & insurance were important contributors to growth with an overall contribution of 1.8 percentage 
points.   

The arts & entertainment and the professional & scientific activity sectors recorded faster growth in GVA 
during the year and made a combined contribution of a percentage point.  The level of GVA in the informa-
tion & communication sector rebounded and increased by 8.9% after two consecutive years of decline.  This 
upturn reflected stronger activity in computer programming, consultancy and related areas.  Consequently, 
the contribution to nominal growth from this sector turned positive, reaching 0.4 percentage point. 

The real estate sector continued to expand at a more moderate pace, with its contribution to nominal GDP 
growth remaining stable at 0.2 percentage point.  

Industrial production4  
After registering a strong recovery in 2010, industrial production grew at a relatively slow pace in 2011. Over-
all growth rate stood at 0.2% compared with 7.3% in the previous year (see Table 3.3).  Production in manu-
facturing, which constitutes over nine-tenths of total industrial production, was unchanged in volume terms 
from the level registered in 2010.  In the energy sector, production rose by 2.7% after having contracted in 
2010.  Reflecting the sluggish conditions in the construction sector, the volume of production recorded by 
the mining & quarrying sector continued to decline.  It fell by a further 9.2% in 2011 after a substantial drop 
of 22.6% in 2010. 

With regard to the various sub-sectors of manufacturing, rubber & plastic products and textiles increased, 
but at a slower pace than in 2010.  Production of electrical components and food products, which together 

4   Industrial production data are based on a sample of firms engaged in quarrying, manufacturing and energy production.  

INDUSTRIAL PRODUCTION 
Percentages; annual average percentage changes

Shares 2009 2010 2011
Industrial production 100.0 -14.6 7.3 0.2

Manufacturing 91.4 -15.4 8.3 0.0
Of which:
Computer, electronic & optical products  18.5 -16.0 27.8 0.1
Food products 10.2 -5.5 -12.1 0.9
Wearing apparel 6.5 -30.2 -12.3 -5.8
Rubber & plastic products 6.2 -26.6 17.4 7.5
Basic pharmaceutical products & pharmaceutical preparations 5.5 -7.5 23.8 -5.2
Textiles 5.2 -2.6 37.1 4.9
Repair & installation of machinery and equipment 5.0 -39.5 -16.6 -28.8
Beverages 4.6 -8.4 1.1 3.6

Energy 8.0 -4.8 -2.4 2.7
Electricity, gas, steam & air conditioning supply 7.4 -4.8 -2.5 2.6
Water collection, treatment and supply 0.6 -5.1 -1.6 3.1

Mining and quarrying 0.6 -4.9 -22.6 -9.2
Sources: NSO and Eurostat.

Table 3.3
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make up nearly three-tenths of the total, rose slightly with food production registering a gain after two con-
secutive years of contraction.   On the other hand, production fell further in the wearing apparel and repair & 
installation of machinery and equipment sub-sectors.  Production of pharmaceutical products also fell during 
2011, after having increased markedly in the previous year.  

Data on manufacturing sales show that turnover increased by an average of 0.4% in 2011, compared with a 
rise of 14.1% in 2010.5  The growth in sales was primarily driven by exports, which were up by 1.0%.  Domes-
tic sales rose at a more modest rate of 0.2%.  Both the number of employed persons in the manufacturing 
sector and average compensation levels recovered from the decline recorded in 2010, rising by 1.4% and 
3.4% respectively.  This was reflected in a 4.8% increase in the sector’s overall wage bill.   

Tourism
During 2011 the tourism sector maintained its positive trend, with a further increase in the number of arrivals 
and in the level of tourism earnings.  Tourist arrivals, in fact, rose by 5.6%, reaching the highest level since 
the introduction of survey based statistics, although the growth rate was lower than that registered in 2010 
when the sector had recovered strongly from the previous year’s downturn.6  

The improvement in tourist arrivals was especially apparent in the first four months of the year, followed by 
more moderate growth rates during the remainder of the year.  The relatively stronger performance partly 
reflects the impact of developments in North Africa, which discouraged travel to a number of neighbouring 
destinations.  It also reflects a base effect owing to the disruption to international travel caused by the erup-
tion of an Icelandic volcano in April 2010. The growth in tourist arrivals to Malta fell below the 8.1% average 
growth registered in the Southern/Mediterranean Europe region as a whole.7

There was a moderate shift in the relative shares of Malta’s tourist markets during 2011. However, the United 
Kingdom remained the largest source, accounting for almost a third of the year’s total.  Arrivals from that 
country rose by 5.9% over the previous year.  The second largest market, Italy, saw visitors drop by 8.2%, 
with their share falling from 16.3% to 14.2% in 2011 as a result.  At the same time, arrivals from Germany, 
another major source market, registered an increase of 6.7%. The number of tourists from France also rose 
strongly, by 19.8%. On the other hand, arrivals from Spain reversed the positive growth seen previously and 
dropped by 6.9%, in part reflecting a downward review by the Spanish Government of financial programmes 
to enable students to study English in foreign countries such as Malta (see Table 3.4). 

5   Eurostat statistics on industrial sales, employment and wages & salaries are compiled from a representative sample of approximately 
400 enterprises, which are then grossed up to represent the entire industrial population.
6   The NSO introduced a survey of inbound tourists referred to as “Departing Tourists” in April 2004.
7   See United Nations World Tourism Organisation, World Tourism Barometer January 2012.

Table 3.4

Thousands
2009 2010 2011

Tourist departures(1) 1,182.5 1,336.4 1,411.7
UK 398.5 415.2 439.7
Italy 161.7 217.7 199.8
Germany 127.4 126.2 134.6
France 71.9 86.5 103.7
Scandinavia(2) 66.8 92.8 93.0
Spain 45.3 67.8 63.1
Others 310.9 330.2 377.8
Cruise passengers 419.6 474.9 541.6
(1) Includes departures by air and by sea. Cruise passengers are shown separately. 
(2) Scandinavia includes Denmark, Finland, Norway and Sweden.
Source: NSO.

TOURIST AND CRUISE PASSENGER ARRIVALS
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Malta International Airport data (MIA) 
on passenger movements provide fur-
ther evidence of the continued expan-
sion in tourism activity in 2011: arrivals, 
which do not distinguish between resi-
dents and non-residents, and aircraft 
landings were, respectively, 6.0% and 
9.2% higher than in 2010. 

The growth in arrivals was accompa-
nied by a higher level of tourism expen-
diture, although the latter increased to 
a lesser extent than in 2010 (see Chart 
3.4).8  Spending on package holidays 
increased by 13.1% and was the main 
contributor to the overall increase of 
8.8%. Spending on non-package holi-
days, composed of accommodation 
and travel, rose marginally, by 1.5%. 
Meanwhile, the “other” component of tourist expenditure increased by 10.5%.  

The number of nights stayed by tourists rose by 4.8%, broadly in line with the growth in numbers.  As a result, 
the average length of stay was unchanged at 8.3 nights in 2011.  

An industry survey covering the first three quarters of 2011 also reports an increase in guest nights stayed 
and additional income flows from accommodation services.9  This, in turn, generated higher gross operating 
profit for hotels.  According to the same survey, 4-star hotels reported the fastest rise in average achieved 
room rates, while the increase in 5-star hotels was more contained.  In contrast, 3-star hotels registered a 
drop in averaged achieved room rates. In this context, Harmonised Index of Consumer Prices (HICP) data 
on prices of accommodation services also show a marginal rise during 2011.  

The rise in nights stayed during the year translated into improved occupancy rates across all hotel cat-
egories.  National Statistics Office 
(NSO) data indicate that overall hotel 
occupancy rates in 2011 grew by 
2.1 percentage points over 2010, to 
54.9%.  The 4-star category contin-
ued to record the highest occupancy 
rate, which went up by 2.7 percent-
age points to 63.0% (see Chart 3.5).  
Meanwhile, occupancy in 5 and 
3-star hotels were each up by 1.5 
percentage points on their year-ago 
levels.  On the other hand, occupan-
cy in the lower end categories regis-
tered a drop.  These data are largely 
supported by findings of the industry 
survey referred to earlier covering 
the first three quarters of 2011, which 
indicate slightly improved occupancy 
in all hotel categories, with the high-
est rates reported by 4-star hotels.  

8   Total expenditure is composed of package, non-package and “other”. Non-package spending is sub-divided into spending on accom-
modation and travel, while the “other” component captures any additional expenditure that tourists incur during their stay in Malta. 
9   See BOV MHRA Survey – Q3 2011.  
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The year under review was also positive for cruise generated tourism activity. At 311, the number of port 
calls by cruise ships was 36 more than in 2010. Concurrently, cruise passenger arrivals rose by 14.0% to 
just below 542,000 (see Table 3.4).  

Construction 
In 2011, the output of the construction sector increased by 0.6%.  Because of the rise of 1.6% in the sector’s 
intermediate consumption, the sector’s GVA dropped by 1.1% in nominal terms, compared with a decline of 
3.3% in 2010.  Consequently, the sector’s share in nominal GDP contracted further (see Table 3.5).  

The drop in the sector’s GVA during 2011 was reflected in a contraction of 2.2% in the profit element, and an 
increase of 0.2% in employees’ compensation. 

Average employment in private sector construction was unchanged in the first nine months of 2011 com-
pared with the corresponding period of 2010, when it had dropped by 5.1%.  In the public sector, a drop 
of 4.7% in employment was registered.  As a result, in the first nine months of 2011, total employment in 
construction fell by 1.5% (see Table 3.5).  The industry’s share of the total gainfully occupied population also 
declined, to 8.1%.  

Nominal data on GFCF show an almost unchanged level of investment in construction during 2011, com-
pared with a 2.4% increase in the previous year.  Within the sector, the non-dwelling category showed a 
year-on-year rise of 2.9% over 2010.  However, investment in this category was heavily influenced by work 
on the Valletta City Gate project.  Government spending on non-dwelling investment during 2011 rose by 
20.6%, while private sector expenditure in this category dropped by 6.1%. 

In the housing sector, investment in construction was undertaken solely by the private sector. During the 
year it dropped by a further 5.4%, after recording a decline of 13.3% in 2010.  Reflecting the weakness of 
the housing market, the number of dwelling permits issued by the Malta Environment & Planning Authority 
(MEPA) continued to decrease, registering a fall of 11.0% in 2011 following a decline of 16.1% in 2010.  The 
reduction over the last two years probably reflects both a tightening of planning policy and a slowdown in 
construction activity.

Residential property prices10

The Bank’s index of advertised residential property prices increased on average by 1.3% in 2011, after hav-
ing risen by 1.1% in 2010. From the trough in the first quarter of 2009, the annual rate of change of property 
prices followed a generally upward path to peak in the last quarter of 2011 (see Chart 3.6). 

10   The latest data available from the NSO relate to the first quarter of 2010. This analysis of property price movements is based on the 
Central Bank of Malta’s residential property price index, which tracks movements in residential property prices compiled from newspaper 
advertisements sampled each month.  The NSO publishes a separate quarterly index based on monthly information obtained from con-
tracts of sale registered with the Inland Revenue Department.  The Bank’s index is divided into eight dwelling categories, while properties 
are sorted into three categories in the NSO statistics. The latest data available from the NSO relate to the first quarter of 2011. 

Table 3.5

2008 2009 2010 2011
Gross value added (EUR millions) 244.9 228.7 221.1 218.7
Share of gross value added in GDP (%) 4.2 3.9 3.6 3.4
Total employment 11,979 12,739 12,235 12,051
Private employment 8,811 8,901 8,449 8,444
Share in total gainfully occupied population (%) 8.2 8.8 8.4 8.1

Source: NSO.

CONSTRUCTION ACTIVITY INDICATORS(1)

(1) Employment data are averages for the first nine months of the year.
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Property price inflation was negative 
in the first quarter of 2011, before 
turning slightly positive in the sec-
ond.  The index then accelerated 
through the second half of the year, 
rising by 6.1%, year-on-year, in the 
last quarter.  At the end of the year, 
the index was at its highest level 
since 2008.  

The rise in property prices over the 
year as a whole was due to higher 
asking prices for apartments and, to 
a lower extent, maisonettes, which 
enter the sample in both shell and 
finished form. In recent quarters, the 
rate of change in maisonette prices 
has fluctuated around a slightly ris-
ing trend. Prices of apartments, 
which made up around 60% of the 
sampled properties, recovered, ris-
ing by an average of 4.0% over 
2010.  Nonetheless, the price index 
for this category remains below 
that of 2007. In addition, the prices 
of maisonettes grew by an annual 
1.7% (see Chart 3.7).  

On the other hand, prices of dwell-
ings in the “other” category, which 
consists of town houses, houses 
of character and villas, and which 
account for almost a fifth of sampled 
properties, dropped by 2.5%. Within 
this relatively volatile category, ask-
ing prices for houses of character 
and villas fell, while those of town 
houses increased. In addition, during 
2011 asking prices for terraced houses fell marginally over their year-ago level.  

An indication of activity in the housing market can be obtained from the number of advertised properties in 
the Bank’s sample, which, in 2011, was practically unchanged from 2010.  

The labour market11

The number of persons in employment increased progressively during 2011, while unemployment generally 
eased.  

Employment
Labour Force Survey (LFS) data up to the third quarter of the year point to an average annual growth rate in 
employment of 2.7% between January and September. In the same period of the previous year the growth 
rate was lower at 1.8% (see Table 3.6). As a result, the employment rate increased by 1.5 percentage points 

11   This section draws mainly on labour market statistics obtained from two sources.  The LFS is a household survey conducted by the 
NSO on the basis of definitions set by the International Labour Organisation and Eurostat, while Employment and Training Corporation 
(ETC)’s findings are computed from administrative records compiled according to definitions set by domestic legislation on employment 
and social security benefits.
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to 57.6%, with the female category, which benefitted from the introduction of tax related relief schemes, ris-
ing by 1.8 points.12

 
The increase in the number of jobs was broad based, but growth was strongest in full-time employment, 
which went up by 2,566 on an annual basis. In addition, part-time employment increased by 1,465 on a year 
earlier, while those working on reduced hours rose more moderately. 

In the first three quarters of 2011, the labour force also increased on the same period of 2010, albeit at a 
more modest pace than employment, on account of a contraction in the number of unemployed. In turn, as 
the labour force expanded at a faster rate than the working age population, the activity rate edged up to 
61.6%, thus adding 1.3 percentage 
points on a year earlier and reaching 
its highest level since the introduction 
of the survey in 2000.13  According to 
the LFS, the average female activ-
ity rate increased by 1.8 percentage 
points, while the rate for males rose 
by almost a percentage point.

The administrative records of the 
ETC also point to growth in employ-
ment.  The gainfully occupied popu-
lation, which consists of persons 
in full-time employment, posted 
annual gains throughout the first 
nine months of 2011. The rate of job 
creation was on an upward trend in 
the first half of the year, decelerating 
slightly during the third quarter (see 
Chart 3.8).  On average, full-time 

12   The employment rate measures the number of persons employed as a share of the population aged between 15 and 64 years. 
13   The activity rate measures the number of people in the labour force as a proportion of the working-age population.

LABOUR MARKET INDICATORS BASED ON THE LABOUR FORCE SURVEY(1) 

Persons; annual percentage changes

Jan.-Sep. Jan.-Sep. %
Working age population 351,340 354,608 0.9
Labour force 176,669 180,505 2.2
Unemployed 12,282 11,601 -5.5
Employed 164,387 168,904 2.7
By type of employment:
Full-time 143,729 146,295 1.8
Full-time with reduced hours 3,563 4,048 13.6
Part-time 17,095 18,560 8.6

Activity rate (%) 60.3 61.6 1.3
Employment rate (%) 56.1 57.6 1.5
Unemployment rate (%) 6.9 6.4 -0.5

(1) Figures are based on averages for the first three quarters.
Source: NSO.

Table 3.6

2010 2011 Annual 
change
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employment rose by 1.9% in the first nine months of 2011, with growth in the private sector outpacing that 
in the public sector in both absolute and percentage terms (see Table 3.7). The number of jobs in the private 
sector increased by an annual 2.3%, whereas public sector employment rose by 1.0%.

The increase in full-time private sector employment occurred mostly in market services, which went up by 
around 1,800, or 2.5%. Within this category, the largest absolute gains were recorded in the real estate, 
renting & business activities sector, in particular the “other business activities” category, which comprises 
a broad range of business and professional services, and in the computer & related activities category.  In 
addition, significant increases were registered in the land transport category within the transport, storage 
& communication sector, mainly reflecting the public transport reform. However, this was dampened by job 
losses in related supporting services, so that overall employment in the sector rose moderately.  The finan-
cial intermediation sector continued to generate new employment, with a 3.6% rise in full-time employees. 
New jobs were also created in the recreational, cultural & sporting activities sector, which includes remote 
gaming, and which forms part of the “other” category in Table 3.7.

Also within the private sector, employment in direct production rose by 572, or 1.8%, primarily reflecting 
increases across firms engaged in the manufacturing of transport equipment, electrical machinery and rub-
ber & plastic products. 

In the public sector, the number of full-time workers increased in the areas of health & social work and 
education.  These gains outweighed the impact of reductions in construction activity and in the air trans-

Table 3.7

Persons; annual percentage changes

2010 2011       Annual 
change 

Jan.- Sep. Jan.- Sep. %
Labour supply 152,918 155,116 1.4
Registered unemployed(2) 7,186 6,564 -8.7
Gainfully occupied 145,733 148,553 1.9
     Public sector 40,417 40,819 1.0
     Private sector 104,684 107,065 2.3

         Private direct production(3) 31,549 32,121 1.8
            Manufacturing 20,514 21,105 2.9
            Construction 8,449 8,444 -0.1

         Private market services 73,135 74,945 2.5
            Wholesale & retail 22,330 22,339 0.0
            Hotels & restaurants 9,457 9,467 0.1
            Transport, storage & communication 9,078 9,134 0.6
            Financial intermediation 5,664 5,868 3.6
            Real estate, renting & business activities                             14,030 14,966 6.7

               Other 12,577 13,171 4.7
Temporary employed 631 669 6.0
Part-time employees 50,199 52,561 4.7

            Part-time as a primary job 28,505 29,726 4.3
            Part-time holding a full-time job 21,694 22,835 5.3

(1) Figures are based on averages for the first nine months.

(3) This also includes employment in agriculture, fishing, mining & quarrying and electricity, gas & water supply.
Source: NSO.

LABOUR MARKET INDICATORS BASED ON ADMINISTRATIVE RECORDS(1)

(2) Statistics for all of 2011 are available for the number of registered unemployed. The average number declined by 6.9% between 
2010 and 2011.
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port sector as the restructuring of the 
national airline got under way, along 
with the ongoing removal of former 
shipyard employees hitherto clas-
sified as workers within the public 
sector. 

ETC data also show further growth 
in part-time employment. In the first 
nine months of 2011 this was around 
2,360, or 4.7%, higher over year-ago 
levels.  In this segment of the labour 
market, increases in employment 
were evenly spread across persons 
holding a part-time job in addition to 
their full-time job and those declaring 
part-time employment as their only 
job.

Unemployment
After having dropped significantly during most of 2010, the number of job seekers registered with the ETC 
declined further through June 2011, while the number increased slightly through most of the second half 
of the year. However, the decline on year-ago levels persisted, though at a decelerating pace (see Chart 
3.9). Over the year as a whole, the average number of unemployed persons fell by 6.9% compared with 
2010.  The number decreased across all age brackets.  In terms of the duration of registration, the drop 
was also broad based with the largest fall seen in long-term unemployment. 

Similarly, LFS data for the first three 
quarters show a drop in the number 
of unemployed (see Table 3.6).  The 
corresponding unemployment rate 
averaged 6.4%, half a percentage 
point below the level recorded in the 
same period of 2010.  

On a seasonally-adjusted basis, 
Eurostat data for Malta show that the 
unemployment rate was fairly stable 
during 2011, fluctuating within a nar-
row band of 0.1 percentage point 
around the year’s average of 6.5%, 
which was around half a percentage 
point below the previous year’s level 
(see Chart 3.10).
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BOX 1:  BUSINESS AND CONSUMER SURVEYS1 

Business and consumers’ confi-
dence indicators generally declined 
in 2011, although there were signs of 
improved sentiment towards the end 
of year.  

Industrial confidence surveys2

After having improved during the 
previous two years, perceptions in 
the manufacturing sector declined 
during 2011 (see Chart 1).  In fact, 
the seasonally-adjusted industrial 
confidence indicator turned nega-
tive in May and maintained a down-
ward trend as the year progressed, 
although confidence levels improved 
once again in the final two months.  
Over the course of the year, the 
index lost 16 percentage points, fall-
ing to -8 in December.

The deterioration in confidence was evident in all the components of the index.  In fact, production expecta-
tions decreased by 21 percentage points over the year, but nonetheless remained in positive territory for 
almost all of 2011.  The decline also reflected an accumulation of stocks of finished goods, especially in the 
second half of the year.  Meanwhile, order book levels decreased throughout the year.

Supplementary data show that employment growth expectations were much more optimistic in the first 
quarter of 2011 compared with the rest of the year.  While in the first half of the year a relative majority of 
respondents said that there were no factors limiting their production, in the second half of the year weak 
demand was regarded as the primary factor inhibiting production.  In addition, throughout the year respon-
dents anticipated a decrease in their selling prices.  

A breakdown of the main industrial groupings, available only in seasonally-unadjusted terms, shows that 
confidence worsened over the course of the year among producers of consumer and intermediate goods 
but improved among manufacturers of investment goods.  A closer look points to a fall in sentiment among 
manufacturers of computer & electronic equipment, machinery & equipment, rubber & plastic products, and 
wearing apparel.  On the other hand, there were confidence gains in the pharmaceutical sector.

Construction industry confidence surveys3  
Sentiment among construction firms was practically unchanged in the first five months of the year under 
review, before generally falling through October.  In the final two months of the year, however, the index 
improved somewhat, but remained in negative territory (see Chart 2).  The confidence indicator stood at 
-34 in December, only marginally lower than -33 recorded a year earlier.  This reflected a higher number of 
respondents expressing their intention to reduce the number of employees.  On the other hand, a smaller 

1   Since May 2010, survey data for industry, construction and services are being compiled according to the NACE Revision 2 classifica-
tion.  However, aggregates for each category are unlikely to be affected by this change in methodology.  The compilation of the consumer 
survey remained unchanged.
2   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, to current levels of order books 
and to stocks of finished products.
3   The construction confidence indicator is the arithmetic average of the 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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number of firms considered their cur-
rent order books to be below normal.  
Operators in the industry cited weak 
demand as the main obstacle to a 
recovery in building activity.

Services confidence surveys4

Within the services sector, after a 
general improvement during 2010, 
business optimism fluctuated in a 
narrow range in the first four months 
of 2011, before decreasing up to 
August (see Chart 3).  Thereafter, the 
confidence level improved.  Thus, 
while the balance of replies remained 
positive throughout the year, survey 
results show a decline in sentiment 
over the year as a whole, with a 
net loss of 14 points to reach 19 in 
December.

The overall decline in the index was propelled by a smaller balance of participants reporting an increase in 
current demand for services and a more favourable business situation.   In contrast, with regard to future 
demand, the number of respondents expecting higher demand increased.  This notwithstanding, survey 
data point to slower growth in employment.

Turning to a more detailed sectoral breakdown, available only in seasonally-unadjusted terms, firms 
operating in the accommodation sector, financial services, telecommunications, rental & leasing and the 
gambling & betting industry reported 
a worsening in business confidence 
compared with December 2010.  
Nonetheless, sentiment remained 
positive in financial services and 
improved among firms engaged in 
travel-related activities, program-
ming & broadcasting activities and 
the real estate sector.  

Consumer confidence surveys5 
The weakness in consumer senti-
ment evident in the previous two 
years persisted during 2011.  Con-
sumer confidence declined in the 
first four months of the year, before 
regaining some of its earlier losses 
(see Chart 4).  As a result, the index 

4   The services confidence indicator is the arithmetic average of the balances (in percentage points) of replies to survey questions relat-
ing to the business climate, the evolution of demand in the previous three months and demand expectations for the subsequent three 
months.  
5   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’ financial situation, their ability to save, the general economic situation and unemploy-
ment expectations over the subsequent 12 months.
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fell to -37 in December 2011 as 
against -34 in December 2010.  

At the end of 2011, consumers, on 
average, expected a deterioration in 
their own financial situation over the 
subsequent 12 months and were also 
more concerned about the general 
economic situation, compared with 
a year earlier.  Furthermore, respon-
dents’ spending intentions regarding 
major purchases, such as new cars 
and homes, were on average lower 
than in 2010. Nonetheless, consum-
ers were more optimistic about pros-
pects in the labour market and their 
ability to save in the year ahead.  
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Consumer prices

HICP14 
In 2011 the annual HICP inflation 
averaged 2.4%, compared with 
2.0% in 2010.  The average inflation 
rate moderated towards the end of 
the year.  Indeed, the year-on-year 
inflation rate followed a generally 
downward path, reaching its low-
est level in December at 1.3% (see 
Chart 3.11). 

Prices rose at a slower pace in Malta 
that in the euro area during most of 
2011.  As a result the inflation dif-
ferential turned negative, averaging 
-0.3 percentage point during the year 
as a whole.  

The increase in Malta’s average 
inflation rate between 2010 and 2011 was mostly influenced by food prices and, to a smaller degree, by 
non-energy industrial goods. On the other hand, there was an easing in the contribution of energy and 
services.

Nevertheless, energy remained the highest contributor to overall inflation in 2011, adding 0.8 point to the 
year’s inflation rate.  It remained elevated, averaging 11.8% during 2011 (see Chart 3.12).  

Following the previous year’s liberalisation measures, energy price inflation in Malta reflected more closely 
that in the euro area as a whole.  Higher international oil prices affected the transport fuel component signifi-
cantly. In addition, gas prices mark-
edly increased, though their impact 
on overall energy inflation was quite 
small.  Electricity and water tariffs 
remained unchanged from end-2010 
levels.  

Food prices, which account for just 
over a fifth of the HICP, registered 
an average annual growth rate of 
4.7% during 2011, fluctuating in a 
narrow range during the year. While 
domestic and euro area food prices 
followed a similar pattern during the 
year, local food inflation remained 
higher than in the euro area (see 
Chart 3.12).  

The processed and unprocessed food 
components showed annual aver-

14   In January 2011 the HICP weights were revised to reflect changes in household consumption patterns.  The weight of food remained 
almost unchanged at 20.5%.  In contrast, the share of non-energy industrial goods and services dropped by 0.1% and 0.2%, respectively, 
to 31.6% and 41.3%. On the other hand, the share allotted to energy rose from 6.3% to 6.6% in 2011.
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age growth rates of 4.0% and 5.9%, 
respectively, in 2011.  As can be seen 
in Chart 3.13, these contributed to 
food price inflation in broadly equal 
measures.  Developments in the pro-
cessed food category were mainly 
driven by prices of bread & cereals, as 
well as of milk, cheese & eggs.  At the 
same time the prices of meat, veg-
etables and fish & seafood, which are 
included in the unprocessed category, 
also increased substantially.

Services, which account for two-
fifths of the HICP, had an average 
inflation rate of 1.0% during the year 
as a whole (see Chart 3.14). Their 
contribution to the overall inflation 
rate declined to 0.4 percentage point 
compared with 0.6 point a year ear-
lier, driven by developments in the 
prices of communication and recre-
ation services.  The drop in prices of 
communication services seen since 
2009 persisted throughout 2011, 
driven by lower prices for telephony 
services. The prices of accommoda-
tion services and package holidays, 
which make up a substantial part of 
the recreation sub-index, also rose, 
but to a lesser extent than in 2010.  
On the other hand, the price of ser-
vices related to transport and hous-
ing increased substantially.  

Meanwhile, the decline in the price 
of non-energy industrial goods seen 
in 2010 was reversed in 2011. As a 
result the contribution of this category to the overall inflation rate was 0.4 percentage point higher than in 
2010 (see Table 3.8).   
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Table 3.8
CONTRIBUTIONS TO HICP INFLATION(1)

Percentage points

2009 2010 2011
Unprocessed food 0.8 0.0 0.4
Processed food including alcohol and tobacco 0.6 0.3 0.5
Energy -0.1 1.2 0.8
Non-energy industrial goods -0.1 -0.1 0.3
Services (overall index excluding goods) 0.7 0.6 0.4
HICP (annual average inflation rate) 1.8 2.0 2.4
(1)  Totals may not add up due to rounding.
Source:  Eurostat.
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RPI and core inflation 
The path followed by the Retail Price 
Index (RPI)  inflation broadly mirrored 
that of the HICP.  Thus, the 12-month 
moving average inflation rate of the 
RPI rose from 1.5% in 2010 to 2.7% 
during the year under review.  Fur-
thermore, the year-on-year rate mod-
erated in the course of the year and 
fell to 2.1% in December (see Table 
3.9 and Chart 3.15).15  

As in previous years, the divergence 
in the two indices was explained 
mainly by the exclusion of hotel 
accommodation prices from the 
RPI. Thus, the RPI inflation rate was 
below the HICP rate during the first 
quarter of the year, when room rates 
in hotels tended to exceed 2010 lev-
els. Thereafter, room rates were on average below the previous year’s levels and, as a result, RPI inflation 
exceeded the HICP measure.

During 2011, the food category became one of the main drivers of RPI inflation, contributing 0.8 point to 
the annual average inflation rate. The transport & communications category also played a larger role than 
in 2010, in part due to higher vehicle fuel prices, and contributed 0.7 point to headline RPI inflation in 2011. 

Moreover, housing related prices continued to increase throughout 2011, contributing 0.4 point to inflation. 
Prices for “other goods and services” also rose, adding 0.3 percentage point to the change in the overall RPI. 
In addition, the clothing & footwear category had no impact on inflation after posting a negative contribution 
of 0.3 percentage point during 2010.

15   Diverse patterns in inflation as measured by the HICP and the RPI reflect differences in the methodologies underlying the compilation 
of the two indices.  For instance, whereas RPI weights are based on expenditure by Maltese households, HICP weights also reflect tourist 
expenditure in Malta.  Thus, while the RPI excludes hotel accommodation prices, these have a significant weight in the HICP.  The RPI also 
allocates a larger weight to the food component.

Table 3.9
CONTRIBUTIONS TO RPI INFLATION(1)

Percentage points

Weights 2009 2010 2011
Food 21.23 1.5 0.2 0.8
Beverages & tobacco 6.09 0.3 0.1 0.1
Clothing & footwear 7.41 0.0 -0.3 0.0
Housing 7.61 0.2 0.2 0.4
Water, electricity, gas & fuels 3.36 0.4 0.8 0.1
Household equipment & house maintenance costs 6.59 0.0 0.0 -0.1
Transport & communications 22.76 -0.9 0.1 0.7
Personal care & health 8.57 0.2 0.2 0.1
Recreation & culture 9.28 0.1 0.2 0.1
Other goods & services 7.10 0.1 0.1 0.3
RPI (annual average inflation rate) 100.00 2.1 1.5 2.7
(1)  Totals may not add up due to rounding.
Source:  NSO.
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While the water, electricity, gas & fuels component added a marginal 0.1 percentage point to overall inflation 
compared with 0.8 point in 2010,16 other categories showed little or no change during 2011.

Since the annual RPI inflation rate is strongly influenced by various volatile components, such as food and 
water & electricity charges, underlying price pressures are gauged by the Bank’s core RPI inflation measure, 
which excludes such components.17 On this basis, the annual rate of underlying inflation rose to a peak of 
2.3% in November 2011 from 0.9% in December 2010.  The rate eased to 2.2% by the year’s end. The larg-
est contributor to core inflation in 2011 was the housing and “other goods and services”, which contributed 
0.7 and 0.6 percentage points, respectively.

Costs and competitiveness

Producer prices18

The industrial producer price index (PPI), which measures the price of goods at the factory gate, is com-
monly used to monitor inflationary pressures at the production stage.  Over the year, in Malta as in the euro 
area, producer price inflation was more volatile than consumer price inflation, although it followed a general 
downward trend for most of the period.

In the last quarter the PPI inflation rate was negative, reaching a low of -6.6% in October before rising to 
-3.9% by the end of the year.  Meanwhile the 12-month moving average rate of change was down to nil from 
1.3% a year earlier (see Chart 3.16).  

Turning to the components of the PPI, the drop in producer price inflation in 2011 largely resulted from a 
sharp easing in energy price inflation, which fell to 0.2% from 18.1% in 2010. This reflected the fact that ener-
gy tariffs were left unchanged compared with 2010, causing the contribution of this component to drop from 
4.1 percentage points to 0.1 point in 
2011.  Consumer good prices also 
contributed to the drop in producer 
price inflation in 2011. Inflation in this 
category decelerated to 1.4% during 
2011 from 3.2% a year earlier. 

On the other hand, prices of interme-
diate goods tended to decline during 
2011, although they fell more moder-
ately than in the previous year.  As 
a result, their contribution to over-
all producer price inflation became 
less negative, from -3.3 percentage 
points in 2010 to -0.3 point in 2011. 
Capital goods price inflation turned 
slightly negative.  However, this had 
no effect on the overall headline rate 
in view of its small weight. 

16   In the RPI, vehicle fuel prices are included only in the transport & communications component, whereas they form part of the energy 
component in the HICP.
17   The core inflation rate, as measured by the Bank, excludes one-off fluctuations and reflects developments only in those sub-indices of 
the RPI that show persistent price changes.  Currently, these are: housing, durable household goods, personal care & health, transport & 
communications and clothing & footwear.  
18   The PPI Index measures the prices of goods at the factory gate and is commonly used to monitor inflationary pressures at the pro-
duction stage. It monitors the ex-work sale prices of leading products as reported by a sample of 77 large enterprises accounting for over 
80% of total industrial turnover.  The index covers three areas of economic activity: mining & quarrying, manufacturing and the supply of 
electricity, gas & water.  Products are divided into five main groupings:  intermediate goods, capital goods, consumer durables, non-durable 
consumer goods and energy.  In turn, producer prices are divided between export and domestic markets for each of the groupings, with 
the bulk of the weight given to the export index.
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Labour costs
Most of the available indicators on labour costs point to more moderate increases during 2011.  

Central Bank of Malta estimates of wage inflation mainly based on data compiled from collective agreements 
show that wage growth on average slowed to 2.5% in 2011, after having remained generally stable at 4.2% 
over the previous three years (see Table 3.10). 

Private sector wage growth was estimated to have eased to 2.3% in 2011 from 4.2% in 2010, while in the 
public sector it was estimated to have decelerated to 2.9% from 5.2% in 2009.19 The surge in the latter 
had reflected notable pay increases received by civil servants and by University of Malta academic staff 
in that year. 

National accounts data show that overall compensation per employee in 2011 increased by 0.5% in nominal 
terms, following a drop of 0.4% in 2010.20  

Meanwhile, LFS results for the first 
three quarters, which are subject to a 
sampling error, reveal an increase in 
average annual salary per employee 
of 4.0% in 2011, following a rise of 
4.5% registered in the same period 
of 2010.

External competitiveness
Two major measures of Malta’s com-
petitiveness in overseas markets 
are the harmonised competitiveness 
indicator (HCI) and unit labour costs 
(ULC).

In 2011, the nominal and real HCI 
indices edged up in the first months, 
but declined in the subsequent 

19   These figures include only unionised employees covered by collective agreements. Since such employment constitutes less than half 
of the gainfully occupied population, these estimates may not be representative of developments in the overall economy. Wage estimates 
incorporate cost-of-living adjustments (COLA) but exclude overtime pay, production bonuses and all other allowances and income in kind.
20   Compensation per employee is the total remuneration, in cash or in kind, that is payable by employers to employees,  i.e. gross wages 
and salaries, as well as bonuses, overtime payments and employers’ social security contributions, divided by the total number of employees.  

Table 3.10
ESTIMATED CHANGE IN AVERAGE NEGOTIATED WAGES(1)

Annual percentage changes

2008 2009 2010 2011
Private sector 3.8 3.8 4.2 2.3
Public sector 5.0 5.2 4.4 2.9
Overall 4.2 4.2 4.2 2.5
(1) The average wage is computed as a weighted mean of the minimum average wage and the maximum average wage.
Sources: Central Bank of Malta; Department of Employment & Industrial Relations; Ministry of Finance, the Economy and 
Investment.
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period (see Chart 3.17).21 The nominal increase in the index during the first part of the year reflected 
exchange rate movements, more specifically the appreciation of the euro. In real terms the HCI grew less 
rapidly, reflecting the impact of lower inflation in Malta relative to its main trading partners. The divergence 
between the real and nominal mea-
sures became more pronounced 
after August, owing to an increas-
ingly favourable inflation differential 
in Malta compared with its trading 
partners. 

For the year as a whole, Malta’s 
nominal HCI depreciated by 0.2%. 
With domestic inflation running 2.2 
percentage points below that of its 
trading partners, the net effect was 
a drop in the real HCI of 1.9%. The 
drop in the real index implies that 
the overall improvement in Malta’s 
external price competitiveness was 
a result of a favourable inflation dif-
ferential. 

Unit labour costs22  
Meanwhile, Malta’s ULC, measured 
as a four-quarter moving average, 
increased slightly in 2011, edging up 
at an annual rate of 0.7%, following 
a drop of 0.5% in 2010 (see Chart 
3.18).   

The increase during 2011 resulted 
from a drop of 0.3% in productiv-
ity and an increase of 0.5% in com-
pensation per employee. The slight 
decline in productivity arose as 
growth in employment outpaced real 
GDP growth, while the small increase 
in compensation per employee was 
due to a percentage rise in total com-
pensation which outpaced growth 
in the number of employees (see 
Charts 3.19 and 3.20).  

21   The European Central Bank computes and publishes HCI data.  A higher (or lower) score in the HCI indicates a deterioration (or im-
provement) in a country’s international competitiveness.  The nominal HCI tracks movements in the country’s exchange rate against the 
currencies of its main trading partners, while the real HCI incorporates both exchange rate changes and the relative inflation of a country 
vis-à-vis its main trading partners.  In the computation of the indices, exchange rate and price changes are weighted according to the 
direction of trade in manufactured goods only. Therefore, the HCI should only be considered as a partial measure of Malta’s international 
competitiveness.  Changes in the HCI should be interpreted with caution.  
22   ULC measure the labour costs of producing a unit of output.  ULC are measured as the ratio of the nominal compensation per employee 
and labour productivity.  In turn, the latter is defined as real GDP per person in employment.  A drop in ULC indicates an improvement 
in competitiveness.  In this Report, ULC and their components are measured on the basis of a four-quarter moving average, in order to 
dampen volatility in the data.
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A comparison with the euro area 
reveals that Malta’s ULC continued 
to track those in the euro area quite 
closely.23  Between 2004 and the 
third quarter of 2011, labour produc-
tivity growth in Malta exceeded that 
in the euro area by 2.9 percentage 
points.24  However, compensation 
per employee grew faster in Malta, 
increasing by 4.5 percentage points 
more rapidly than in the euro area. 
Consequently, the resulting increase 
in ULC in Malta was slightly faster 
than in the euro area, with the for-
mer rising by 13.3% compared with 
12.2% in the latter. 

23   Regarding the selection of 2004 as the starting point, see “Box 2: A revised base year for calculating unit labour costs”, Central Bank 
of Malta Quarterly Review 2011: Q3, page 34.
24   Data for the euro area were incomplete at the time this Report went to print.  Euro area data in this section thus cover the period up 
to September 2011.
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BOX 2:  ECONOMIC PROJECTIONS FOR 2012 AND 20131

The Bank’s latest economic projections indicate that after having slowed down in 2011, real GDP growth 
is expected to decelerate further in 2012, before picking up again in 2013.  Economic expansion during 
both this year and next is forecast to be driven  by domestic demand, as a  weakening in external demand 
coupled with a recovery in imports are expected to weigh down on net exports.  The Bank projects infla-
tion to decline in 2012, reflecting lower price pressures across all components of the HICP except ser-
vices. In 2013 inflation is expected to ease further on account of a drop in international oil prices.  The 
projected GDP growth and inflation rates for 2012 have been revised slightly downwards from the Bank’s 
previous projections,2 mostly as a result of a weaker outlook for economic activity in Malta’s main trading 
partners. 

1   The Bank’s outlook for the Maltese economy is based on information available up to 9 March 2012 and is conditional on technical as-
sumptions indicated in Table 1. 
2   These projections were published in the Quarterly Review 2011:4 pp. 64-67.    

Table 1
PROJECTIONS FOR THE MAIN MACROECONOMIC AGGREGATES FOR MALTA

2011 2012(1) 2013(1)

Real economic activity (% change)                    
GDP                                   2.1 1.6 2.0
Private consumption expenditure       3.1 1.5 2.0
Government consumption expenditure    3.9 1.3 1.1
Gross fixed capital formation         -13.4 5.1 5.6
Changes in inventories (% of GDP)                -2.6 -2.4 -2.2
Exports of goods and services         1.0 1.3 4.0
Imports of goods and services         -1.0 1.8 4.5                                                      

Contribution to real GDP growth (in percentage pts)                 
Final domestic demand                       0.8 1.9 2.3
Net exports                           2.2 -0.5 -0.4
Changes in inventories                            -0.9 0.2 0.2                                              

Balance of payments (% of GDP)                        
Goods and services balance            4.9 3.7 2.4
Current account balance(1)             -3.3 -3.5 -4.9                                                      

Labour market (% change)                              
Total employment                      2.4 0.7 1.5
Unemployment rate (% of labour supply)(1) 6.4 6.3 6.1                                      

Prices and costs (% change)                           
Overall HICP                          2.4 1.9 1.6
HICP excluding energy                 1.8 1.8 1.7
RPI                                   2.7 1.9 1.6
Compensation per employee             0.4 1.0 2.0
ULC                                   0.8 0.1 1.6                                                      

Public finances (% of GDP)                            
General government balance(1)           -2.7 -2.4 -2.4
Government debt(1)                       70.0 69.4 69.4

Technical assumptions
EUR/US$ exchange rate 1.392 1.314 1.316
Oil price (USD per barrel) 111.0 115.1 110.2

(1) Central Bank of Malta projections
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Economic growth
After having been adversely affected by a contraction in gross fixed capital formation in 2011, real GDP 
growth is expected to decelerate to 1.6% in 2012, before picking up to 2.0% in 2013 (see Table 1).  In both 
years growth in economic activity is expected to be propelled by domestic demand, initially through a recov-
ery in gross fixed capital formation and, subsequently, by a rebound in private consumption.

Having risen substantially during 2011, government investment is expected to slow down in 2012, before 
contracting slightly in 2013.  More significantly, in terms of its contribution to overall economic activity, pri-
vate gross fixed capital formation is anticipated to recover gradually from the substantial decline recorded in 
2011.  Private investment growth is expected to be supported by progress on a major construction project, 
but the underlying determinant of its gradual recovery is expected to be increased spending on machinery 
and equipment. Investment in dwellings is projected to remain subdued as conditions in the property market 
remain weak.   

Though still remaining a major driver of economic growth, private consumption in 2012 is expected to rise at 
a slower pace than in the previous year.  This deceleration is anticipated in view of slower growth in employ-
ment and disposable income.  However, growth in private consumption should pick up in 2013, on the back 
of a gradual recovery in employee compensation in real terms and a slight pick-up in labour demand.  Con-
sumer sentiment is also expected to improve as international economic conditions get better.  

After a considerable rise in 2011, the Bank projects that public consumption will slow down over the forecast 
horizon, reflecting the Government’s commitment to reduce the fiscal deficit through further expenditure 
savings that will reinforce the impact of expenditure cuts announced in January 2012.  Expenditure savings 
may emanate from slower growth in the wage bill as government employment is gradually reduced in light 
of only partial replacement of retiring public sector staff.  Wage increases in the sector are also expected to 
be restrained.  

Despite the anticipated weakness of foreign demand, due to continuing sluggish conditions in Malta’s main 
trading partners, exports are expected to increase at a modest rate in 2012, reflecting the increased diversi-
fication in Malta’s export industries and the resilience that the export sector as a whole has shown in recent 
years. In 2013 exports are projected to grow more strongly as foreign demand, particularly in the euro area, 
is anticipated to rebound.  Within the export sector, tourism earnings are expected to increase slightly over 
the forecast horizon, after their exceptionally strong performance over the past two years.  

The decline in imports in 2011 was partly caused by the significant drop in investment in equipment.  Conse-
quently, the rebound in gross fixed capital formation anticipated for 2012 and 2013 is expected to boost the 
level of imports significantly over the forecast horizon.  In addition, the faster level of import growth in 2013 
is attributed to more robust private consumption and to an increase in industrial demand as the volume of 
merchandise exports expands.

External account
After significant growth in 2011, partly due to an improvement in the terms of trade, the surplus on the goods 
and services account of the balance payments is set to narrow during 2012.  This reflects the anticipated 
slowdown in demand from Malta’s main trading partners, and, to a lesser extent, the projected rebound in 
imports of capital goods.  Moreover, despite the projected acceleration in export growth in 2013, the trade 
surplus is anticipated to decline further to 2.4% of GDP, in part reflecting the expected recovery in imports of 
industrial supplies and consumer goods.  

As the declining positive trade balance will continue to be offset by net outflows on current transfers and 
income,3 the deficit on the current account is expected to widen to 3.5% and 4.9% of GDP in 2012 and 2013, 
respectively. 

3   The current account balance for 2011 shown in Table 1 is an estimate based on balance of payments data published on 16 December 2011.  
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The labour market
The deterioration in external demand and the associated increased economic uncertainty are anticipated to 
result in a slowing down of employment growth in 2012, with a gradual pick-up taking place in 2013.4  Despite 
this deceleration in job creation, the unemployment rate is forecast to edge down to close to 6%.5  This is 
consistent with an anticipated deceleration in labour supply growth, as the overall working age population 
is projected to start declining over the forecast horizon.  The impact of this on the labour supply is being 
countered by a steady rise in female participation in the labour market.   

Meanwhile, compensation per employee is expected to recover gradually as it returns to slightly positive real 
growth in 2013.  However, developments in unit labour costs are anticipated to remain fairly restrained, as 
productivity gains should be broadly in line with wage growth. 

Inflation
After rising to 2.4% in 2011 mainly in response to hikes in prices of food and, to a lesser degree, of indus-
trial goods, annual average HICP inflation is projected to decelerate to 1.9% in 2012.  This is partly due to 
anticipated trends in international commodity prices combined with a moderation in the rate of inflation in 
food and industrial goods prices.  In contrast, inflation in the services sector is set to pick up slightly, as part 
of the increase in input costs (namely food and energy prices) observed in 2011 is expected to be passed on 
to consumers.  In 2013 inflation is forecast to drop further, to 1.6%, since it is envisaged that slower annual 
growth in prices of processed food and energy will more than offset a marginal increase in prices of industrial 
goods.

Public finance6

Having fallen below the 3% threshold in 2011, the general government deficit-to-GDP ratio is forecast to 
decline further in 2012 and to remain stable in 2013.  The Government’s fiscal consolidation plans envisage 
further efforts to restrain public consumption expenditure and to make structural adjustments that should 
result in additional savings.  Meanwhile, an expansion of Government investment in the infrastructure is 
largely expected to be co-financed from EU funds.  Faster growth in revenue, particularly indirect taxes, is 
also expected to contribute to a narrowing of the fiscal deficit over the projection horizon. 

Partly reflecting additional borrowing to finance a loan to Greece in coordination with other European Union 
Member States, the debt-to-GDP ratio rose slightly in 2011.  It is expected to decline in 2012 and remain 
stable in the following year, in line with anticipated nominal GDP growth and the path of the fiscal deficit. 

Risks to the projections
The projections have been prepared against a backdrop of high uncertainty in the international economic 
and financial environment, particularly where the euro area countries are concerned. 

On balance, risks to the GDP projections are slightly tilted to the downside, particularly for 2012.  The 
main negative risk for Malta’s economic outlook is the debt crisis in the euro area, since this has implica-
tions for the economic well-being of Malta’s major trading partners.  While the Maltese economy’s growing 
diversification has underpinned its recent high degree of resilience, the economic situation in the euro area 
poses downside risks, should activity contract by more than is currently foreseen. In particular, the projected 
recovery in private investment may not materialise if the export-oriented corporate sector does not foresee 
an amelioration in business conditions in the euro area.  This effect could, however, be partly countered by 
the impact on exports of a further weakening of the euro, which could boost Malta’s exports to non-euro area 
trading partners. 

4   Employment data are compatible with the definitions used in the national accounts and the historical series published by Eurostat.
5   In the Bank’s projection exercises, the unemployment rate is computed as the ratio of the number of unemployed reported in the LFS to 
a measure of the labour force based on the LFS and data obtained from the national accounts. For this reason, references to the unemploy-
ment rate in this Box may differ from those mentioned elsewhere in this Report.
6   These fiscal projections may differ from the Government’s forecasts partly owing to differences between the macroeconomic projections 
on which they are based.  In addition, the Bank’s projections include an independent assessment of revenue and expenditure develop-
ments in the light of measures announced by the Government.  
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Furthermore, upside risks to growth could also emanate from a decisive resolution of the euro area sover-
eign debt crisis.  This could lead to an improvement in business and consumer sentiment and possibly to a 
stronger rebound in external demand, thus boosting Malta’s exports. 

With regard to inflation, risks are judged to be broadly balanced.  The main upside risk relates to the magni-
tude of wage increases awarded to the civil service under collective agreements currently under negotiation, 
which would have an impact on labour costs and consumer prices.  Another risk lies in possible increases in 
oil prices in view of the continued political tensions in the Middle East.  A weakening of the euro could also 
pose an upside risk to the inflation outlook.

On the other hand, if the contraction in output envisaged for the euro area during 2012 is stronger and more 
prolonged, it could dampen imported inflation and lead to weaker domestic price pressures.  
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4.  BALANCE OF PAYMENTS 

During the year to September 2011, 
the deficit on the current account of 
the balance of payments narrowed 
to 3.0% of gross domestic product 
(GDP), down by 1.6 percentage 
points from the rate registered in the 
four quarters to September 2010, 
and by 1.2 percentage points from 
2010 as a whole (see Chart 4.1). This 
marked improvement stemmed from 
higher net receipts on services and 
from a substantial rise in net inward 
current transfers. Together, these 
outweighed a pronounced increase 
in net income outflows and a wider 
merchandise trade gap. 

Meanwhile, net inflows on the capital 
and financial account stood at 3.7% 
of GDP, up by 2.2 percentage points compared with the year to September 2010. This was entirely attribut-
able to large net inflows on the financial account, as the surplus on the capital account decreased. On a 
four-quarter cumulative basis, negative net errors and omissions were recorded.1 
 
More recent GDP data covering the year as a whole point towards a surplus on external trade in goods and 
services.  This positive balance went up by EUR230.6 million compared with 2010 to EUR315.1 million, with 
exports and imports rising by 7.4% and 3.5%, respectively.  

The current account 
Turning to developments in the period 
from January to September 2011, the 
deficit on the current account narrowed 
to EUR64.0 million, less than half 
of the negative gap reported for the 
same period of 2010 (see Table 4.1). 
This drop was spurred by substan-
tially higher net receipts on services, a 
marginal fall in the merchandise trade 
deficit and a reversal in the balance 
on current transfers.  These develop-
ments were partly offset by higher net 
outflows in the income component.   

Goods
Balance of payments data indicate 
that, in the first three quarters of 2011, 
both exports and imports increased 
on the same period of 2010.2  Since 

1   Negative net errors and omissions imply an underestimation of the current account deficit and/or overestimation of the net inflows on 
the capital and financial account. 
2   In the compilation of balance of payments statistics, Customs data on merchandise trade are adjusted for coverage, valuation and tim-
ing.  During the period reviewed, these methodological differences were especially pronounced with regard to trade in fuel as well as capital 
imports, mainly related to the registration of aircraft. 
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the rise in the value of exports marginally outpaced that of imports, the merchandise trade deficit narrowed 
by EUR10.4 million from a year earlier. The improvement was primarily driven by a rise in exports of manu-
factured goods, particularly aircraft parts, published materials and toys.  At the same time, import growth 
was mainly driven by higher foreign purchases of vehicles, pharmaceutical products and plastic materials.

On a four-quarter moving sum basis the visible trade gap widened by EUR39.8 million, or 4.2%, when com-
pared with the balance over the year to September 2010 (see Chart 4.2).  This reflected an expansion of 
EUR346.8 million in imports that outweighed a EUR307.0 million increase in exports. 

Table 4.1
BALANCE OF PAYMENTS
EUR millions

2008 2009 2010 2010 2011
Q1-Q3 Q1-Q3

Current account -307.2 -455.4 -256.9 -130.8 -64.0
    Goods -1,216.6 -1,053.5 -1,001.0 -702.7 -692.2
    Services 1,115.4 1,025.8 1,202.1 936.7 1,063.1
    Income -199.6 -470.4 -486.6 -356.5 -449.2
    Current transfers -6.5 42.6 28.6 -8.3 14.4
Capital and financial account 265.5 238.3 -36.0 -147.6 121.4
   Capital account 24.5 100.6 106.3 56.3 53.6

Financial account 241.0 137.7 -142.3 -203.9 67.8
Direct investment 362.5 523.0 702.9 537.0 192.3
Portfolio investment 367.5 -1,914.8 -3,229.8 -2,654.2 -1,151.5
Financial derivatives -343.0 -70.4 31.0 66.2 23.1
Other investment -254.6 1,602.3 2,377.2 1,887.8 957.4
Reserve assets 108.7 -2.4 -23.7 -40.8 46.4

Errors and omissions 41.8 217.1 292.9 278.4 -57.4
Source: NSO.

BOX 3: MERCHANDISE TRADE DEVELOPMENTS IN 2011

On the basis of Customs data, the merchandise trade gap increased by 0.7% to EUR1,531.6 million 
in 2011, following a widening of 11.1% in the previous year.  A large increase in trade in fuels led to 
a marked expansion in both imports and exports, with the former rising by more in absolute terms 
(see Table 1).  

Over the year as a whole, the value of imported goods rose by EUR944.6 million, or 21.8%. Although 
all the main import categories increased when compared with 2010, over nine-tenths of the rise was 
attributable to a surge in the value of imported fuels, reflecting higher volumes.  

On an annual basis, imports of industrial supplies increased by EUR22.5 million, as a rise in semi-fin-
ished supplies outweighed declines in imports of primary and finished industrial goods.  Meanwhile, 
imports of capital and consumer goods rose by EUR24.3 million and EUR26.7 million, respectively. 
The latter were mostly driven by higher food imports.

At the same time, the value of exports during 2011 increased by EUR933.6 million, or 33.3%, on the 
previous year.  Fuel re-exports accounted for most of the increase, with the remaining exports of 
goods rising by almost 4%.  



64

CENTRAL BANK OF MALTA Annual Report 2011

During 2011, the European 
Union (EU) remained Malta’s 
most important trading part-
ner, accounting for 62.4% of 
total imports and 32.7% of 
exports (see Charts 1 and 2).  
The value of trade with the 
EU rose considerably in both 
2010 and 2011. Trade with the 
euro area alone accounted for 
49.6% and 25.6% of imports 
and exports, respectively.  

In absolute terms, the larg-
est increases in exports to 
EU countries were regis-
tered with Germany and the 
United Kingdom.  Exports to 
both these countries contin-
ued to be positively affected 
by strong demand for elec-
trical machinery and equip-
ment and other manufactured 
goods.  Exports to Greece 
and Spain also rose mark-
edly, reflecting trade in fuels 
and pharmaceuticals, respec-
tively. 

At the same time, a rise in 
fuel imports from Italy, com-
bined with increased demand 
for intermediate goods from 
France and Germany, boost-
ed imports.  

0

10

20

30

40

50

EU US Asia Other

Chart 1
DIRECTION OF EXPORTS
(percentage shares of total)

2009 2010 2011

Source: NSO.

0

10

20

30

40

50

60

70

80

EU US Asia Other

Chart 2
DIRECTION OF IMPORTS
(percentage shares of total)

2009 2010 2011
Source: NSO.

Table 1
MERCHANDISE TRADE
EUR millions; annual percentage changes

2009(1)  2010(1) 2011(1) 2010 2011

Imports 3,453.9 4,326.4 5,271.0 25.3 21.8
   Industrial supplies 1,214.0 1,499.3 1,521.8 23.5 1.5
   Capital goods  & others 692.3 838.5 862.8 21.1 2.9
   Consumer goods 890.3 933.1 959.8 4.8 2.9
   Fuel & lubricants 657.3 1,055.5 1,926.6 60.6 82.5
Exports 2,085.9 2,806.0 3,739.4 34.5 33.3
Trade deficit -1,368.0 -1,520.4 -1,531.6 11.1 0.7
(1) Provisional.
Source:  NSO. 

                            Amount            %
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Services 
The surplus on services between January and September 2011 stood at EUR 1,063.1 million, up by 
EUR126.5 million, or 13.5%, on the corresponding months of 2010.  This gain reflected a 4.3% rise in 
receipts and a 1.7% drop in payments. 

Favourable developments on the services component were mainly attributable to increased net receipts 
from “other services’’ and to higher net tourism earnings. The former rose by EUR86.6 million, mirroring 
significant increases in receipts from trade-related services, which mainly include commissions on trade out-
side Malta, and finance, predominantly driven by fees and commissions earned by banks and other financial 
institutions.  In addition, payments on business, professional and technical services dropped. 

At the same time, continued buoyancy in the tourism industry’s performance resulted in an expansion 
of EUR64.9 million in net receipts from travel related services. During the period under review, spend-
ing by inbound tourists increased 
by EUR78.5 million, while expendi-
ture by Maltese residents travelling 
abroad was up by EUR13.7million.

In contrast, during the first three 
quarters of 2011, the net balance 
on transportation swung to a deficit 
of EUR15.4 million as opposed to a 
positive balance of EUR9.6 million in 
the same period of the previous year.  
This was mainly due to a consider-
able rise in freight payments, which 
in turn reflected the expansion in 
merchandise trade flows referred to 
earlier. In addition, payments for pas-
senger transport services increased. 

As a result, on a four-quarter moving 
sum basis, the upward trend in the 

Although trade with EU countries expanded, given that commerce with countries outside the EU grew 
even more rapidly, the share of the former in Malta’s total trade declined.   

Meanwhile, Malta’s exports to Asia increased significantly, both in absolute terms, as well as a share 
of the total. This largely stemmed from higher fuel re-exports to the region, as well as from a rise in 
exports of semiconductors to Hong Kong.  Imports from Asia also increased reflecting purchases of 
electronic components from the region, whereas the Asian share of the total edged down slightly. 

On the other hand, both the value and the proportion of exports to all other trading partners notably 
rose, primarily driven by higher fuel re-exports to a number of countries, including Egypt.  A significant 
part of higher fuel re-exports was recorded as exports to ships & aircraft stores.  

In the meantime, the value of imports from these countries also surged, albeit to a lesser extent. This 
was spurred by a rise in oil imports from Russia and Azerbaijan, as well as imports of yachts from 
the Caribbean. 

-700

0

700

1400

2100

2800

3500

-300

0

300

600

900

1,200

1,500

Q1
2005

Q3 Q1
2006

Q3 Q1
2007

Q3 Q1
2008

Q3 Q1
2009

Q3 Q1
2010

Q3 Q1
2011

Q3

Chart 4.3
SERVICES BALANCE
(four-quarter moving sums in EUR millions)

Other services Travel
Transportation Service exports (right scale)
Services imports (right scale)

Source: NSO.



66

CENTRAL BANK OF MALTA Annual Report 2011

surplus on services persisted and the balance reached EUR1,328.6 million in September 2011, up by 16.3%  
on the previous 12-month period (see Chart 4.3).  

Income account
During the first three quarters of 2011, net outflows on the income component of the current account surged 
by EUR92.8 million, or 26.0%, compared with the same period a year earlier.  Higher net outflows were 
mainly attributed to an EUR83.4 million rise in profits recorded by non-resident owned corporations operat-
ing in Malta, notably banks and manufacturers.  Furthermore, net outflows in connection with borrowing and 
lending activities increased by EUR38.5 million on the corresponding quarters of 2010, entirely reflecting a 
drop in interest inflows from loans to non-residents.  During 2010 such loans had contracted significantly.  In 
contrast, an increase of EUR37.1 million in net interest earnings on portfolio investment abroad, reflecting 
growth in holdings of such assets, dampened net outflows on the income component. 

On a four-quarter cumulative basis, net income outflows amounted to EUR579.4 million, up by EUR105.8 
million on the year to September 2010. 

Current transfers
In the first three quarters of 2011, the positive balance on current transfers stood at EUR14.4 million, as 
against net outward transfers of EUR8.3 million in the corresponding quarters of 2010.  As a result, during 
the year to September 2011, the balance on the current transfers component increased substantially over 
the previous 12-month period.  This component is heavily influenced by the timing of tax payments and 
refunds related to companies engaged in international business.  It also includes Malta’s contribution to the 
EU budget.  

The capital and financial account
During the first nine months of 2011, the capital and financial account registered net inflows of EUR121.4 
million as opposed to net outflows of EUR147.6 million a year earlier (see Table 4.1).  The sharp reversal on 
the balance was entirely due to financial transactions, since net inflows on the capital account fell by EUR2.7 
million. 

In the period under consideration, net inflows of EUR67.8 million were recorded on the financial account as 
against net outflows of EUR203.9 million in the January to September period of 2010.  Net inflows on the 
financial account during the first three quarters of 2011 were driven mainly by inflows on the other invest-
ment account and, to a lesser extent, by foreign direct investment inflows, by a drop in reserve assets and 
by movements related to financial derivatives.  These inflows outweighed continued portfolio investment 
outflows.  Movements on this account were heavily influenced by transactions involving internationally-
oriented banks.   

Net inward direct investment amounted to EUR192.3 million, considerably lower than the EUR537.1 million 
a year earlier.  The exceptionally high inflows recorded in January-September 2010 were due to substantial 
injections of equity capital into internationally-oriented banks, whereas during the first three quarters of 2011 
these inflows were predominantly driven by investment in manufacturing.

In contrast, net outflows continued to be recorded on the portfolio investment account.  Nevertheless, at 
EUR1,151.5 million, these were EUR1,502.7 million less than in the previous corresponding period.  It 
seems that there was a shift away from the accumulation of foreign debt securities in favour of short-term 
loans and deposits with banks abroad, which are recorded in the “other investment” category.

Indeed, the drop in net outflows on portfolio investment was mirrored in a reduction in net inflows on the 
“other investment” component.  During the first three quarters of 2011 the latter amounted to EUR957.4 mil-
lion, almost half the amount recorded for the corresponding 2010 period.  This happened as although inflows 
on this component increased to EUR1,818.2 million, reflecting a rise in bank liabilities in the form of deposits, 
outflows on this account also increased to EUR860.7 million, mirroring a pick-up in short-term loans to, and 
deposits placed with, non-residents. 
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In addition, lower net inflows on transactions involving financial derivatives, which fell to EUR23.1 million, 
were recorded.

Movements in reserve assets also contributed to the overall positive balance on the financial account during 
the first three quarters of 2011.  Reserve assets decreased by EUR46.4 million, leading to financial inflows, 
whereas they had grown in the corresponding period of 2010.  

International investment position
The international investment position (IIP) statement showed Malta’s overall net creditor’s position standing 
at EUR253.1 million as at end-June 2011, substantially lower than the stock of EUR721.3 million registered 
a year earlier (see Table 4.2).3  

The decline predominantly mirrored the impact of market valuation changes and exchange rate movements 
on the value of Malta’s external assets and liabilities.  For example, swings in the value of the Turkish lira and 
the US dollar against the euro exert a significant impact on the positions reported by internationally-oriented 
banks.  To a lesser extent, it also reflected the deficit on the current account of the balance of payments, 
which was partly matched by net inflows on the financial account. 

The drop in the net creditor position stemmed from a decline in foreign assets, which was only partly offset 
by a contraction in liabilities. Banks predominantly engaged in international business accounted for most of 
these changes.

By end-June 2011, external assets fell to EUR45.1 billion, down by EUR0.5 billion from a year earlier. This 
was largely driven by a decline in banks’ foreign holdings of portfolio debt securities. 

At the same time, external liabilities stood at EUR44.9 billion, down by only EUR71.4 million compared with 
the position recorded at end-June 2010. A drop of EUR0.6 billion in currency and deposits (including loans) 
was mostly matched by a rise of EUR0.5 billion in foreign direct investment, in the form of equity capital 
injections.

3   The IIP statement shows the stock of external assets and liabilities of residents vis-à-vis the rest of the world as at the end of a particular 
period. Developments in the IIP reflect financial transactions but also other adjustments to cater for exchange rate movements and changes 
in market valuation. 

Table 4.2
INTERNATIONAL INVESTMENT POSITION
End of month position; EUR millions

2009 2009 2010 2010 2011
June Dec. June Dec. June

Net international investment position 429.0 662.7 721.3 421.3 253.1
   Total assets 35,748.0 36,132.5 45,649.8 44,795.0 45,110.2

Direct investment abroad 1040.2 1071.8 1129.7 1137.0 1151.7
Portfolio investment 10,397.4 12,444.5 15,139.9 15,597.6 14,702.2
Financial derivatives 113.7 138.1 218.5 217.3 166.5
Other investment 23,834.8 22,104.3 28,871.4 27,438.3 28,717.5
Reserve assets 361.8 373.7 290.2 404.9 372.2

   Total liabilities 35,318.9 35,469.8 44,928.5 44,373.7 44,857.1
Direct investment in Malta 6,175.9 6,648.8 11,867.3 12,524.3 12,383.6
Portfolio investment 533.7 498.5 632.7 478.4 490.2
Financial derivatives 202.9 177.8 337.0 307.3 219.0
Other investment 28,406.4 28,144.6 32,091.6 31,063.8 31,764.2

Source:  NSO.
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5. GOVERNMENT FINANCE1

The general government deficit continued to decline in 2011, and is expected to have fallen below the 
threshold stipulated in the European Union’s fiscal rules.  The deficit is estimated to have narrowed to 2.7% 
of gross domestic product (GDP) in 2011, from 3.6% in the previous year. According to the Budget Speech, 
in 2012 it is projected to fall further to 2.3% of GDP.2 Meanwhile, the general government debt-to-GDP ratio 
is estimated to have peaked at 70.0% in 2011 and is set to decline in the coming years.

According to the Financial Estimates 2012, the deficit in the Consolidated Fund in 2011 is expected to have 
decreased from its 2010 level, with revenue increasing by more than expenditure. Indeed, actual data for the 
first 11 months show a reduction in the Consolidated Fund deficit.

General government projections
By the end of 2011 the deficit is estimated to have decreased to 2.7% of GDP from 3.6% in 2010, while the 
debt ratio is expected to have gone up slightly to 70.0% (see Chart 5.1). 

The Government aims to reduce the deficit even further in 2012 and 2013 by restraining growth in current 
expenditure, as well as by clamping down on abuse of the tax and social security systems.  Further rev-
enue boosting measures include the introduction of a new scheme announced in November 2011, offering 
reduced penalties and interest on overdue value added tax (VAT) payments. These measures are planned to 
be undertaken in the context of a projected rate of nominal GDP growth of 4.8% in 2012 and 4.7% in 2013, 
as shown in Chart 5.1.

As a result, the deficit is expected to narrow to 2.3% of GDP by 2012 and to 1.8% in 2013. Meanwhile, the 
debt ratio is set to gradually decline to 67.0% by 2013.

In January 2012 the Government announced a partial review of the expenditure targets outlined in the 2012 
budget.  Savings are envisaged to be made from recurrent expenditure, including through recruitment restric-
tions and a decrease in overtime.

General government balance 
outcome 
Actual data for the first three quarters 
of 2011 show that the general govern-
ment deficit was higher than in the 
same peroid of 2010, as expenditure 
increased more than revenue. The 
deficit widened by EUR28.1 million, 
to EUR194.7 million (see Table 5.1). 
The primary deficit, which excludes 
interest payments from expenditure, 
also expanded, adding EUR1.7 mil-
lion to reach EUR46.4 million.  

During the first three quarters of 2011 
revenue grew by EUR110.2 million, or 
6.3%. Receipts from taxes on produc-

1   The general government balance captures all transactions of the central government, including extra-budgetary units and local coun-
cils, on an accrual basis. In contrast, the Consolidated Fund only captures transactions of the central government on a cash basis. On the 
revenue side, discrepancies between the two sets of accounts mainly stem from the recorded timing of income tax and VAT revenues. On 
the expenditure side significant differences often arise in the treatment of capital expenditure.
2   The figures for 2011 are Central Bank of Malta estimates.  The official projections regarding developments in general government fi-
nances for 2012 and 2013 are sourced from the Minister of Finance, the Economy and Investment’s (MFEI) Budget Speech 2012 and from 
the Financial Estimates 2012, published by the MFEI in November 2011.
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tion and imports increased by EUR78.6 million, owing to higher VAT receipts and increased inflows from 
customs and excise duties.  In part, this reflected rising domestic consumption and tourism expenditure, as 
well as higher excise duties on specific products. 

Concurrently, intakes from social security contributions grew by EUR24.4 million, in part owing to favourable 
labour market conditions.  In addition, the second phase of an amnesty scheme introduced in July 2010, 
which had offered reduced penalties and interest charges on overdue income tax payments, led to a signifi-
cant rise in receipts in the period reviewed. 

“Other” revenue increased by EUR8.1 million, led by higher receipts for government services.  Inflows from 
taxes on income and wealth, which had been boosted by the proceeds from the amnesty scheme a year 
earlier, rose by just EUR1.8 million.

Meanwhile, capital and current transfers receivable declined by EUR2.7 million, as a result of a drop in Euro-
pean Union (EU) funds that mirrored a similar fall in expenditure on EU-financed capital projects.

Concurrently, general government expenditure in the first three quarters of 2011 expanded by EUR138.3 
million, or 7.2%, on the same period a year earlier. 

Around half the increase stemmed from higher spending on gross fixed capital formation, which went up 
by EUR65.7 million. While the period under review featured higher spending on road infrastructure, the 
increase was also partly due to a base effect resulting from the exceptionally low level of public investment 
outlays in the second quarter of 2010.  

Meanwhile, intermediate consumption rose by EUR37.5 million mainly on the back of additional expenditure 
on health. Interest payments rose by EUR26.3 million, partly reflecting the timing of coupon payments, which 

Table 5.1
GENERAL GOVERNMENT BALANCE
EUR millions

2010 2011
Q1-Q3 Q1-Q3 Amount %

Revenue 1,742.2 1,852.4 110.2 6.3
Taxes on production and imports 569.8 648.5 78.6 13.8
Current taxes on income and wealth 604.5 606.4 1.8 0.3
Social contributions 327.5 351.9 24.4 7.5
Capital and current transfers 92.1 89.4 -2.7 -3.0
Other (1) 148.2 156.3 8.1 5.4
Expenditure 1,908.8 2,047.1 138.3 7.2
Compensation of employees 631.3 648.4 17.0 2.7
Intermediate consumption 263.6 301.1 37.5 14.2
Social benefits 623.3 651.9 28.5 4.6
Subsidies 41.4 45.3 4.0 9.6
Interest 122.0 148.3 26.3 21.6
Current transfers payable 88.6 83.4 -5.2 -5.9
Gross fixed capital formation 75.4 141.2 65.7 87.1
Capital transfers payable 58.3 28.5 -29.8 -51.1
Other (2) 4.9 -1.0 -5.8 -
Primary balance -44.6 -46.4 -1.7 -
General government balance -166.6 -194.7 -28.1 -
(1)  "Other" revenue includes market output as well as income derived from property and investments.
(2)  "Other" expenditure reflects changes in the value of inventories and in the net acquisition of valuables and other assets.
Source: NSO.

           Change Q1 - Q3
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should even out over the entire year.  At the same time, spending on social benefits went up by EUR28.5 
million, while outlays on employee compensation increased by EUR17.0 million.

In contrast, capital transfers payable declined substantially, owing to the completion of the sewage 
treatment project, which had boosted such expenditure during the first three quarters of 2010. Further-
more, the financial contribution of the Maltese government to the EU-backed JEREMIE initiative was 
not repeated.

Consolidated Fund
According to the Financial Estimates 2012, the Consolidated Fund deficit for 2011 amounted to EUR195.6 
million, or EUR83.6 million less than in 2010 (see Table 5.2). Revenue was set to have grown by 6.8%, while 
expenditure was estimated to have gone up by 2.9%.

Actual data up to November 2011 show revenue growth of 3.9%, with a concurrent increase in expenditure 
of 2.1%. Hence, the cumulative deficit up to that month amounted to EUR278.2 million, a fall of EUR29.6 
million compared with the same period a year earlier.

A significant part of the increase in revenue stemmed from indirect tax receipts, which went up by 9.3%, 
aided by favourable economic conditions and by a number of indirect tax increases as outlined above. 

Table 5.2
CONSOLIDATED FUND BALANCE 
EUR millions

2010 2011(1) 2010 2011
Jan-Nov Jan-Nov Amount %

Revenue 2,341.5 2,500.3 2,002.1 2,080.8 78.7 3.9
Direct tax 1,169.4 1,212.2 962.5 961.5 -1.1 -0.1
Income tax 801.2 821.4 648.9 620.7 -28.2 -4.3
Social security contributions(2) 368.2 390.8 313.7 340.8 27.1 8.6
Indirect tax 889.2 976.2 805.9 880.6 74.7 9.3
Value Added Tax 482.5 536.7 455.5 491.0 35.5 7.8
Customs and excise duties 187.7 207.9 150.8 179.3 28.5 18.9
Licences, taxes and fines 218.9 231.6 199.6 210.2 10.7 5.3
Non-tax(3) 282.8 311.9 233.6 238.7 5.1 2.2
Expenditure 2,620.7 2,695.9 2,309.9 2,359.0 49.1 2.1
Recurrent(2) 2,309.2 2,392.9 2,047.1 2,109.8 62.7 3.1
Personal emoluments 571.8 586.7 483.3 492.7 9.4 1.9
Programmes and other operational expenditure(4) 1,335.8 1,376.5 1,222.4 1,245.6 23.2 1.9
Contributions to entities 204.9 216.1 158.6 178.8 20.2 12.8
Interest payments 196.8 213.6 182.8 192.7 9.9 5.4
Capital 311.5 303.0 262.8 249.2 -13.6 -5.2
Primary balance(5) -82.5 18.0 -125.1 -85.5 39.6 -
Consolidated Fund balance -279.2 -195.6 -307.9 -278.2 29.6 -

(5) Revenue less expenditure including interest payments.
Sources: MFEI; NSO.

(4) Includes programmes & initiatives and operational & maintenance expenditure.

     Change

(1) Data for 2011 are estimates, as shown in the Financial Estimates 2012  and the Budget Speech 2012  published in 
November 2011.
(2) Government contributions to the social security account in terms of the Social Security Act 1987 are excluded from both 
revenue and expenditure.
(3) Includes grants but excludes proceeds from sale of assets, sinking funds of converted loans and borrowings.
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Meanwhile, inflows from direct taxes decreased by 0.1%, as a rise in revenue from social security contri-
butions only partly offset lower income tax takings. The latter were previously boosted by inflows from an 
amnesty scheme launched in 2010.

Recurrent expenditure increased by 3.1%, with spending on programmes and operations rising by 1.9%, 
mainly owing to higher outlays on health.  Contributions to government entities went up by 12.8%, mostly in 
connection with transfers to the University of Malta.  Interest payments rose by 5.4%, reflecting increased 
levels of government debt, as well as a shift in the public debt structure away from Treasury bills towards 
longer-term debt.  Outlays on personal emoluments went up by 1.9%.

At the same time, capital expenditure decreased by 5.2%, owing to lower spending on EU-backed projects 
as mentioned above.

Central government debt
Between January and November 2011, gross government debt increased by EUR385.8 million so that the 
outstanding amount at the end of November stood at EUR4,555.7 million (see Table 5.3).  Borrowing by the 
Government over this period exceeded the deficit on the Consolidated Fund, as additional loans were raised 
to finance support to the national airline and to Greece, the latter as part of an EU initiative to provide bailout 
funds to the Greek Government.

The increase in the debt reflected Government borrowing mainly in the form of medium to long-term Malta 
Government Stocks (MGS), which thus increased by EUR444.8 million.  Consequently, by November 2011, 
MGS accounted for 88.9% of total debt, up from 86.5% at the end of 2010. Meanwhile, Treasury bills in issue 
declined by EUR52.4 million, so that their share of the total went down to 7.1% from 9.1%.  Over the same 
period, the Government continued to repay external debt, so that foreign loans decreased by EUR10.4 mil-
lion.  In contrast, the value of euro coins in issue, which represent a liability for the Government, increased 
by EUR3.7 million.

CENTRAL GOVERNMENT DEBT
EUR millions

2010 2011 Change in 2011
end-Dec end-Nov Jan-Nov

Gross government debt(1) 4,169.9 4,555.7 385.8
Euro coins issued in name of the Treasury 41.0 44.7 3.7
Treasury bills 377.8 325.3 -52.4
Malta Government Stocks 3,607.1 4,051.9 444.8
Local loans 56.4 56.4 0.0
Foreign loans 87.7 77.4 -10.4

Source:  Central Bank of Malta.

Table 5.3

(1) Excluding government debt held by Sinking Funds.
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1.  THE CONDUCT OF MONETARY POLICY

As a member of the Eurosystem, the 
Central Bank of Malta contributes to 
the formulation of monetary policy in 
the euro area through the Governor’s 
participation in the Governing Coun-
cil of the European Central Bank 
(ECB).  The Bank is also responsible 
for the implementation of the Coun-
cil’s monetary policy decisions in 
Malta.  

In the euro area, the primary objec-
tive of monetary policy is the main-
tenance of price stability, defined as 
annual consumer price inflation in the 
euro area of below, but close to, 2% 
over the medium term.  Price stabil-
ity is essential for a stable business 
environment and thus contributes to 
sustainable economic growth and to 
a high employment level.

The Governing Council of the ECB changed key interest rates on four occasions during 2011 (see Chart 
1.1). In April and July, key interest rates were raised by 25 basis points, with the rate on the main refinancing 
operations (MROs) reaching 1.50% in the latter month.  Subsequently, two rate cuts of 25 basis points each 
took place in November and December, thus bringing key ECB rates to the same level as at the beginning 
of the year.  At the end of 2011 the MRO stood at 1.00%, while the interest rates on the deposit facility and 
on the marginal lending facility stood at 0.25% and 1.75%, respectively.  

Monetary policy operations
The Central Bank of Malta implements the single monetary policy of the Eurosystem in Malta in accordance 
with guidelines laid down by the ECB’s Governing Council.  Thus, during the year, the Bank regularly con-
ducted open market operations with domestic credit institutions, offered standing facilities and administered 
the minimum reserve system.

Open market operations
Open market operations are used to manage the level of liquidity in the money market and to steer 
short-term market interest rates close to the ECB’s official rates.  The Eurosystem has various types of 
open market operations at its disposal.  It signals its monetary policy stance by changing the rate on the 
MROs.  The latter are short-term liquidity-providing reverse transactions with a weekly frequency and a 
normal maturity of one week, which are executed according to a pre-specified calendar.  The Eurosystem 
undertakes long-term refinancing operations (LTROs), which consist of reverse transactions at a monthly 
frequency and with a normal maturity of three months.  The Eurosystem also makes use of fine-tuning 
operations to deal with unexpected liquidity fluctuations in the market.  They can be either liquidity-provid-
ing or liquidity-absorbing.

Similar to the previous year, 2011 was characterised by the Eurosystem’s efforts to address persistent 
market tensions in the euro area, supporting bank lending and money market activity through non-standard 
measures.
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During 2011 the Eurosystem continued to provide the financial system with liquidity through fixed rate tender 
procedures with full allotment in its main and longer–term refinancing operations.  A total of 52 MROs were 
conducted during the year, all at a fixed rate and with full allotment. Eligible domestic credit institutions par-
ticipated in all these weekly operations, bidding for a total of EUR16.5 billion worth of funds (see Table 1.1).  
This compared with a total of EUR18.3 billion in the previous year. 
  
During the year the ECB also conducted 27 operations providing liquidity at longer horizons with different 
maturities.  These included 12 special-term refinancing operations with a duration equivalent to the length 
of the relevant reserve maintenance period. A fixed rate tender procedure with full allotment was adopted in 
these operations. 

Moreover, the ECB conducted 12 regular three-month LTROs and a six-month LTRO.  In addition, in Octo-
ber the ECB conducted a 12-month LTRO, while in December it conducted an LTRO with a maturity of 36 
months, with the option of early repayment after one year.  All these operations were conducted using the 
fixed rate tender procedure with full allotment, with the rate fixed at the average rate of the MROs over 
the life of the respective operation.  Furthermore, counterparties had the possibility to shift all outstanding 
amounts received in the 12-month LTRO allotted in October into the 36-month LTRO allotted in December. 

In all, during 2011 local credit institutions obtained longer-term liquidity at various tenors to the tune of 
EUR2.3 billion, with 83% of this funding through three-month LTROs.1 The corresponding amount for 2010 
was of EUR1.1 billion. 

On 20 December a single one-day liquidity providing operation was conducted in order to bridge the matur-
ing MRO with the aforementioned 36-month LTRO allotted in the same month.  The fixed rate tender proce-
dure with full allotment was used, with the rate being the same as the MRO rate.

The Securities Markets Programme (SMP), launched by the ECB on 10 May 2010, continued during 2011.  
Through the SMP the Eurosystem intervenes in the euro area debt securities market to ensure depth and 
liquidity in those market segments that are dysfunctional and so impair the monetary policy transmission 
mechanism.  To neutralise the impact on liquidity of bond purchases carried out through the SMP, the Euro-
system conducted weekly seven-day liquidity-absorbing operations with an intended volume equivalent to 
the value of securities purchased by the end of the previous week. As from November, counterparties were 

1   This amount includes a shift from a 12-month LTRO to a 36-month LTRO.

Type of operation Amount bid Amount allotted
Main refinancing operations 16,520 16,520
Longer-term refinancing operations

Maintenance period 120 120
3-month 1,860 1,860
6-month 50 50
12-month 70 70
36-month 150 150

Fine-tuning operations
Liquidity-providing fine-tuning operations 1 1
Liquidity-absorbing fine-tuning operations 1,580 1,580
Liquidity-absorbing operations (SMP-related) 1,000 140

Source:  Central Bank of Malta.

Table 1.1

EUR millions

PARTICIPATION OF ELIGIBLE RESIDENT CREDIT INSTITUTIONS IN EUROSYSTEM 
OPEN MARKET OPERATIONS
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given the possibility of placing bids at up to four different interest rates instead of two in these liquidity-
absorbing operations. 

To absorb excess liquidity on the last day of each reserve maintenance period, the Eurosystem conducted 
liquidity-absorbing fine-tuning operations in the form of variable rate tenders with a maximum bid rate and 
without predetermined amounts. Maltese credit institutions deposited EUR1.6 billion in these overnight fine-
tuning operations, while the rest of the liquidity surplus was deposited in the overnight deposit facility. How-
ever, on 8 December 2011 the Governing Council decided to discontinue these fine-tuning operations as 
from the maintenance period starting on 14 December 2011. 

In October 2011 the ECB announced a new covered bond purchase programme.2 The purchases, which 
started in November, were for an intended nominal amount of EUR40 billion and were conducted in both 
the primary and secondary market. This programme was expected to be fully implemented by the end of 
October 2012.  

The Eurosystem also took measures in conjunction with other major central banks.  In June the ECB extend-
ed the liquidity swap arrangements with the Federal Reserve and decided to continue conducting US dollar 
liquidity-providing operations with a maturity of seven days. Moreover, in September the ECB decided to 
conduct three US dollar liquidity-providing operations with a maturity of approximately three months covering 
up to the end of 2011. These operations were conducted in addition to the ongoing weekly operations and 
were carried out as fixed rate tenders with full allotment. 

In November the ECB reduced the initial margin for the three-month US dollar operations from 20% to 12% 
and introduced weekly updates of the EUR/USD exchange rate.  Moreover, the pricing on the existing tem-
porary US dollar liquidity swap arrangements was lowered by 50 basis points, bringing the rate down to the 
US dollar Overnight Index Swap (OIS) rate plus 50 basis points.  

Furthermore, the Governing Council of the ECB decided, in cooperation with other central banks, to estab-
lish a temporary network of reciprocal swap lines. The objective was to enable the Eurosystem to provide 
euro to these central banks when required, and to provide liquidity, should the need arise, in Japanese yen, 
pound sterling, Swiss francs and Canadian dollars.  

Standing facilities
During 2011 the Eurosystem also offered standing facilities.  Credit institutions with temporary liquidity needs 
may use the marginal lending facility on their own initiative to obtain overnight liquidity from their national 
central bank (NCB) against eligible assets.  Conversely, institutions with surplus liquidity may use the deposit 
facility to place overnight deposits with their NCB.  Standing facilities are used to steer market rates and 
to regulate liquidity in the banking system.  They are administered in a decentralised manner by euro area 
NCBs.

The interest rates on the marginal lending facility and on the deposit facility form a corridor, providing an 
upper and lower boundary, respectively, for euro area interbank overnight rates.  Throughout 2011 the width 
of the interest rate corridor was maintained at 150 basis points. 

Domestic banks continued to place excess liquidity with the Central Bank of Malta through the overnight 
deposit facility.  In fact, total recourse to this facility increased to EUR81.8 billion from EUR49.3 billion depos-
ited a year earlier.  At the same time, domestic banks borrowed EUR0.7 billion in 2011 through the marginal 
lending facility, only slightly less than the amount borrowed in 2010.

The Eurosystem requires the presentation of collateral for all its liquidity-providing operations.  To ensure 
equal treatment of counterparties and to enhance operational efficiency and transparency, the collateral 

2   A covered bond is a debt security that is backed by cash flows from mortgages or public sector loans and which entails a claim on 
the issuer.  
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framework sets out certain criteria.  Changes in these criteria were announced by the ECB on 28 July 2010 
and came into effect on 1 January 2011. These related to a schedule of graduated valuation haircuts to 
assets rated in the BBB+ to BBB- range. Moreover, the definition of liquidity categories for marketable assets 
and the application of additional valuation markdowns for theoretically-valued assets were fine-tuned. 

Furthermore, the provisions announced on 16 December 2010 on the acceptance of fixed-term deposits 
as collateral and the treatment of certain categories of covered bank bonds became applicable as from 1 
January 2011 and 1 February 2011, respectively.  In September 2011 the ECB announced further special 
measures applicable from 1 January 2012 to ease restrictions pertaining to specific elements of collateral 
demanded.  

The ECB announced the suspension of the application of the minimum credit rating threshold in collateral 
eligibility requirements for the purposes of the Eurosystem’s credit operations for marketable debt instru-
ments issued or guaranteed by the Irish and Portuguese governments. 

Moreover, in December 2011, two measures were introduced to increase the collateral availability for euro 
area counterparties.  First, asset-backed securities (ABSs) having a second-best rating of at least single-A 
in the Eurosystem’s harmonised credit scale at issuance, and subsequently at all times, will also be eligible 
for use as collateral in Eurosystem credit operations.  The underlying assets must consist of residential 
mortgages and loans to small and medium-sized enterprises and must satisfy a set of specific requirements. 
In addition, NCBs were temporarily allowed to accept as collateral additional performing credit claims that 
satisfy specific eligibility criteria for Eurosystem credit operations. 

The Central Bank of Malta is responsible for determining the eligibility of domestically-issued debt instru-
ments and for reporting them to the ECB for inclusion in the Eurosystem’s Eligible Assets Database.  As at 
end-December 2011, the nominal amount outstanding of eligible domestic marketable assets amounted to 
EUR4.4 billion, compared with EUR4.0 billion as at end-December 2010. 

The market value, after haircuts, of securities that domestic counterparties actually pledged in their pool of 
collateral with the Central Bank of Malta stood at EUR1.0 billion as at end-December 2011.  This amount 
comprised both domestic and cross-border securities. 

During 2011 the Bank continued to contribute to the determination of the Eurosystem’s liquidity needs 
through daily forecasts of autonomous factors. These consist of items on the Eurosystem balance sheet that 
are not related to monetary policy instruments, such as banknotes in circulation, government deposits with 
NCBs and net foreign assets.

Reserve requirements
The ECB requires credit institutions established in the euro area to hold reserve deposits with NCBs.  The 
objective of the Eurosystem’s minimum reserve system is to stabilise money market interest rates and to 
help ensure that the Eurosystem operates efficiently as a liquidity supplier.  From a conceptual point of view, 
this requirement increases the demand for central bank refinancing which, in turn, makes it easier for the 
ECB to steer money market rates to the desired level through its open market operations.  

Each credit institution in Malta is accordingly obliged to hold minimum reserve deposits with the Bank.  
The reserve ratio, which is applied to certain categories of deposits and debt securities issued by banks, 
remained unchanged at 2% throughout 2011.  However, in December 2011 the ECB announced that the 
reserve ratio would be reduced from 2% to 1% as from the maintenance period starting on 18 January 2012, 
as part of its measures to support bank lending and money market activity. 

The minimum reserve framework allows credit institutions to apply averaging techniques. Thus, compliance 
is determined on the basis of average closing balances in the relevant accounts over the maintenance 
period of approximately one month.  The remuneration paid on holdings of required reserves is linked to the 
interest rate charged on the MROs.
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Reserve management
The Central Bank of Malta manages a portfolio of financial assets denominated in both euro and foreign cur-
rencies, which has two components.3 One forms part of the Eurosystem’s reserves. The other is the Bank’s 
own portfolio, consisting of euro as well as non-euro denominated holdings.  The Bank adopts a prudent 
approach to managing its own portfolio, with the main objective being the preservation of the value of the 
assets.   

The Bank’s own portfolio is managed within the parameters approved by the Bank’s Board of Directors and 
the Investments Policy Committee (IPC).  The Committee, which is chaired by the Governor and includes 
the Deputy Governor and other senior officials, is responsible for formulating the appropriate investment 
strategy relating to the Bank’s own portfolio.  Throughout the year, the IPC monitored the performance of 
the Bank’s financial assets, evaluated the implementation of investment strategies, reviewed the operational 
and risk framework of investment management practices and assessed the overall investment policy. The 
IPC met every month and three additional ad hoc meetings were also convened to discuss strategic asset 
allocation and other matters concerning portfolio management. 

Within the framework governing the foreign reserve assets of the ECB, the Bank managed its portion of US 
dollar holdings on behalf of the ECB by way of a pooling mechanism, administered jointly with the Central 
Bank of Ireland. During the year the Bank’s dealers worked closely with their Irish counterparts to review 
strategy, discuss operational modalities and analyse the portfolio’s performance.

During the year the Bank continued to transmit to the ECB information on its foreign exchange transactions 
and holdings, as well as on the euro-denominated portion of the investment portfolio. It also continued to 
provide advisory services on external financing and debt management to the Government and to public non-
financial corporations.

In terms of the Exchange Rate Mechanism (ERM) II agreement, and as an NCB acting on behalf of the 
ECB, the Bank is authorised to conduct interventions in those currencies participating in the ERM II regime. 
However, no such interventions were necessary during 2011.4

During 2011 the Central Bank of Malta effected foreign currency spot purchases amounting to EUR452 mil-
lion, a decrease from the level of EUR580 million reported in 2010. Concurrently, spot foreign currency sales 
declined to EUR489 million from EUR574 million in the previous year. These transactions mainly related to 
management of the Bank’s own portfolio. 

The Bank uses foreign exchange swaps to hedge its foreign currency exposures and to enhance income.  
Spot sales of euro in terms of foreign exchange swaps in 2011 increased to EUR1.3 billion, significantly 
higher than the EUR803 million reported during 2010.   A total of EUR2.1 billion worth of spot purchases of 
euro in terms of foreign exchange swaps were also undertaken in 2011 in managing the portfolio, whereas 
no such purchases were recorded in the previous year. 

The Bank monitors developments in the foreign exchange market in Malta. During the year foreign exchange 
transactions effected locally between resident  credit and financial institutions amounted to EUR35.7 million, 
significantly below the EUR77.7 million reported in 2010. 

At the same time, the value of foreign exchange transactions between resident credit and financial institu-
tions and unrelated third parties stood at EUR18.8 billion, down from EUR23.8 billion in the previous year. 
This turnover partly stemmed from spot transactions, and, to a lesser extent, new swaps. In turn, just under 
half of the spot deals transacted in 2011, amounting to EUR2.9 billion, involved the corporate and house-

3   The Bank’s financial assets are largely euro-denominated and include a variety of investment instruments, including money market 
instruments, government paper and other fixed income securities.   
4   ERM II is an exchange rate arrangement that provides the framework for exchange rate policy cooperation between euro area countries 
and those EU Member States that have not adopted the euro but participate in this arrangement. These countries, which include Denmark, 
Latvia and Lithuania, peg their currencies to the euro at a central exchange rate, limiting exchange rate volatility.
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hold sectors as counterparties and largely reflected transactions relating to payments in respect of trade, 
tourism, personal transfers and financial portfolio flows. The remaining spot transactions were carried out 
with credit institutions in the euro area and in the rest of the world and were worth a total of EUR2 billion 
in each case.   Although the main domestically-oriented banks continued to report the largest share of the 
transactions, new foreign-owned banks in Malta steadily increased their share of the turnover with the non-
bank private sector.

Throughout the year the Bank published reference rates of exchange for the euro that the ECB established 
daily, as well as other indicative exchange rates.

Market-making operations
During 2011 the Central Bank of Malta continued to act as market-maker in the secondary market for Malta 
Government Stocks (MGS) and Treasury bills by ensuring adequate market liquidity and enhancing investor 
confidence in market trading. In line with the Central Bank of Malta Act, and with provisions of the Treaty on 
the Functioning of the European Union,5 the Bank did not participate in the primary market for government 
securities and did not provide any other form of financing to government.

The Bank continued to publish daily opening bid prices and yields of all listed MGS as well as daily buying 
and selling rates of Treasury bills. In addition, the Bank quoted International Securities Market Association 
(ISMA) redemption yields on MGS on a daily basis.6

The Financial Markets Committee (FMC), which provides a forum for the Bank and all credit institutions 
operating in Malta to exchange views and information on various market-related issues, held three meetings 
during 2011. Discussions revolved mostly around the Eurosystem monetary policy operations framework as 
well as on the Eurosystem collateral and risk control frameworks, in light of the financial turmoil in interna-
tional markets and the non-standard measures taken by the Eurosystem to alleviate liquidity pressures in 
the euro area. The Committee also discussed developments in the domestic primary and secondary markets 
and issues related to the foreign exchange markets. In October the FMC held a special session to discuss 
the financial market turmoil in the euro area, as well as the covered bond market.

5   Articles 123 and 124 of the Treaty prohibit the monetary financing of governments, EU bodies and institutions as well as their privileged 
access to finance.
6   ISMA yields are annualised yields-to-maturity. ISMA yields on MGS, which pay interest semi-annually, are comparable with those on 
bonds that pay interest annually.
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2.  FINANCIAL STABILITY 

In line with its mandate, during 2011 the Central Bank of Malta continued to monitor the financial system to 
evaluate potential systemic risks and vulnerabilities. As in previous years, the Bank published, on its web-
site, the annual Financial Stability Report in June, which was followed by an update in October. In order to 
enhance its effectiveness in undertaking the financial stability function, the Bank restructured its Financial 
Stability Department to place more emphasis on the formulation of policy measures, management of finan-
cial crises and stress testing exercises.  

As part of its surveillance activity, the Bank continued to monitor key indicators and trends in the financial, 
corporate and household sectors.  Developments which were considered to pose systemic threats to finan-
cial stability were closely followed and analysed.  They were also discussed by an internal committee on 
financial stability issues chaired by the Governor and composed of senior Bank officials.  Meanwhile, in 
terms of a Memorandum of Understanding (MoU) between the Central Bank of Malta and the Malta Financial 
Services Authority (MFSA), both institutions continued to liaise closely and share information on bank regu-
latory developments, especially through regular meetings of their technical experts.1  A number of issues 
related to the management of crisis situations were also discussed within the Domestic Standing Group 
(DSG), which is chaired by the Deputy Governor and includes senior officers from the Bank, the MFSA and 
the Ministry of Finance, the Economy and Investment.  

For the third year in a row, the Bank, together with the MFSA, played a leading role in the preparatory work 
related to the 2011 EU-wide stress testing exercise in which a Maltese credit institution was selected for 
inclusion in a sample of 91 European banks. The resilience of these banks was assessed in terms of an 
adverse but plausible scenario. The local credit institution performed strongly in this test and it comfortably 
surpassed the 5% Core Tier 1 capital threshold.  In a subsequent recapitalisation exercise conducted by 
the European Banking Authority (EBA), which sought to establish a list of banks whose Core Tier 1 ratio 
exceeded the established 9% threshold, the local bank was classified as having sufficient core capital, since 
its capital ratio exceeded this level.

As part of its financial stability toolkit, the Bank continued to carry out biannual top-down stress tests focus-
ing on domestically-oriented institutions, the results of which were published on an aggregated basis in 
the Financial Stability Report and its update.  In addition, surveillance operations constantly ensured the 
identification at an early stage of any possible situations of stress which could trigger systemic risk, not only 
from domestic banks, but also from internationally-oriented banks operating in Malta.  The Bank also further 
enhanced its interest rate and credit risk models and continued to develop a macro-stress-testing model. 

During 2011 the Bank established a Forum for Financial Stability, which is composed of representatives of 
the relevant authorities and major stakeholders in the financial services sector.  The Forum aims to foster a 
structured dialogue on issues of common interest, with a particular emphasis on the identification and man-
agement of risks that could have a negative impact on the financial system.  The Forum was launched in May 
and held two further meetings during the year. These meetings focused on both international and national 
financial stability issues, in particular the functions and work of the European Systemic Risk Board (ESRB). 
It also discussed specific risks identified in the Financial Stability Report.  

During the year, the Central Bank of Malta actively participated in the decision-making bodies of the ESRB, 
its Advisory Technical Committee and its substructures.  Senior staff members were also observers at meet-
ings of the EBA, which took over all tasks and responsibilities of the former Committee of European Banking 
Supervisors from the beginning of 2011.   
 
Bank staff also participated in a working group established by the European Commission for the prepara-
tion of the proposed Directive for Bank Recovery and Resolution. Furthermore, a tripartite task force was 

1   The MoU can be viewed on the Bank’s website at www.centralbankmalta.org/updates/downloads/pdfs/exchange_of_Information.pdf
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mandated by the DSG to review the domestic resolution and insolvency regime for banks and to recommend 
appropriate measures, including the monitoring of the implementation process of the proposed Directive.

In conjunction with the MFSA, the  Bank is also participating in the work related to the Quantitative Impact 
Study conducted by the Bank for International Settlements, in relation to the future introduction of the new 
Basel III global regulatory standard on bank capital adequacy, stress testing and market liquidity risk.
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3.  CURRENCY, PAYMENT SYSTEMS AND BANKING SERVICES

The Central Bank of Malta issues euro banknotes and coins in accordance with the legal framework gov-
erning the European System of Central Banks (ESCB) and the European Central Bank (ECB).  In addition, 
the Bank acts as the authority responsible for the regulation and oversight of the payment and securities 
settlement systems in Malta.  Meanwhile, it provides various banking services to the Government and to the 
banking system. 

Currency operations
The Bank continued to supply the banks with their currency needs, while ensuring the authenticity of 
banknotes and coins and that they remained fit for circulation.

Circulation of notes and coins
The value of euro currency issued by the Bank increased by 8.6% to EUR913.7 million during 2011, from a 
5.1% rise in the previous year.  This was substantially less than the currency growth in the euro area (see 
Table 3.1).  Net issuance during the year generally followed the seasonal pattern, with contractions in Janu-
ary and expansions in December, related to the increase in consumer spending over the Christmas period.   
Currency in issue increased in every month of the year, apart from the drop in January, a negligible decline 
in May and a somewhat sharper fall in August.  

During 2011 the Bank examined a total of 76.6 million banknotes with a value of EUR1.7 billion.  Although 
this was less than the 78 million banknotes examined in 2010, the value of the notes examined in 2011 was 
EUR0.1 billion higher.  Slightly more than 10% of the number of banknotes that were examined by the Bank 
were deemed unfit for reissue and subsequently destroyed, a lower proportion than the 13.2% recorded in 
the previous year.  

In this context, the Bank brought its Directive No. 10 on the authenticity, fitness checking and recirculation of 
euro banknotes into effect in January 2011. This obliges banks to ensure that banknotes placed by them in 
circulation meet specific Eurosystem quality standards.  As a result, the Bank carried out a number of tests 
to ensure that the provisions of the Directive were being followed. 

CURRENCY NOTES AND COINS ISSUED BY AND PAID INTO THE BANK IN 2011

Issued and
Issued Paid in Net issue outstanding

Jan. 131,466 136,832 -5,365 841,363
Feb. 129,053 127,521 1,532 842,895
Mar. 155,205 138,779 16,425 859,320
Apr. 153,655 143,744 9,912 869,232
May 153,048 153,068 -19 869,213
June 158,063 144,783 13,281 882,493
July 167,834 164,331 3,503 885,996
Aug. 163,713 176,220 -12,507 873,489
Sep. 157,566 154,885 2,682 876,171
Oct. 153,561 151,116 2,445 878,616
Nov. 154,202 147,668 6,535 885,151
Dec. 182,811 154,239 28,572 913,723
2011 1,860,179 1,793,184 66,995 913,723

Table 3.1

                  Notes and coins

Source:  Central Bank of Malta.

EUR thousands
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Apart from banknotes, 65.1 million euro coins with a value of EUR32.9 million were examined during 2011. 
These figures were significantly higher than the corresponding figures for 2010, when seven million coins 
with a value of EUR4.6 million were examined. The surge in coin processing reflected a growing tendency, 
from the later part of 2010, for credit institutions to deposit at the Bank all their euro coins for authentication 
prior to their reissue. The overall issue of Maltese euro coins was subject to a limit of just over EUR44 mil-
lion in 2011.

During the year, the Bank embarked on the introduction of a new cash management system – the Cash 
Single Shared Platform (SSP), which is designed for cash operations. It makes extensive use of modern 
information technology to handle the exchange of notes and coins with commercial banks and to automate 
related processes.  It also supports a number of ESCB functions, including reporting and data exchange.   
Several events to assist in the implementation process were held during the year, including training of Bank 
officials, information meetings and a workshop dealing with legal matters.

In 2011 the Bank continued its participation in the ECB Security Working Group dealing with security con-
siderations relating to the production, processing, storage and transport of banknotes. It also took part in an 
informal National Central Bank Forum focusing on cross-border transportation of euro currency, as well as 
on ECB inspections at manufacturers of items related to the production of euro banknotes.  The Bank regu-
larly updated the ECB with local circulation statistics through the Eurosystem’s Currency Information Sys-
tem.  In May the Bank was involved in cross-border transactions, which involved other Eurosystem national 
central banks and which were successfully carried out, as part of the ECB’s delivery schedule.   

Collection and disposal of the Maltese lira
During 2011 the Bank continued to collect and dispose of Maltese lira banknotes. In total, over 140,000 
banknotes denominated in Maltese lira with a face value of over Lm1.3 million (equivalent to EUR3.2 million) 
were collected during the year. By the end of the year, the value of Maltese lira banknotes still in circulation 
amounted to Lm20.0 million, equivalent to EUR46.7 million.

Numismatic and commemorative coins
In April 2011 the Bank issued a numismatic coin depicting a ship used by the Phoenicians. The coin, avail-
able in silver and in gold, was issued under the Europa Programme 2011, bearing the Europa Star as the 
official logo of the programme on its reverse side. 

In October the Bank also issued a new euro coin set dated 2011, incorporating the eight Maltese euro coins. 
This set also included a EUR2 commemorative coin, bearing the inscription “First Elected Representatives 
– 1849”. This was the first in a series of five coins depicting landmarks in Malta’s constitutional history.  A 
replica of a coin of the Punic period, the original of which is currently exhibited in the Bank’s museum, also 
formed part of this set.

Anti-counterfeit measures
During 2011 the Bank’s Currency Surveillance Unit, which is responsible for the promotion of counterfeiting 
awareness and the analysis of suspected counterfeit currency, continued to examine banknotes and coins 
and reported its findings to the ECB.  The total amount of counterfeit banknotes withdrawn from circulation 
in 2011 was 1,543, or 36.3% less than the 2010 level.  The counterfeited value was EUR49,860.  The Unit 
also participated in workshops at an ESCB level and collaborated with local authorities.  It also provided 
information on the counterfeiting situation to the general public. 

Payments and securities settlement systems
In terms of the Central Bank of Malta Act, the Bank is responsible for the regulation and oversight of the 
payments and securities settlement systems in Malta.  From the regulatory perspective, the Bank verifies 
whether credit and payment institutions are adhering to the provisions of the relevant legislation.  In carrying 
out its oversight role, the Bank assesses various payments and securities settlement systems and payment 
instruments against international standards and recommendations.
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During 2011 the Bank initiated, through an ESCB-coordinated exercise, an assessment of MALTACLEAR, 
which is the securities settlement system operated by the Malta Stock Exchange, against the ESCB stan-
dards for Eurosystem credit operations.  In October it initiated another exercise to assess the link between 
MALTACLEAR and Clearstream Banking in Frankfurt after this became operational earlier in the year.  

During 2011 the Bank continued to chair the Malta Clearing House Committee, which oversees the clear-
ing and settlement of cheques issued in Malta.  The use of cheques by the public declined further, with the 
number of cleared cheques decreasing by 2.5% to 5.4 million in 2011, even though their value increased  by 
3.6% to EUR7.6 billion. 

With regard to the operation of electronic payments, during 2011 the Bank continued to participate in the 
TARGET2, which is the payment system used in the Eurosystem for the settlement of central bank opera-
tions, large-value interbank transfers and other euro payments. 

In 2011 two credit institutions, namely Bank of Valletta and Mediterranean Bank, joined the TARGET2 
system as direct participants.  This resulted in an increase in volume and value of payments processed 
locally, which rose to 18,437 with a value of EUR105.0 billion, from 16,885 in 2010 with a value of EUR76.5 
billion.  The increase is the result of a rise in the value of overnight deposits placed with the Bank by credit 
institutions. 

The Bank also participated in Eurosystem projects relating to securities settlement systems and collateral 
management services.  As regards the former, the TARGET2-Securities (T2S) project provides a single 
integrated securities market for financial services through one pool of pan-European securities, as well as a 
state-of-the-art settlement process.  In the area of collateral management services, the current correspon-
dent central banking model will be enhanced to cater for requests made by market participants.  

Furthermore, the Bank also supported the implementation of the Single Euro Payments Area (SEPA) project, 
which is designed to increase efficiency of retail payments in the euro area through the adoption of a single 
standard for credit transfer, direct debits and payment cards.  SEPA also makes retail cross-border payments 
as safe as domestic payments, and with similar charges.  In this regard, the Bank chairs the Payment Sys-
tems User Group, which is responsible for the implementation of SEPA in the local banking sector.

During 2011 the Bank enhanced its own SEPA payment processing operations and continued to analyse 
system requirements for the implementation of SEPA direct debits.  It also commenced the processing of 
Treasury pensions through SEPA credit transfers.  As a result, total SEPA payments processed by the Bank 
increased to 151,894 for the value of EUR135.4 million in 2011 from 9,677 for the value of EUR7.0 million 
in 2010. 

Banker to the public sector
The Bank acts as banker to Government, maintaining accounts for the Treasury, for other government 
departments and for a number of public sector corporations.  

During 2011 the number of government cheques drawn on the Bank and presented for settlement by the rest 
of the banking system decreased by 15.5% from the 2010 level.  The drop reflects the base effect of a one-
off payment as compensation to all households by Government for a rise in energy costs.  The total value of 
cheques presented also declined by 0.5%, to EUR800.2 million.  The Bank continued to cash government 
cheques drawn on it and presented by the general public.

The number of payments effected on behalf of Government by traditional direct credits fell by 10.2% to 1.8 
million in 2011.  This drop mainly reflected a shift to payments carried out through SEPA credit transfers.  
Conversely, their value increased by 1.4% over the 2010 level, to stand at EUR1.2 billion in 2011.  Inter-
est payments on Malta Government Stock (MGS) were the main driver of the increase in value, followed 
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by salaries.  On the other hand, pensions and social security payments declined when compared with the 
previous year. 

The Bank continued to offer foreign exchange services to Government and public sector entities.  These 
included documentary letters of credit, inward and outward bills for collection, guarantees and interbank 
transfers.  Additionally, the Bank continued to buy and sell foreign currency and to purchase foreign cheques.  
Foreign exchange transactions were carried out using SWIFT transfers.

The value of foreign exchange receipts processed by the Bank on behalf of Government and public sector 
entities increased to EUR347.2 million in 2011 from EUR337.3 million in the previous year.  On the other 
hand, the value of foreign exchange payments effected on behalf of Government and public sector entities 
was almost unchanged from the previous year at EUR315.2 million.

During 2011 the Bank continued to effect payments in connection with the servicing of the Government’s 
external debt.  Capital repayments amounted to EUR13.1 million, with the associated interest totalling 
EUR3.9 million, the latter being slightly lower than in 2010. 

Banker to the banking system
The Bank acts as banker to the rest of the banking system by providing deposit and lending facilities to 
credit institutions.  As described in more detail elsewhere in this Annual Report, credit institutions maintain 
balances at the Bank to meet their reserve deposit requirements.   

Other financial services
Throughout 2011 the Bank continued to provide portfolio management services to the Investor Compen-
sation and Depositor Compensation Schemes according to parameters set by the respective committees 
which were established to manage these schemes.1  The Bank also provides the two schemes with account-
ing and other support services.  During the year, the Bank began to hold margin call accounts and pledged 
accounts in favour of the Depositor Compensation Scheme.  

As the custodian of assets held abroad under the Insurance Business Act, the Bank also held in its name, 
on behalf of insurance companies, certain specified assets representing guaranteed funds.  The Bank con-
tinued to report regularly on the position of such holdings to the competent authorities. 

1   The Investor Compensation Scheme, which was set up by Legal Notice 368 of 2003, protects clients of licensed investment service 
providers that are unable to satisfy their obligations towards investors. The Depositor Compensation Scheme, which was established by 
Legal Notice 369 of 2003, compensates depositors in the event of a bank failure.   
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4.  INTERNAL MANAGEMENT

Administration 

Board of Directors
The Board of Directors is responsible for the policy and general administration of the Bank, except for certain 
functions and the exercise of powers related to tasks of the European System of Central Banks (ESCB), 
which are conferred exclusively on the Governor in terms of the Central Bank of Malta Act (Cap. 204).  

Until 30 June 2011, the Board was composed of Mr Michael C. Bonello, Governor and Chairman, Mr Alfred 
DeMarco, Deputy Governor, and Mr Victor Busuttil, Ms Antoinette Caruana and Professor Josef Bonnici, as 
non-executive Directors.  Dr Bernadette Muscat acted as Secretary to the Board of Directors. 

Professor Bonnici was appointed Governor of the Central Bank with effect from 1 July 2011, on the retire-
ment of Mr Bonello.

During the year the Board met 11 times.

Audit Committee 
The Audit Committee of the Board, which is established in terms of the Central Bank of Malta Act, reports 
and makes recommendations on financial reporting, internal audit and control, external audit and risk man-
agement. During 2011 the Committee was chaired by Mr Victor Busuttil, with Mr Alfred DeMarco and Pro-
fessor Josef Bonnici as members. Professor Bonnici resigned from the Committee on his appointment as 
Governor.

The Committee met on nine occasions during the year and addressed various topics, including internal audit 
operations, exposures to risk, particularly at a macro level, and other related policy matters. The Committee 
also met the Bank’s external auditors. 

Following a major restructuring of the Bank’s internal organisation (see Box 4), the Bank’s Internal Audit 
function started reporting directly to the Governors and to the Audit Committee.  

Management and internal organisation
The Policy Advisory Committee, set up under the new Bank structure, acts as an advisory body to the Board 
of Directors on policy and general administration.  The Committee is composed of the Governors, Director 
General and executive Directors of the Bank. It held its first meeting on 8 February 2011.  The Management 
Committee, which was set up at the same time, is composed of the Bank’s Heads of Department.  It is man-
dated to ensure that the Bank’s operations are carried out effectively and efficiently. 
 
During the year a number of senior appointments were made.  Mr René G. Saliba, a Senior Director with 
effect from 17 January 2011, was appointed Director General (Financial Policy and Special Projects) 
with effect from 1 October 2011.  The Financial Markets, Financial Services and Financial Stability & 
Information Systems Directorates report directly to him in his new position.   Mr Raymond A. Bonnici was 
appointed Director Corporate Services with effect from 31 July 2011, replacing Mr John Agius who retired 
at the end of July on reaching pensionable age. Meanwhile, Mr Anthony P. Cortis was appointed Director 
of the newly structured Directorate entitled Statistics and Risk Management, with effect from 1 October 
2011.  On that same date Dr Bernard Gauci was appointed Advisor to the Governor and is responsible for 
the Governors’ Office. 

Governors’ activities in Malta
In April the Governor gave a public presentation of the Bank’s Annual Report 2010 and in May he launched 
the Forum for Financial Stability.  In June he delivered a speech on policy challenges of euro adoption in 
small open economies during a seminar on macroeconomics organised by the National Bureau of Economic 
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Research, a private organisation, based in the United States, dedicated to promoting a better understanding 
of how the economy works.  He also gave the concluding address at a symposium organised by the Bank, in 
June, to introduce a series of numismatic coins featuring milestones in Malta’s constitutional history.

In September the Governor gave a presentation on developments in the Maltese economy to the Malta 
Chamber of Commerce and Industry. He was a speaker at the Biennial Financial Services Conference 
organised by KPMG in November.  On 15 November he gave a presentation on economic and financial 
developments in the euro area and Malta to the Public Accounts Committee of the House of Representa-
tives. The Governor was the keynote speaker at the annual dinner of the Institute of Financial Services in 
November during which he delivered a speech entitled “Lessons from the Crisis”.  

During the year the Governor attended a number of meetings of the Malta Council for Economic and Social 
Development.  He also gave various interviews to the local media and to business organisations on matters 
related to the Maltese economy, the financial system, the sovereign debt crisis and the monetary policy of 
the ESCB.

Governors’ activities overseas
In the course of the year, the Governor participated in meetings of the Governing Council and General 
Council of the European Central Bank (ECB) and of the European Systemic Risk Board.  The Governor also 
attended the informal Economic and Financial Affairs Council (ECOFIN) meetings in April and September.

In May the Governor attended a conference organised by the Bank of Finland on “Monetary policy under 
resource mobility”.  In June he attended the annual meeting of the Bank for International Settlements and 
later participated in a high-level seminar of central banks of the East Asia-Pacific Region and the euro area 
organised by the ECB and De Nederlandsche Bank in Amsterdam.  

In September the Governor attended the International Monetary Fund (IMF) and World Bank Annual Meet-
ings in Washington, while in October he participated in a seminar organised by the Banca d’Italia on “Italy 
and the World Economy 1861-2011”.  Later in the month, he attended an event in Frankfurt to mark the end 
of the term of office of Mr Jean-Claude Trichet as President of the ECB.  

During the year the Deputy Governor accompanied the Governor to meetings of the ECB’s Governing Coun-
cil and to the Annual Meeting of the IMF and World Bank.  He also participated in meetings of the Economic 
and Financial Committee (EFC). 

The Director General accompanied the Governor and the Deputy Governor to the Governing Council and 
the General Council meetings on a number of occasions.  He also attended meetings of the EFC and EFC 
alternates in Brussels.  In May he represented the Maltese Authorities at the annual meeting of the European 
Bank for Reconstruction and Development (EBRD), which was held in Astana, Kazakhstan.

Legal issues
During 2011 the Bank was involved in the preparation of several changes to Maltese legislation that involved 
the Bank’s functions and responsibilities or the activities of the financial system in general.
    
Act No. XIX of 2011, which amended the Malta Membership of the International Monetary Fund Act (Cap.209), 
updated the definition of “Fund Agreement” to enable changes in the Articles of Agreement of the IMF to be 
automatically incorporated in the Act.

A Bill (No. 95) to amend the Central Bank of Malta Act (Cap.204) was also introduced in Parliament in 2011.  
This will bring into effect certain EU Regulations on payment systems and currency matters while updating 
the law to bring it in line with current developments in the central banking field. The legislative process to 
amend the Act is expected to be finalised during 2012.  
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The Bank was also involved in the amendment of the Financial Collateral Arrangements Regulations (Sub-
sidiary Legislation 459.01), primarily to include credit claims within the scope of these Regulations. 
 
The Central Bank of Malta Act also empowers the Bank to issue directives governing activities falling under its 
responsibility.  During 2011 a number of directives were amended to implement guidelines issued by the ECB. 
These included Directive No. 6 to harmonise conditions for participation in TARGET2 and Directive No.7 on the 
provision of intraday credit.  

The Bank also amended Directive No. 8 regarding documentation on monetary policy instruments and pro-
cedures.  A number of changes reflected ECB Guideline ECB/2010/30, amending Guideline ECB/2000/7 
on monetary policy instruments and procedures of the Eurosystem. These modified certain provisions on 
fixed-term deposits and the close links involving counterparties to monetary policy operations.  Another 
change to Directive No. 8 involved the updating of its provisions to take into account the Pledge Agreement 
for Marketable Securities.  

The Bank also initiated the formulation of a Legal Risk Management Framework to identify, assess and 
mitigate legal risks within each business area of the Bank, while creating awareness of its legal obligations.

The Bank is represented on the Board of Governors of the Financial Intelligence Analysis Unit, which is 
responsible for the analysis of information to combat money laundering and funding of terrorism.  It also par-
ticipates in the work of the Sanctions Monitoring Board, which implements international sanctions imposed 
by the European Union (EU) and ensures the implementation of those laid down by the Security Council of 
the United Nations.   

Economic analysis and research 
The Bank analyses economic and financial developments in Malta and abroad on a regular basis.  It pub-
lishes an analysis of economic developments in its Quarterly Review and Annual Report and also issues a 
monthly commentary on monetary developments in Malta.

During 2011 the Bank contributed to ECB studies on potential output and to a Eurosystem project on the labour 
market, focusing on developments in the aftermath of the international financial crisis.  The Bank continued to 
participate in a harmonised survey of bank lending conditions, which is carried out on a quarterly basis across 
the euro area.  Other analytical work was undertaken on a number of economic and financial issues.  

The Bank regularly participates in the preparation of euro area macroeconomic projections.  A comprehen-
sive exercise is carried out twice a year as part of the Eurosystem’s Broad Macroeconomic Projection Exer-
cise, while a more detailed short-term projection of inflation developments is prepared on a quarterly basis.  
Another macroeconomic projection exercise is also undertaken for the Bank’s Annual Report.  The Bank 
also prepares detailed fiscal forecasts as part of the ESCB forecast exercises.   Further work was carried out 
during the year to strengthen the Bank’s short-term forecasting capability, to review its structural economet-
ric model and to develop a small scale dynamic stochastic general equilibrium model.  

Statistics 
The Bank collects and compiles a wide range of monetary, financial and economic statistics for internal 
policy decisions and for analytical, research and advisory purposes. While fulfilling its legal obligations, 
the Bank also adheres to the IMF’s Special Data Dissemination Standard (SDDS).  It also ensures that the 
processing of statistics is in line with the ESCB’s Public Commitment on European Statistics, which requires 
statistics to be communicated clearly and disseminated regularly and comprehensibly.

During 2011 the Bank stepped up its efforts to enhance the quality of its data on non-financial companies and 
households, in cooperation with the National Statistics Office (NSO).  This is an important input into the EU 
Commission’s recently introduced “Scoreboard for the Surveillance of Macroeconomic Imbalances”, which 
consists of specific economic indicators that facilitate an early identification of potential macroeconomic 
imbalances in any EU Member State.
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The Bank also continued to strengthen the collection of information on local households’ finances and con-
sumption behaviour.  By February 2011, the Bank had concluded the fieldwork related to the ESCB’s House-
hold Finance and Consumption Survey.  It will publish the results in 2012.

During 2011 the Bank broadened the range of statistical data that it released for public information.  It pub-
lished quarterly net external debt figures for Malta for the period 2004-2011 and released historic monetary 
and financial statistics, going as far back as the 1960s.  

During the year the Bank undertook a technical consultation process with the Malta Financial Services 
Authority (MFSA) to revise the statutory reporting requirements for investment service providers, which will 
become mandatory in March 2012.  This is part of an international initiative by monetary and regulatory 
authorities in the aftermath of the financial crisis to extend coverage of statistical collection. To reduce the 
reporting burden, the Bank integrated the balance of payments returns within this new set of returns.  This 
is part of a broader exercise to streamline the regulatory reporting frameworks.  

Meanwhile, the Bank continued its preparation, together with the MFSA, for the implementation of a forth-
coming ECB Regulation on statistical requirements related to insurance corporations and pension funds. 

The Bank continued to contribute to securities holding statistics and in the further development of the full 
system of quarterly integrated sector accounts for the euro area.  Moreover, the Bank also worked on the 
statistical implications of improvements in financial stability statistics and revisions to International Financial 
Reporting Standards. 

At national level, the Bank was represented on a Steering Committee, which also includes officials from the 
NSO and the Ministry of Finance, the Economy and Investment (MFEI), and which oversees a programme 
leading to an improvement in the quality of Malta’s national accounts and of other economic statistics.  

Moreover, the Technical Committee on Financial Statistics continued to meet during the year. This Com-
mittee, which is chaired by the Bank and includes representatives from credit and financial institutions, the 
MFSA, the NSO and the Malta Bankers Association, coordinates the smooth transition to new reporting 
systems while seeking to enhance existing ones.  

Internal audit 
Governed by the Internal Audit Charter, the Bank’s internal audit function provides an independent assur-
ance and consultancy service to the Bank’s management, to the Audit Committee and, ultimately, to the 
Board of Directors.  As a result of the Bank’s restructuring process, the Audit Committee Charter and the 
Internal Audit Charter were both reviewed. The relative amendments required to keep the charters aligned 
to the new reporting lines were approved by the Board in September 2011. 

The internal audit function is also responsible for undertaking assignments on behalf of the ESCB Internal 
Auditors Committee (IAC), consequently providing the necessary assurances to the ECB Governing Coun-
cil.  In fulfilling its ESCB responsibilities, the Bank continued to participate in the IAC and completed four 
audits on behalf of the ESCB.  As from the second quarter of 2011, all ESCB audits included a review of the 
general IT controls supporting the audited business area.

In accordance with the Internal Audit Plan for 2011, the Bank’s internal auditors conducted 12 risk-based 
audit engagements, focusing on evaluating and reporting on the adequacy and effectiveness of governance, 
risk management and control processes deployed in a number of critical business areas.   Several proce-
dural and ad hoc audits were also undertaken.  

The Bank’s internal audit function continued to provide support to other business areas within the Bank, 
particularly in connection with the implementation of controls, project management and issues relating to 
policy deployment. 
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Risk assessment 
Following the approval of the operational risk management (ORM) framework and the ORM Tolerance Policy 
by the Board of Directors in 2010, the ORM was rolled out across a number of business operations in the 
Bank during 2011.  This process is expected to continue during 2012.

As part of its ongoing continuity management process, the Bank reviewed and tested several continuity 
plans for critical business processes.  The Bank also worked on the implementation of an incident reporting 
policy, which was approved in February 2011. Moreover, several ad hoc risk assessment exercises were 
carried out, following specific requests by management.

The Bank participated in the development of risk management processes at ESCB level by forming part of 
the operational management task force, which is mandated to roll out the ESCB’s ORM framework across 
the Eurosystem committees.  

In addition, the Bank carried out an annual exercise to verify and update the data protection register, which 
includes all personal data processing operations of the Bank.  

Human resources 
By end-2011 the Bank employed a total of 314 full-timers, 14 fewer than a year earlier, while the number of 
part-timers stood at five, three less than at end-2010.  The staff complement in terms of full-time equivalents 
dropped to 294 from 314 a year earlier. The contraction in staff numbers was due to the retirement of five 
employees on reaching pensionable age and to the departure of a further 15 persons under a voluntary 
severance scheme.

During 2011 the Bank recruited 12 staff members to strengthen its complement in the economic research, 
portfolio investment, legal, auditing and security areas of the Bank. At the same time, nine employees 
resigned from the Bank.  In 2011 the Bank once again seconded two employees to other institutions within 
the public sector. In addition, two employees took up short-term contracts with the ECB in the areas of eco-
nomic research and librarianship.  

During summer the Bank offered temporary employment to seven University of Malta students majoring 
in economics, law, mathematics and statistics. In addition, it participated in a scheme administered by the 
Malta College of Arts Science and Technology by offering a five-week work placement to five students.  In 
2011 the Bank continued an internship scheme that was initially introduced in 2009 to encourage young 
graduates from Malta and other EU countries to obtain practical experience at the Bank and to enhance 
their analytical skills. In this respect, the Bank granted a seven-month internship to a French national.  It also 
granted an eight-week bursary to a South Korean national under the bursary scheme. 

Training and development
During the year the Bank continued to invest in staff training, both within the Bank and through external 
courses organised by local and foreign institutions.  

Table 4.1

Type of  training  
2010 2011 2010 2011

In-house 32 52 521 1021
External 197 156 336 213
    Local 125 72 262 120
    Overseas 72 84 74 93
Source: Central Bank of Malta.

STAFF TRAINING 
Number of courses/seminars Number of participants
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An active in-house training programme covered 27 areas, offering 52 different programmes, mainly on IT, 
antifraud and confidentiality, sexual harassment, staff well-being, along with induction programmes for new 
employees.  Courses were also offered on examination techniques, leadership and teambuilding. The num-
ber of staff members taking in-house courses almost doubled during 2011. 

As Table 4.1 shows, the number of staff members who participated in external courses dropped by over a 
third compared with 2010. This was due to a decline in courses taken in Malta, which fell by one-fifth, while, 
in contrast, the number of overseas courses grew by a quarter. Topics ranged across a variety of issues 
relevant to central banking, including statistics, risk management, economics and financial stability. Other 
subjects included investment, IT, and accounting. Foreign courses were organised by a number of central 
banks and the ECB, among others. 

The Bank once again hosted two ESCB training courses in leadership, which several central bankers from 
the ESCB attended. 

During the year a number of employees benefited from the Bank’s various study programmes (see Table 
4.2).  A total of seven beneficiaries successfully completed their studies, while 30 were enrolled in approved 
courses, mostly at postgraduate level.
  
In addition, the Bank continued to make available, to qualified members of the staff, a funding facility under 
its Learning, Research and Development Study Programme.  The programme provides financial support to 
selected staff members wishing to pursue academic studies at postgraduate or doctorate level at foreign uni-
versities in areas of relevance to the Bank’s work. During 2011 two staff members were selected to pursue 
studies in economics under this programme.  

Sexual harassment policy 
In 2011 the Bank presented its updated policy on sexual harassment to all employees. The aim is to ensure 
that sexual harassment at the workplace does not occur and, if it does, to ascertain that adequate proce-
dures are readily available to deal with the problem and prevent its recurrence.

Health and safety 
In 2011 the Bank continued to meet its obligations related to various health and safety issues.  Refresher 
courses on first aid were also given to various staff members. 

Premises and procurement 
To alleviate a growing need for office space, the Bank leased additional premises in Valletta to house its Eco-
nomics and Research Department. This led to an internal relocation of other offices within the main premises 
and in the Bank’s St James Counterguard Annex. Meanwhile, preliminary planning procedures on a project 
related to the development of unoccupied space adjacent to the Bank’s Annex continued during 2011.

Table 4.2
ACADEMIC AND PROFESSIONAL COURSES

2010 2011 2010 2011
Postgraduate courses 11 2 13 (1) 19 (1)

Honours first degree courses 3 5 8 4
Diploma courses 1 7

Source:  Central Bank of Malta.

Number of employees

(1)  Includes two employees on unpaid study leave abroad to pursue postgraduate courses under the Bank's Learning, Research and 
Development Study Programme. 

      Courses completed Courses being pursued 
Type of programme
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Throughout the year, the Bank continued to participate in a Eurosystem Procurement Coordination (EPCO) 
initiative. This is designed to enable central banks of the Eurosystem to benefit from efficiencies in the pro-
curement of supplies and services.

Corporate Social Responsibility

Environmental initiatives
As in previous years, the Bank pursued its strategy of encouraging waste separation, energy efficiency, 
water consumption reduction and environment-friendly procurement. Measures included the recycling of 
paper. An Energy Management Audit was started in 2011 to provide more efficient use of electrical power. 

Social commitments 
The Bank continued to provide financial support to a number of institutions in areas connected to its func-
tions.  In this regard, assistance was channelled to the NSO and a number of constituted bodies to part-
finance projects in which the Bank had a direct interest.  Furthermore, the Bank also decided to sponsor the 
Central Bank of Malta Chair in Economics at the University of Malta beginning in 2012.

The Bank continued its support of various philanthropic organisations through donations and sponsorships.  
In particular, in the cultural sphere, it assisted the Fondazzjoni Patrimonju Malti, among others.  It also pro-
vided assistance to various charities, including the Community Chest Fund, the Emigrants’ Commission, 
Dar tal-Providenza, the Little Sisters of the Poor and the Sisters of the Good Shepherd.  Moreover, one staff 
member was seconded to a charity, while another was allowed to work on a part-time basis with another vol-
untary organisation.  For the second consecutive year a number of trees were donated to the 34U campaign. 

Information and public relations
During the year the Bank continued to provide information to the public on its policies, operations and activi-
ties through its website, the issue of press and statistical releases and its official publications.  It also replied 
promptly to requests for related information from the media and the public in general. In addition it organised 
corporate events and a number of educational visits for local and foreign visitors to inform them about the 
role and functions of the Bank and the Eurosystem.  

In June the Bank organised a numismatic symposium to introduce the first of a series of five EUR2 com-
memorative coins featuring milestones in Malta’s constitutional history.  On the first Saturday of October 
2011 the Bank opened its premises to the public during the Notte Bianca night event organised by the public 
authorities in Valletta.  

A corporate publication entitled Art and Architecture – the Central Bank of Malta was issued by the Bank 
in June. This focussed on the architecture of the Bank’s premises and its collection of paintings, furniture, 
silverware and other objets d’art. 

In the course of the year the Bank hosted six ESCB meetings, as well as an international seminar on mac-
roeconomics organised by the National Bureau of Economic Research.   

Information systems and knowledge management 
During the year the Bank continued to enhance its knowledge management capabilities by fostering better 
collaboration in the sharing and managing of information within the Bank.  

It also launched various pilot projects to enhance electronic messaging applications and to develop a num-
ber of collaborative portals for every department.   The Bank commenced preliminary work on a Business 
Applications Architecture project to replace its major IT systems, spanning a range of areas including market 
trading, banking services, accounting, statistics and payroll.   



93

CENTRAL BANK OF MALTA Annual Report 2011

In the course of the year, the SWIFT communications infrastructure was upgraded, while the Single Euro 
Payments Area (SEPA) application system was extended to cater for transfers between internal and external 
accounts.  

The Bank also introduced a new software engineering methodology and continued to develop in-house soft-
ware solutions to meet internal and ESCB/ECB related demands.  These include applications for Collateral 
Management, Human Resources and the Daily Financial Systems. 

As part of its knowledge management strategy, both the Library and Records Management Services were 
integrated within the Information Systems Department during the year.  As in previous years, the Bank’s 
library offered its services to the staff and met requests by external users pursuing economic and financial 
research.  It continued to enhance its print and electronic collections in the fields of economics and finance, 
and acquired new books, periodicals, and other specialised publications related to central banking.  It also 
continued to maintain a collection of publications issued by international financial institutions.   

BOX 4: CHANGES TO THE BANK’S NEW ORGANISATION STRUCTURE

Changes to the new organisation structure at the Bank
A new organisational structure came into effect in mid-January 2011.  Following a review by the 
Board of Directors, further changes were introduced in late 2011 to strengthen the structure and 
ensure better coordination and synergy within the Bank. 

Following these changes the Bank’s five Directorates now consist of: 

1. The Financial Stability & Information Systems (IS) Directorate, which is composed of the Finan-
cial Stability Department and the IS & Knowledge Management Department; 

2. The Market Operations Directorate, comprising the Reserves Management Department and the 
Monetary Operations & Government Securities Department; 

3. The Financial Services Directorate, which is composed of the Currency Services & Security 
Department and the Payments & Banking Department; 

4. The Statistics & Risk Management Directorate, which is made up of the Statistics Department 
and the Strategy, Planning & Risk Department;

5. The Corporate Services Directorate, which comprises the Financial Control Department and the 
Human Resources & Administration Department.

To strengthen the support function relating to the Governor’s activities and external commitments, a 
Governors’ Office was established for the preparation of reports, background papers and speeches 
for the Governor.  

Four Departments report directly to the Governors.  These are Economics & Research, Internal 
Audit, Communications & Legal and EU & International Relations.  The Strategy, Planning & Risk 
Department, formerly reporting to the Governors, is now located within the newly established Statis-
tics & Risk Management Directorate.
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5.  INTERNATIONAL RELATIONS

As a member of the Eurosystem the Central Bank 
of Malta continued to cooperate with the Euro-
pean Central Bank (ECB) in all tasks and activi-
ties involving the participation of National Cen-
tral Banks (NCBs).  The Bank also maintained a 
close relationship with other international institu-
tions, including the European Commission, the 
International Monetary Fund (IMF), the World 
Bank Group and the European Bank for Recon-
struction and Development (EBRD). 

European System of Central Banks
During 2011 the Governor participated regularly 
in the proceedings of the Governing Council of 
the ECB, which is composed of the ECB’s Exec-
utive Board and of Governors of NCBs of euro 
area Member States. The Council formulates 
monetary policy and takes decisions related to 
implementation of tasks assigned to the Euro-
system across the euro area. The Governor is 
also member of the General Council of the ECB, 
which mainly performs an advisory role and com-
prises the President and Vice-President of the 
ECB, and central bank Governors of all Europe-
an Union (EU) Member States. 

Senior Bank officials participated in 17 Eurosystem/European System of Central Banks (ESCB) committees 
(see Table 5.1) while technical experts contributed to the activities of 72 working groups and task forces that 
provide support to these committees.

During the year the Bank was a signatory to several agreements regulating the operations of the ESCB, 
including the Eurosystem’s real-time gross settlement system (TARGET 2) and a TARGET 2 Securities 
(T2S) Framework Agreement.  The latter sets out the contractual rights and obligations of the Eurosystem 
and of each contracting Central Securities Depository, covering the development and operation of T2S. 
Another agreement related to the connection of the National Bank of Romania to TARGET 2.   

With regard to the Bank’s shareholding in the ECB, pursuant to the Governing Council’s decision of 13 
December 2010 to increase the subscribed capital of the ECB to EUR10.76 billion in three annual instal-
ments, the Bank paid the second instalment of EUR1.1 million on 28 December 2011, bringing its paid-in 
capital to EUR5.8 million. The final instalment of EUR1.0 million will be paid at the end of 2012.

European Systemic Risk Board
The European Systemic Risk Board (ESRB), which was established in December 2010 with a mandate to 
oversee risk in the European financial system as a whole, held its first meeting on 20 January 2011.  The 
Governor participated in meetings of the General Board of the ESRB as member, while senior Bank officials 
took part in the ESRB’s Advisory Technical Committee and in its substructures. 

In its inaugural meeting, the General Board decided on a number of issues related to its operations, 
including the establishment of the ESRB rules of procedure, election of the Steering Committee and Chair 
of the Advisory Technical Committee, and the selection of members of the ESRB’s Advisory Scientific 
Committee. 

Table 5.1
EUROSYSTEM/ESCB COMMITTEES
Accounting and Monetary Income Committee (AMICO)
Banknote Committee (BANCO)
Budget Committee (BUCOM)
Committee on Cost Methodology (COMCO) 
Eurosystem/ESCB Communications Committee (ECCO)
Eurosystem IT Steering Committee (EISC)
Financial Stability Committee (FSC)
Human Resources Conference (HRC)
Information Technology Committee (ITC)
Internal Auditors Committee (IAC)
International Relations Committee (IRC)
Legal Committee (LEGCO)
Market Operations Committee (MOC)
Monetary Policy Committee (MPC)
Payment and Settlement Systems Committee (PSSC)
Risk Management Committee (RMC)
Statistics Committee (STC)
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Other EU institutions
During 2011 the Governor attended two informal meetings of the Economic and Financial Affairs Council 
(ECOFIN), while the Deputy Governor and other senior Bank officials participated in meetings of the Eco-
nomic and Financial Committee (EFC) and two of its sub-committees, one on IMF and related issues and the 
other on EU government bills and bonds. 

The EFC continued to play a key role in recommending measures to address the negative impact of the 
sovereign debt crisis in Europe. In particular, the Bank participated in EFC discussions on issues relating to 
the reinforcement of economic governance, the implementation of the EU semester and the new financial 
supervisory framework, crisis management, and the monitoring of financial sector developments.1 

The Bank also participated in discussions in EU fora on Malta’s Update of Stability Programme prepared 
by the Ministry of Finance, the Economy and Investment (MFEI), covering the period 2011-2014. The Bank 
also discussed projections for the Maltese economy with the European Commission as part of the latter’s 
economic forecasting process. 

Bank officials participated in meetings of working groups under the auspices of the European Commission. 
These related to anti-counterfeiting measures, euro coins, payment systems and financial stability. 

In 2011 the National Bank of the Former Yugoslav Republic of Macedonia submitted a request to the ECB 
for technical assistance under the European Commission’s Instrument for Pre-Accession Assistance pro-
gramme. The ECB invited NCBs to contribute towards technical assistance once an agreement between the 
ECB and the European Commission was concluded. The Central Bank of Malta committed itself to assist 
in the field of balance of payments statistics and in the compilation of the international investment position. 

European Bank for Reconstruction and Development
The Bank monitors developments at the EBRD and collaborates with the MFEI on issues relating to Malta’s 
membership in this institution. Together, they examined resolutions that required a decision by the EBRD’s 
Board of Governance, including amendments to a number of agreements. These included the agreement 
establishing the Bank, the geographic expansion of the Bank’s region of operations to the Southern and 
Eastern Mediterranean, membership of Tunisia and Jordan and the net income reallocation for additional 
funding for Chernobyl projects.  

Moreover, during 2011, a 50% increase in the EBRD’s capital base became effective following subscription 
to the transaction by over half of the bank’s shareholders.  As a result, the EBRD’s capital will rise to EUR30 
billion from EUR20 billion through a temporary increase in callable capital of EUR9 billion and a transfer from 
reserves to paid-in capital of EUR1 billion. 

International Monetary Fund
The Governor continued to represent Malta on the Board of Governors of the IMF, while the Deputy Gov-
ernor acted as his alternate. In consultation with the Minister of Finance, the Economy and Investment, 
the Governor voted on resolutions proposed by the Fund’s Executive Board. These included membership 
of South Sudan in the IMF and the rollback of the expanded New Arrangements to Borrow (NAB) credit 
arrangements with the Fund.  

In November 2011 the Maltese Parliament approved a minor amendment to the Malta Membership of the 
International Monetary Fund Act l to facilitate the ratification process where changes to the Articles of Agree-
ment of the IMF were involved.  Following the changes to legislation the Maltese Government ratified the 
amendments to the IMF’s Articles of Agreement related to the Reform of its Executive Board in February 2012. 

On 29 December 2011, the Central Bank of Malta notified the IMF of Malta’s consent to the change in its 
quota following the adoption by the IMF’s Board of Governors of a resolution concerning an increase in quo-

1   The EU semester is a procedural framework designed to improve the coordination of budgetary and economic policies across the EU 
and the euro area.
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tas under the 14th General Review of Quotas. As a result, Malta’s quota in the IMF will increase by SDR66.3 
million to SDR168.3 million. 

Malta’s SDR allocation remained unchanged in 2011 at SDR95.4 million.  On the other hand, the Bank’s 
SDR holdings declined from SDR95.9 million at end-2010 to SDR90.7 million at end-2011 as a result of SDR 
sales under the Bank’s two-way voluntary arrangement with the Fund. 

The Bank also continued to carry out transactions related to the IMF’s operational budget. Contrary to the 
previous year, the amount extended in new loans exceeded repayments of amounts from previous loans. 
Consequently, Malta’s reserve tranche rose from SDR20.8 million to SDR31.7 million as the Fund’s hold-
ings of the national currency with the Bank decreased from SDR81.2 million to SDR70.3 million by the end 
of 2011.       

Meanwhile, the Bank’s bilateral lending commitment of up to EUR120 million (approximately SDR106 mil-
lion) with the Fund remained in force during 2011.  By the end of 2011, the Fund had withdrawn a total of 
EUR16.6 million (around SDR14 million) under this facility.  

On 9 December 2011, in a statement by EU Heads of State or Government, euro area and other Member 
States agreed to raise the resources available to the IMF in the form of bilateral loans. The terms and condi-
tions of the loan agreement are still to be determined.  

World Bank Group
The Bank assists the MFEI in monitoring developments in the World Bank Group, offering advice on relevant 
issues proposed mainly by the International Bank for Reconstruction and Development. 

The Bank also continued to provide administrative support to the Small States Network for Economic Devel-
opment, and to act as fiduciary agent for the account of the Network’s Board of Trustees. 

Other matters
The Bank continued to monitor developments related to initiatives endorsed by the Financial Stability Board 
and by the Bank for International Settlements (BIS). It also took part in seminars organised by the Financial 
Stability Institute, which is a joint institution of the BIS and the Basel Committee on Banking Supervision. 

A senior Bank official participated in meetings of the Council of Europe Select Committee of Experts on the 
Evaluation of Anti-Money Laundering Measures and the Financing of Terrorism (MONEYVAL) as part of the 
Maltese delegation. Meanwhile, another senior official of the Bank contributed to the work of MONEYVAL as 
a scientific expert, providing advice on preventive and financial matters. 



97

CENTRAL BANK OF MALTA Annual Report 2011 

ECONOMIC AND FINANCIAL POLICY CALENDAR 2011
This calendar lists important policy developments in the monetary, 

fiscal and financial fields during the year.

Monetary policy measures of the Eurosystem

7 April:  The Governing Council of the European Central Bank (ECB) decided to increase the interest rate on 
the main refinancing operations (MROs) of the Eurosystem by 25 basis points to 1.25%.  The interest rate on 
the marginal lending facility was increased by 25 basis points to 2.00%, while the interest rate on the deposit 
facility was raised by 25 basis points to 0.50%.

7 July:  The Governing Council of the ECB decided to increase the interest rate on the MROs of the Euro-
system by 25 basis points to 1.50%.  Similarly, the interest rate on the marginal lending facility was raised 
by 25 basis points to 2.25%, while that on the deposit facility was increased by 25 basis points to 0.75%.  

4 August:  The Governing Council of the ECB decided to conduct a liquidity-providing supplementary longer-
term refinancing operation (LTRO) with a maturity of approximately six months.  The operation was conduct-
ed as a fixed rate tender procedure with full allotment.  The rate on this operation was fixed at the average 
rate of the MROs over the life of the supplementary LTRO.

15 September:  The ECB decided, in coordination with the Federal Reserve, the Bank of England, the Bank 
of Japan and the Swiss National Bank, to conduct three US dollar liquidity-providing operations with a matu-
rity of approximately three months covering the period to the end of the year.

6 October:  The Governing Council of the ECB decided to conduct two LTROs: one with a maturity of 
approximately 12 months (in October 2011), and the other with a maturity of approximately 13 months (in 
December 2011).  The operations were to be conducted as fixed rate tender procedures with full allotment.  
The rate to be applied for both operations was fixed at the average of the rates of the MROs over the life of 
the relevant LTRO.  

3 November:  The Governing Council of the ECB decided to launch a new covered bond purchase pro-
gramme (CBPP2), involving purchases of euro-denominated covered bonds issued in the euro area, for an 
intended nominal amount of EUR40 billion.  

3 November:  The Governing Council of the ECB decided to lower the interest rate on the MROs of the 
Eurosystem by 25 basis points to 1.25%.  The interest rate on the marginal lending facility was reduced by 
25 basis points to 2.00%, while that on the deposit facility was lowered by 25 basis points to 0.50%.  

8 December:  The Governing Council of the ECB decided to reduce the interest rate on the MROs of the 
Eurosystem by 25 basis points to 1.00%.  The interest rate on the marginal lending facility was decreased 
by 25 basis points to 1.75%, while the interest rate on the deposit facility was lowered by 25 basis points to 
0.25%.  

The Governing Council of the ECB also decided on additional measures to support bank lending and liquid-
ity in the euro area money market.  In particular, the Governing Council decided to conduct two LTROs with 
a maturity of 36 months, with the option of early repayment after one year.  The allotment dates for these 
operations were set at 21 December 2011 and 29 February 2012.  Moreover, it decided to reduce the reserve 
ratio from 2% to 1% from the reserve maintenance period starting on 18 January 2012.  It also decided to 
broaden the range of acceptable collateral for use in monetary policy operations.  
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Institutional developments regarding financial stability in Europe

1 January:  Three new European Authorities for the supervision of financial activities – for banks, markets, 
and insurance firms and occupational pensions, respectively – started their operations.  These institutions 
are the European Banking Authority (EBA), the European Securities and Markets Authority and the Euro-
pean Insurance and Occupational Pensions Authority.  

20 January:  The European Systemic Risk Board (ESRB), which is chaired by the President of the ECB, held 
its first official meeting in Frankfurt.  The ESRB is an independent EU body which forms part of the European 
System of Financial Supervision and is responsible for the macro-prudential oversight of the financial system 
within the EU.  It contributes to the prevention or mitigation of systemic risks to financial stability in the Union 
through the implementation of the appropriate macro-prudential tools and policies.  

18 March:  The General Board of the ESRB discussed risks and vulnerabilities of a dynamic nature in the 
EU.  In addition, it explored the role the ESRB could play – together with the EBA – in implementing counter-
cyclical capital buffers. It also considered how the ESRB would be fully involved in the stress tests carried 
out by the European Supervisory Authorities. 

22 June:  The General Board of the ESRB reviewed the systemic risks to which the financial system of the 
EU is exposed.  It called for a clear and rigorous assessment of the resilience of banks through the EU-wide 
stress test.  It also highlighted the importance that remedial measures be applied to those institutions that 
would fail the test or that would be perceived to be vulnerable.  

21 September:  The ESRB noted that the high interconnectedness in the EU financial system had led to 
a rapidly rising risk of significant contagion. This threatened financial stability in the EU as a whole and 
adversely impacted the economy in Europe and beyond.  It called on supervisors to coordinate efforts to 
strengthen bank capital, taking also into account the need for transparent and consistent valuation of sov-
ereign exposures. 

Economic governance in the EU

11 March:  The Heads of State or Government of euro area Member States agreed that the European Stabil-
ity Mechanism would have an overall effective lending capability of EUR500 billion.  They also agreed that 
the introduction of a financial transaction tax should be explored and developed further in the euro area and 
at EU and international levels.  The Heads of State or Government also endorsed the Pact for the Euro, 
which established stronger economic policy coordination for competitiveness and convergence.

24 and 25 March:  The European Council endorsed the priorities for fiscal consolidation and structural 
reform.  The Council also endorsed proposals on economic governance including amendments to the Stabil-
ity and Growth Pact, new provisions on national fiscal frameworks and a new surveillance of macroeconomic 
imbalances.  The euro area Heads of State or Government, together with those of a number of other Euro-
pean Union (EU) Member States, agreed on the Euro Plus Pact to further strengthen the economic pillar of 
the Economic and Monetary Union (EMU). 

17 May:  The Economic and Financial Affairs Council (ECOFIN) reached agreement on draft legislation 
governing short selling and credit default swaps and approved a statement setting out guiding principles on 
backstop measures to support financial institutions that failed the 2011 EU-wide stress tests.  The Council 
also adopted a decision granting financial assistance to Portugal.  

12 July:  The ECOFIN Council agreed on a strategy for the communication of remedial and backstop mea-
sures envisaged by Member States to support vulnerable banks following the EU-wide stress tests, the 
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results of which were published in July.  The Council reviewed the availability and soundness of the backstop 
measures in place to decisively address any remaining pockets of vulnerability in the EU banking sector.  

21 July:  The Heads of State or Government of the euro area and EU institutions agreed to support a new 
programme for Greece.  This would also involve the IMF and would include a voluntary contribution from 
the private sector to fully cover the financing gap.  The total official financing would amount to an estimated 
EUR109 billion.  This programme would be designed, notably through lower interest rates and extended 
maturities, to decisively improve the debt sustainability and refinancing profile of Greece.
 
13 October:  The amendments to the European Financial Stability Facility’s (EFSF) Framework Agreement 
were ratified by all 17 Member States of the euro area.  The new EFSF would have an effective lending 
capacity of EUR440 billion through guarantee commitments from euro area Member States.  

26 October:  Euro area leaders made further progress on a financial package to support Greece. They 
noted that private sector involvement in the restructuring of Greek debt would ensure the decrease of the 
Greek debt-to-GDP ratio to 120% by 2020.  The euro area Member States were expected to contribute up to 
EUR30 billion to this package.  On that basis, the official sector stood ready to provide additional programme 
financing of up to EUR100 billion until 2014. 

8 November:  The Council adopted a package of six legislative proposals to strengthen economic gover-
nance in the EU – and more specifically in the euro area – as part of the EU’s response to developments 
in sovereign debt markets.  The measures regarded the surveillance of Member States’ budgetary and 
economic policies, the EU’s excessive deficit procedure, the enforcement of budgetary surveillance in the 
euro area, the prevention and correction of macroeconomic imbalances and a directive on requirements for 
Member States’ budgetary frameworks.

9 December:  The euro area Heads of State or Government agreed to move towards a stronger economic 
union, including a new “fiscal compact”, strengthened economic policy coordination and the development of 
stabilisation tools particularly where these referred to the general government deficit and public debt.  As a 
rule, annual structural budget deficits were not to exceed 0.5% of nominal gross domestic product (GDP).  
They also agreed that the European Stability Mechanism should enter into force in July 2012.  

Central Bank of Malta announcements

23 May:  The Bank launched the Forum for Financial Stability to broaden the discussion of issues affecting 
financial stability.  The Forum, which is composed of representatives of the relevant authorities and of the 
major stakeholders in the financial services industry, is designed to foster a structured dialogue on issues of 
common interest, with a particular emphasis on the identification and management of risks that could have 
a negative impact on the financial system.

1 July:  Professor Josef Bonnici commenced his appointment as Governor of the Central Bank of Malta for 
a five-year term.  Professor Bonnici had been serving as a non-executive Director on the Board of the Bank 
since the beginning of the year. 

Fiscal policy

The Pre-Budget Document 2012

1 August:  The Minister of Finance, the Economy and Investment launched the Pre-Budget Document 2012.  
The Document, which served as an input to subsequent discussions on the 2012 Budget with the social 
partners, assessed the recent performance of the Maltese economy. 
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Budget estimates for 2012

14 November:  The Minister of Finance, the Economy and Investment presented the Budget for 2012 in 
Parliament and announced a number of fiscal measures.  These included increases in customs and excise 
duties, tax credits to companies, the extension for a further year of the tax credit to women returning to the 
job market, a reduction in income tax rates for working parents and lower income tax rates for certain catego-
ries of part-time workers.  The Minister also announced additional incentives to companies and the launching 
of a number of projects aimed at enhancing industrial infrastructure.  Regarding social welfare assistance, a 
number of measures assisting pensioners and the elderly were announced.  

The Minister also announced that the wage increase to be awarded to whole-time employees in terms of the 
cost-of-living adjustment was to be EUR4.66 per week. 

Excessive Deficit Procedure – Malta

18 January:  The ECOFIN Council decided that the Maltese Government’s fiscal consolidation measures to 
address the excessive deficit position represented adequate progress within the established time limit set by 
the Council.  These measures were expected to correct the excessive deficit in 2011.  However, the Council 
called for rigorous execution of the budget and for close monitoring of budgetary developments to ensure 
that the deficit target of 2.8% of GDP was achieved in 2011.

National Reform Programme and updated Stability Programme of Malta

7 June:  The European Commission published a recommendation on the National Reform Programme 2011 
of Malta and on the updated Stability Programme of Malta 2011-2014.  On this basis, on 12 July the ECOFIN 
Council delivered a recommendation on the National Reform Programme and an opinion on the updated 
Stability Programme.  

Privatisation Programme

18 March:  The Government privatised the Malta Super Yacht Yard facility through a concession agreement 
with the Italian-owned shipyard company, Palumbo Malta Superyacht Limited.  Under the agreement, which 
runs for a period of 30 years, the company would pay a global amount of EUR29.4 million.  It was also com-
mitted to invest a minimum of EUR3.6 million in the yard during the first five years. 

Issue of Malta Government Stocks

28 January:  The Government, through Legal Notice 29 of 2011, announced the issue of EUR120 million 
worth of Malta Government Stocks (MGS).  The issue was divided into 4.25% MGS 2017(III), 5.25% MGS 
2030(I) Fungibility Issue, or any combination of the two stocks.

29 April:  The Government, through Legal Notice 161 of 2011, announced the issue of EUR52.0 million worth 
of Floating Rate MGS 2013(VII) linked to the six-month EURIBOR. 

29 April:  The Government, through Legal Notice 162 of 2011, announced the issue of EUR100.0 million 
worth of MGS, subject to an over-allotment option of EUR50.0 million, consisting of 4.25% MGS 2017(III) 
Fungibility Issue and 5.25% MGS 2030(I) Fungibility Issue.  

27 May:  The Government, through Legal Notice 201 of 2011, announced the issue of EUR466,000 worth of 
7% MGS 2021(II),  under  the Local Loans (Registered Stock and Securities) Ordinance (Cap. 161) and in 
accordance with the agreement made between the Holy See and Malta on 28 November 1991.
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27 May:  The Government, through Legal Notice 202 of 2011, announced the issue of EUR2,858,800 worth 
of 7% MGS 2021(III) under the Local Loans (Registered Stock and Securities) Ordinance (Cap. 161) and in 
accordance with the agreement made between the Holy See and Malta on 28 November 1991.

4 November:  The Government, through Legal Notice 430 of 2011, announced the issue of EUR100 million 
worth of MGS, subject to an over-allotment option of a maximum of EUR44 million, consisting of 4.25% MGS 
2017(III) Fungibility Issue and 5.2% MGS 2031(I).  

4 November:  The Government, through Legal Notice 431 of 2011, announced the issue of EUR24 million 
MGS as Floating Rate MGS 2014(V) linked to the six-month EURIBOR.  

Conversion of Stock

29 November:  The Government, through Legal Notice 466 of 2011, announced the conversion of EUR200 
million out of the 5.70% MGS 2012(III) into a new issue of EUR200 million 4.30% MGS 2016(IV).  This is the 
first of an MGS Switch Auctions Programme on a voluntary basis over a three-year period for MGS maturing 
from 2012 to 2014.  

Double taxation relief agreements

18 January:  Legal Notice 14 of 2011 amended the relevant double taxation relief agreement between the 
Republic of Malta and the Republic of Italy.

20 September:  Legal Notice 383 of 2011 amended the Double Taxation Relief on Taxes on Income with the 
Federal Republic of Germany Order S.L.123.06, regarding the exchange of information.  The Protocol speci-
fied in the Schedule of this Order entered into force on 19 May 2011. 

4 November:  Legal Notice 423 of 2011 was issued to afford relief from double taxation on individual income 
tax and enterprise income tax as imposed by the laws of the People’s Republic of China and by the Maltese 
Income Tax Act.  This agreement entered into force on 25 August 2011.

Financial sector

EU-wide banking sector stress test results

15 July:  The results of the 2011 EU-wide stress-testing exercise, prepared and conducted by the EBA 
in close cooperation with the ECB and the national supervisory authorities in EU Member States, were 
announced.  The Bank of Valletta plc, which was one of the banks stress tested, achieved positive results 
and exceeded the capital benchmark set by the authorities conducting the stress tests. 

Electronic money institution

24 October:  The Malta Financial Services Authority (MFSA) granted a licence to Syspay Limited to issue 
electronic money under the provisions regulating electronic money institutions of the Financial Institutions 
Act (Cap. 376).

Legislation related to banking and finance

Acts

8 March:  Act No. II of 2011 was enacted to amend the Banking Act (Cap. 371).  The amendments included 
provisions affecting the competent authority’s supervisory tools, practices and functions as well as other 
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provisions covering, among others, the opening of bank branches and banks’ remuneration policies and 
practices.    

5 August:  Act No. XVI of 2011, the Retirement Pensions Act, was enacted to regulate retirement schemes, 
retirement funds and related service providers.  The MFSA is the competent authority responsible for the 
administration of the Act.  

18 October:  Act No. XVIII of 2011 was enacted to amend the Participation and Guarantees under the Euro-
pean Financial Stability Facility Act (Cap. 505) and to amend the Government Borrowing and the Granting of 
Loans to the Hellenic Republic Act (Cap. 502).  Among other provisions, the Act increased Malta’s guarantee 
commitment to EUR704.3 million.  
 
29 November:  Act No. XIX of 2011 was enacted to amend the Malta Membership of the International Mon-
etary Fund Act (Cap. 209).  This Act amended the definition of “Fund Agreement” to ensure that changes in 
the Articles of Agreement of the IMF are automatically incorporated in the same Act.

Legal Notices

22 February:  Legal Notice 62 of 2011 amended the Investor Compensation Scheme Regulations regard-
ing payment of contributions by certain categories of firms licenced to provide investment services.  These 
regulations came into force on 1 January 2011.  

22 February:  Legal Notice 63 of 2011 partly implemented several articles of Directive 2006/49/EC of the 
European Parliament and of the Council of 14 June 2006 on the capital adequacy of investment firms and 
credit institutions (recast) as amended by the Second Capital Requirements Directive.

29 March:  Legal Notice 117 of 2011 amended the Protection and Compensation Fund Regulations 
S.L.403.13, related to the conduct of insurance business.

29 March:  Legal Notice 118 of 2011 published the Financial Collateral Arrangements (Amendment) Regula-
tions, 2011, to implement, in part, provisions of Directive 2009/44/EC of the European Parliament and of the 
Council of 6 May 2009, amending Directive 98/26/EC on the settlement finality in payment and securities 
settlement systems, and Directive 2002/47/EC on financial collateral arrangements in linked systems and 
credit claims.

13 May:  Legal Notice 191 of 2011 applied to financial institutions providing payment services with regard 
to rights and obligations of payment service users, electronic money holders and the financial institutions 
themselves.  

28 June:  Legal Notice 243 of 2011 included regulations on the establishment and freedom to provide ser-
vices both by Maltese and European companies that manage Undertakings for Collective Investment in 
Transferable Securities (UCITS) as well as for cooperation with regulatory authorities in other EU Member 
States or European Economic Area (EEA) states. These regulations came into force on 1 July 2011. 

30 September:  Legal Notice 400 of 2011 regulated the tax treatment of high net worth individuals from the 
EU, EEA and Switzerland wishing to reside in Malta.  Such individuals could benefit from a flat rate of tax, set 
at 15%, on income remitted to Malta from abroad provided certain conditions, particularly related to income 
and ownership of property,  were met.  This Legal Notice came into force on 1 January 2011. 

7 October:  Legal Notice 403 of 2011 regulated the tax treatment of high net worth individuals from countries 
not in the EU, EEA and Switzerland wishing to reside in Malta.  Such individuals could benefit from a flat rate 
of tax, set at 15%, on income remitted to Malta from abroad provided certain conditions were met.  The rules 
came into force on 1 January 2011.
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14 November:  Legal Notice 456 of 2011 provided for a one-time remittance by the Commissioner of Value 
Added Tax (VAT) for the interest and/or administrative penalty incurred or that accrued to a person under 
VAT legislation and under the Customs and Excise Tax Act.  

25 November:  Legal Notice 458 of 2011 regarded the exercise of passport rights by European financial 
institutions wishing to operate in Malta and Maltese financial institutions wishing to operate in another EU 
Member State or EEA State. 

International ratings

6 September:  Moody’s Investors Service downgraded Malta’s foreign-currency and local-currency govern-
ment bond ratings to A2 from A1 and revised the outlook to negative.     

25 October:  Fitch Ratings left Malta’s sovereign rating unchanged and affirmed Malta’s long-term foreign 
and local currency Issuer Default Rating (IDR) at “A+” with stable outlook. The short-term IDR was also 
affirmed at “F1” and the country ceiling at “AAA”. 

28 October:  Standard & Poor’s Ratings Services affirmed its “A/A-1”sovereign credit ratings on Malta with 
a stable outlook. 

5 December:  Standard & Poor’s announced that it was placing its “A” long-term and “A-1” short-term sover-
eign credit ratings on Malta on CreditWatch with negative implications.  
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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 2011.

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 2011, and of its profit 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 are outlined in the Guideline ECB/2010/20 of 11 November 2010 on 
the legal framework for accounting and financial reporting in the European System of Central Banks (recast), 
as amended.

Financial results
The Bank’s financial statements for the year ended 31 December 2011 are set out on pages A-6 to A-41 and 
disclose an operating profit of €52.5 million (2010: €57.6 million).  The amount payable to the Government 
of Malta is €42.0 million (2010: €48.0 million).

Board of Directors
The members of the Board of Directors during the year ended 31 December 2011 and up to the date of 
authorisation for issue of the financial statements were:

Professor Josef Bonnici – Governor (from 1 July 2011; Director from 10 January 2011 to 30 June 2011) 
Mr Michael C. Bonello – Governor (up to 30 June 2011)
Mr Alfred DeMarco – Deputy Governor 
Mr Victor Busuttil
Ms Antoinette Caruana
Ms Philomena Meli (appointed on 23 January 2012)

During the financial year under review, Dr Bernadette Muscat was Secretary to the Board.

Auditors
KPMG have been appointed as the Bank’s auditors with effect from the financial year ending 31 December 
2009 and have signified their willingness to continue in office.  

By order of the Board

Professor Josef Bonnici    Mr Alfred DeMarco
Governor     Deputy Governor

Pjazza Kastilja
Valletta  VLT 1060
Malta

26 March 2012



A-3

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2011

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 (Cap. 204).  The Bank is required to prepare financial 
statements in accordance with the requirements of the Guideline ECB/2010/20 of 11 November 2010 on the 
legal framework for accounting and financial reporting in the European System of Central Banks (recast), 
as amended.   

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 2011 and of the profit 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.

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.
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Independent auditors’ report

To the Board of Directors of the Central Bank of Malta

Report on the Financial Statements
We have audited the financial statements of the Central Bank of Malta (the “Bank”) as set out on pages A-6 
to A-41, which comprise the balance sheet as at 31 December 2011, the profit and loss account for the year 
then ended, and a summary of significant accounting policies and other explanatory notes.

The responsibility of the Central Bank of Malta’s Board of Directors for the financial 
statements
As explained more fully in the Directors’ Responsibilities Statement set out on page A-3, the Directors are 
responsible for the preparation of financial statements that give a true and fair view in accordance with 
the provisions established by the Governing Council of the European Central Bank, which are set out in 
Guideline ECB/2010/20 (recast) issued on 11 November 2010, as amended by Guideline ECB/2011/27 of 
21 December 2011 (“Guideline ECB/2010/20, as amended”), and the requirements of the Central Bank of 
Malta Act (Chapter 204, Laws of Malta) and for such internal control as the Directors determine are neces-
sary to enable the preparation of financial statements that are free from material misstatement whether due 
to fraud or error.  

Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit.  This report, 
including the opinion, has been prepared for and only for the Bank’s Directors in accordance with article 20 of 
the Central Bank of Malta Act (Chapter 204, Laws of Malta), and in terms of Article 27.1 of the Statute of the 
European System of Central Banks (ESCB) and of the European Central Bank, and may not be appropriate 
for any other purpose.

In addition, we read the Directors’ Report and consider the implications for our report if we become aware of 
any apparent material misstatements of fact.   

We conducted our audit in accordance with International Standards on Auditing.  Those standards require 
that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements.  The procedures selected depend on our judgement, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error.  In making those 
risk assessments, we consider internal control relevant to the entity’s preparation of financial statements that 
give a true and fair view in order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by the Directors, as well as evaluating the overall presentation of the financial statements.  

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion.  
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Opinion on Financial Statements
In our opinion, the financial statements:
• give a true and fair view of the financial position of the Bank as at 31 December 2011 and of its 

financial performance for the year then ended in accordance with the provisions established by the 
Governing Council, which are set out in Guideline ECB/2010/20, as amended; and 

• have been properly prepared in accordance with the Central Bank of Malta Act (Chapter 204, Laws 
of Malta).

Mr Noel Mizzi (Partner) for and on behalf of 

KPMG
Registered Auditors
Portico Building
Marina Street
Pietà   PTA 9044
Malta

26 March 2012
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Balance sheet as at 31 December 2011

2011 2010 
Assets €'000 €'000 

A 1 Gold and gold receivables 10,347 3,713 
A 2 Claims on non-euro area residents denominated in foreign currency 386,988 399,036 
A 2.1 Receivables from the IMF 161,973 146,723 
A 2.2 Balances with banks and security investments, external loans and other 

  external assets 225,015 252,313 
A 3 Claims on euro area residents denominated in foreign currency 276,681 250,804 
A 4 Claims on non-euro area residents denominated in euro 182,251 104,620 
A 4.1 Balances with banks, security investments and loans 182,251 104,620 
A 4.2 Claims arising from the credit facility under ERM II - - 
A 5 Lending to euro area credit institutions related to monetary policy

  operations denominated in euro 498,210 1,074,500 
A 5.1 Main refinancing operations 141,000 384,000 
A 5.2 Longer-term refinancing operations 357,210 686,000 
A 5.3 Fine-tuning reverse operations - 4,500 
A 5.4 Structural reverse operations - - 
A 5.5 Marginal lending facility - - 
A 5.6 Credits related to margin calls  - - 
A 6 Other claims on euro area credit institutions denominated in euro 15,207 554 
A 7 Securities of euro area residents denominated in euro  1,367,673 1,056,271 
A 7.1 Securities held for monetary policy purposes 164,891 119,453 
A 7.2 Other securities 1,202,782 936,818 
A 8 General government debt denominated in euro - - 
A 9 Intra-Eurosystem claims 50,404 49,351 
A 9.1 Participating interest in ECB 13,997 12,944 
A 9.2 Claims equivalent to the transfer of foreign reserves 36,407 36,407 
A 9.3 Claims related to the issuance of ECB debt certificates * - - 
A 9.4 Net claims related to the allocation of euro banknotes within the Eurosystem - - 
A 9.5 Other claims within the Eurosystem (net) - - 
A 10 Items in course of settlement 14,314 6,632 
A 11 Other assets 755,538 698,261 
A 11.1 Coins of euro area 99 189 
A 11.2 Tangible and intangible fixed assets 19,919 19,924 
A 11.3 Other financial assets 596,591 527,823 
A 11.4 Off-balance sheet instruments revaluation differences 167 6,311 
A 11.5 Accruals and prepaid expenses 45,873 38,429 
A 11.6 Sundry 92,889 105,585 

3,557,613 3,643,742 

_______________________

Total Assets

* Only an ECB balance sheet item
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2011 2010 
Liabilities €'000 €'000 

L 1 Banknotes in circulation 737,561 701,151
L 2 Liabilities to euro area credit institutions related to monetary

  policy operations denominated in euro 1,101,141 501,197
L 2.1 Current accounts (covering the minimum reserve system) 431,571 470,397
L 2.2 Deposit facility 668,644 30,800
L 2.3 Fixed-term deposits - - 
L 2.4 Fine-tuning reverse operations - - 
L 2.5 Deposits related to margin calls 926 - 
L 3 Other liabilities to euro area credit institutions denominated in euro - - 
L 4 Debt certificates issued* - - 
L 5 Liabilities to other euro area residents denominated in euro 438,553 410,881
L 5.1 General government 420,756 389,659
L 5.2 Other liabilities 17,797 21,222
L 6 Liabilities to non-euro area residents denominated in euro 86,530 96,962
L 7 Liabilities to euro area residents denominated in foreign currency 122,511 96,523
L 8 Liabilities to non-euro area residents denominated in foreign

  currency - 27
L 8.1 Deposits, balances and other liabilities - 27
L 8.2 Liabilities arising from the credit facility under ERM II - - 
L 9 Counterpart of special drawing rights allocated by the IMF 113,213 110,399
L 10 Intra-Eurosystem liabilities  557,872 1,329,739
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 130,049 104,533
L 10.4 Other liabilities within the Eurosystem (net) 427,823 1,225,206
L 11 Items in course of settlement -                        -                        
L 12 Other liabilities 61,148 68,164
L 12.1 Off-balance sheet instruments revaluation differences -                        -                        
L 12.2 Accruals and income collected in advance 45,559 52,035
L 12.3 Sundry 15,589 16,129
L 13 Provisions 847 1,970
L 14 Revaluation accounts 14,430 12,265
L 15 Capital and reserves 281,807 266,464
L 15.1 Capital 20,000 20,000
L 15.2 Reserves 261,807 246,464
L 16 Profit for the year 42,000 48,000

3,557,613 3,643,742

_______________________

Total Liabilities

* Only an ECB balance sheet item
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Profit and Loss account for the year ended 31 December 2011

The financial statements on pages A-6 to A-41 were approved for issue by the Board of Directors on                 
26 March 2012 and were signed on its behalf by:

2011 2010 
€’000 €’000 

1.1 Interest income 92,203 71,573 
1.2 Interest expense (23,524) (16,005)
1 Net interest income 68,679 55,568 
2.1 Realised gains / (losses) arising from financial operations 7,474 11,688 
2.2 Write-downs on financial assets and positions (8,386) (5,459)
2.3 Transfer (to) / from provisions for foreign exchange rate, interest rate, credit and 

    gold price risks
2 Net result of financial operations, write-downs and risk provisions (912) 6,229 
3.1 Fees and commissions income 95 96 
3.2 Fees and commissions expense (588) (559)
3 Net income / (expense) from fees and commissions (493) (463)
4 Income from equity shares and participating interests 744 1,328 
5 Net result of pooling of monetary income (4,826) (1,013)
6 Other income 3,982 12,158 

Total net income 67,174 73,807 
7 Staff costs (9,423) (10,934)
8 Administrative expenses (4,449) (3,879)
9 Depreciation of tangible and intangible fixed assets (639) (1,067)
10 Banknote production services (196) (306)
11 Other expenses (3) (3)

Profit for the year 52,464 57,618 

Transfer to reserves for risks and contingencies (10,464) (9,618)

Payable to the Government of Malta in terms of article 22(2) of the 
    Central Bank of Malta Act (Cap. 204)

- 

48,000 42,000 

- 

Professor Josef Bonnici Mr Alfred DeMarco         Mr Raymond A. Bonnici      Mr Robert Caruana
Governor  Deputy Governor           Director Corporate Services      Financial Controller
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Notes to the financial statements for the year ended 31 December 2011

General notes to the financial statements

1 The Eurosystem
As from 1 January 2008, the Central Bank of Malta (the Bank) became part of the Eurosystem and took 
over joint responsibility for monetary policy and for exercising the common strategic goals of the European 
System of Central Banks (ESCB).1

2 Basis of preparation 
The Central Bank of Malta is required under article 21(5) of the Central Bank of Malta Act (Cap. 204) (the 
Act) to prepare its financial statements in accordance with the provisions established by the Governing 
Council of the European Central Bank (ECB) under Article 26.4 of the Statute of the European System of 
Central Banks and of the European Central Bank (the Statute). These provisions are outlined in the Guide-
line ECB/2010/20 of 11 November 2010 on the legal framework for accounting and financial reporting in the 
European System of Central Banks (recast), as amended2 (Guideline ECB/2010/20 as amended). In the 
absence of requirements and guidance provided by Guideline ECB/2010/20 as amended, that specifically 
apply to transactions, other events or conditions, the requirements of International Financial Reporting Stan-
dards as adopted by the EU are applied. 

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 2011 and of its profit for the year then ended.  The accounts have been prepared 
on a historical cost basis, modified to include market valuation of marketable securities classified as other 
than held-to-maturity, gold and all instruments, on-balance sheet and off-balance sheet.

3 Accounting policies

(a) Basic accounting principles
The accounting principles applied by the Eurosystem and the Bank in the preparation of these financial 
statements are:
- economic reality and transparency
- prudence
- post-balance sheet events
- materiality
- going concern 
- accruals 
- consistency and comparability.

(b) 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 the Bank, and the cost or value of the asset or the amount of the obligation can be mea-
sured reliably.

1   The ECB, together with NCBs, shall constitute the ESCB.  The ECB  together with the NCBs of the Member States whose currency is 
the euro, which constitute the Eurosystem, shall conduct the monetary policy of the Union, Article 282.1 of the Treaty of the Functioning of 
the European Union (TFEU).  The Eurosystem and the ESCB will co-exist as long as there are EU Member States outside the euro area.
2   Amended by Guideline ECB/2011/27 of 21 December 2011 OJ L19, 24.1.2012, p. 37.
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(c) Recording of transactions
Foreign exchange transactions, comprising spot and forward deals in gold and foreign currencies, are 
recorded off-balance sheet on trade date at the prevailing spot exchange rate for ascertaining the average 
acquisition costs and the realised gains and losses. Accordingly, purchases and sales of foreign currency 
affect the net foreign currency position on the trade date and realised gains and losses arising from the net 
reduction in foreign currency positions are calculated on trade date. On-balance sheet recording of these 
transactions is carried out on settlement date at the original spot exchange rates. In the case of foreign 
exchange swaps, spot and forward amounts are translated to euro at the same exchange rate, and accord-
ingly these contracts do not affect foreign currency positions.

All securities transactions are recorded on-balance sheet on settlement date at the applicable exchange 
rate. Accrued interest, premiums and discounts related to financial assets and liabilities are calculated and 
booked daily from the settlement date at daily exchange rates, as applicable, and the foreign currency posi-
tion is affected daily by these accruals denominated in foreign currency. 

All other transactions are recorded in the balance sheet at market exchange rates prevailing on the day of 
the transaction. 

(d) Balance sheet valuation rules
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.  Securities and Treasury 
bills other than those classified as held-to-maturity are revalued at the prevailing mid-market prices at the 
balance sheet date.

Gold balances are valued 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-currency 
basis.  For the purpose of this accounting policy, holdings of SDR currency, including designated individual 
foreign exchange holdings underlying the SDR basket, shall be treated as one holding.  

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.

All other assets and liabilities are presented at purchase price or, where applicable, at their nominal value.  
The Bank’s participating interest in the ECB is measured at cost.

(e) Cost of transactions
The average cost method is used on a daily basis for calculating the acquisition cost in the case of assets 
and liabilities that are subject to price and / or exchange rate movements. The average cost price of securi-
ties and / or the average rate of the foreign currency position is adjusted by unrealised losses taken to the 
profit and loss account at the end of the year.

All securities are initially recorded at acquisition cost. For the purpose of calculating the average purchase 
cost of a security, all purchases made during the day are added to the cost of the previous day’s holding to 
produce a new weighted average price before applying the sales for the same day.

In the case of long foreign currency or gold positions, net inflows made during the day are added at the aver-
age cost of the inflows for each respective currency or gold, to the previous day’s holding to produce a new 
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weighted average cost.  Where a short position exists, the reverse treatment applies whereby the average 
cost is affected by net outflows.

(f) Income recognition
Income and expenses are recognised in the period in which they are earned or incurred.

(i) Interest income and expense
Interest income and expense are recognised in the profit and loss account for all interest-bearing assets and 
liabilities. Premiums or discounts arising from the difference between the average acquisition cost and the 
redemption price on securities are presented as part of interest income and are amortised over the remain-
ing term of the security using either the straight-line method or the internal rate of return method.  The inter-
nal rate of return method is used in the case of discount securities with a remaining maturity of more than 
one year at the time of acquisition.  Interest accruals on foreign currency assets and liabilities are converted 
at the mid-market rate on each business day and are included in the respective foreign currency position to 
determine the average book value, as applicable.

Accordingly, interest income includes coupons earned on securities and amortised premiums or discounts 
on Treasury bills and other instruments.  In respect of forward exchange contracts, the difference between 
the deemed spot exchange rate of the forward 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.

(ii) 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 foreign currency or gold positions, inflows and outflows are compared against each other to 
determine any realised gains or losses.  The resulting net inflow or outflow, apart from changing the position 
in that currency, will give rise to a change in the average cost of that currency or to the realisation of a further 
profit or loss depending on whether the Bank has a long or short position in that currency respectively.  Every 
day, a weighted average price is calculated, firstly on inflows and secondly on outflows.  The realised gain / 
loss is calculated by applying the difference between these average prices to the lower of the day’s inflows 
or outflows.

For long positions, where outflows exceed inflows, a second realised gain / loss is calculated, equating to the 
difference between the net outflows of the day valued at the average outflow price and at the average cost 
of the day’s opening position. Where inflows exceed outflows, the net inflow is added to the position held at 
the beginning of the day, thus changing the average cost of the position.   For short positions, the reverse 
accounting treatment is applied.

In the case of securities, realised gains or losses are derived by comparing the transaction value with the 
average book value using the average cost method.

Realised gains and losses are taken to the profit and loss account.

Unrealised revaluation gains and unrealised revaluation losses arise as a result of the revaluation of assets 
and liabilities by comparing the market value with the average book value.  Unrealised gains are not recog-
nised as income but are transferred directly to a revaluation account within the Bank’s liabilities.  Unrealised 
losses, except as explained in accounting policy (h) (ii), 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 new unrealised gains in 
subsequent years.  Unrealised losses in any one security or in any foreign currency (including gold holdings) 
are not netted against unrealised gains in other securities or foreign currency.
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(g) Off-balance sheet instruments
Spot and forward foreign exchange 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. 

Gains and losses arising from spot and forward foreign exchange contracts are recognised and treated in a 
similar manner to on-balance sheet instruments. Realised and unrealised gains and losses are measured 
and accounted for in the manner outlined in accounting policy (f) ‘Income recognition’ above. Unrealised 
valuation gains / losses on spot and forward foreign exchange contracts are recorded from the trade date to 
the settlement date under asset sub-item A11.4 ‘Off-balance sheet instruments revaluation differences’ and 
under liability sub-item L12.1 ‘Off-balance sheet instruments revaluation differences’ as applicable.

(h) Securities

(i) Securities held for monetary policy purposes
Following the decisions of the Governing Council, the securities held for monetary policy purposes comprise 
euro-denominated covered bonds issued in the euro area and public and/or private debt under the Securi-
ties Markets Programme (SMP).  These securities are valued at amortised cost subject to a Eurosystem 
impairment framework.

(ii) Securities held for other than monetary policy purposes
Marketable securities classified as held-to-maturity are measured at amortised cost less provisions for 
impairment if any. Held-to-maturity securities are securities with fixed or determinable payments and a fixed 
maturity, which the Bank intends to hold until maturity.

Marketable securities (other than those held-to-maturity) and similar assets are valued either at the mid-
market prices or on the basis of the relevant yield curve prevailing at the balance sheet date, on a security 
by security basis.  For the year ending 31 December 2011, mid-market prices at 30 December 2011 were 
used.

Securities which are designated as part of an earmarked portfolio comprising earmarked investments held 
on the assets side of the balance sheet as a counterpart to the Bank’s capital and statutory reserves are 
classified as held-to-maturity investments.

Securities forming part of an earmarked portfolio comprising Malta Government securities and Treasury bills 
purchased on the secondary market by the Bank in its role as a market maker are measured at mid-market 
prices prevailing at the balance sheet date. Unrealised gains are reflected on-balance sheet in the liability 
sub-item L12.3 ‘Sundry liabilities’ while unrealised losses are recognised in asset sub-item A11.6 ‘Sundry 
assets’.

(i) 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; the counterparty liability is included as 
a collateralised inward deposit on the liabilities side of the balance sheet, as appropriate.  Securities pur-
chased 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.
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(j) Claims on the International Monetary Fund (IMF) 
The IMF Reserve Tranche Position and Special Drawing Rights (SDR) are translated into euro at the year 
end ECB euro / SDR exchange rate.  The IMF euro holdings are revalued against the SDR at the prevail-
ing representative rate for the euro as quoted by the Fund at the close of business on 30 December 2011. 
Adjustments on revaluation of the IMF holdings are reflected in the corresponding asset ‘Currency Subscrip-
tion’ disclosed in asset sub-item A11.6 ‘Sundry assets’.

(k) Accounting for euro coins
Subsequent to the agency agreement between the Bank and the Government of Malta, the face value of the 
euro coins issued by the Bank gives 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 as disclosed in note 
L15.2 ‘Reserves’ in the notes to the balance sheet.

(l) Demonetised Maltese lira currency notes and coins

(i)  Demonetised Maltese lira currency notes
Demonetised Maltese lira currency notes shall, until ten years following the expiration of the period men-
tioned in the notice of demonetisation, be redeemable by the Bank on demand for euro at the conversion 
rate of the Maltese lira for the euro of 0.4293 as established by Council Regulation (EC) No 1134/2007 of 10 
July 2007 and without charge.

In accordance with article 62 of the Central Bank of Malta Act (Cap. 204), after the expiration of one 
year following the end of the period established in the notice, any unpresented demonetised Maltese 
lira currency notes cease to be included in the Bank’s currency liabilities.  The value of such notes, after 
deducting therefrom the value of any notes which are subsequently redeemed, shall be apportioned to the 
profits of the Bank over the remaining period until the expiration of the ten-year period which ended on 1 
February 2010.

(ii) Demonetised Maltese lira currency coins
Demonetised Maltese lira currency coins shall, until two years following the expiration of the period men-
tioned in the notice of demonetisation, be redeemable by the Bank on demand for euro currency at the 
conversion rate of the Maltese lira for the euro of 0.4293 as established by Council Regulation (EC) No 
1134/2007 of 10 July 2007 and without charge.

In accordance with article 63 of the Central Bank of Malta Act (Cap. 204), after the expiration of six 
months following the end of the period established in the notice, any unpresented demonetised Maltese 
lira currency coins cease to be included in the Bank’s currency liabilities.  The value of such coins, after 
deducting therefrom the value of any coins which are subsequently redeemed, shall be apportioned to 
the profits of the Bank over the remaining period until the expiration of the two-year period which ended 
on 1 February 2010.

(m) Tangible and intangible fixed assets
All tangible and intangible fixed assets are stated at historical cost less depreciation. Historical cost includes 
expenditure that is directly attributable to the acquisition of the items.  Subsequent costs are included in 
the asset’s carrying amount or are recognised as a separate asset, as appropriate, only when it is probable 
that future economic benefits associated with the item will flow to the Bank and the cost of the item can be 
measured reliably. All repairs and maintenance are charged to the profit and loss account during the financial 
period in which they are incurred. 
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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 equipment and other fixed assets  10 - 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 immediately to its recoverable amount if that carrying amount is greater than its estimated recoverable 
amount. 

An item of property, plant and equipment is derecognised upon disposal or when no future economic ben-
efits are expected from its use or disposal.  Gains and losses arising on derecognition are determined by 
comparing proceeds with the carrying amount.  These are included in the profit and loss account in the year 
the asset is derecognised.

(n) Provisions
Provisions are recognised when the Bank has a present legal or constructive obligation as a result of past 
events.  It is more likely than not that an outflow of resources will be required to settle the obligation and the 
amount can be reliably estimated. 

(o) Post-balance sheet events 
The values of assets and liabilities are, in principle, adjusted for events that occur between the annual bal-
ance sheet date and the date of authorisation for issue of the financial statements, if such events materially 
affect the condition of assets and liabilities at the balance sheet date.  
 
Post-balance sheet events that do not affect the condition of assets and liabilities at the balance sheet date 
are disclosed in the notes.

4 Capital key
The capital key determines the allocation of the ECB share capital to the national central banks (NCBs) on 
the basis of population and gross domestic product in equal share.  It is adjusted every five years and every 
time that a new member state joins the European Union in accordance with the requirements of the Stat-
ute.  The capital key of the Bank during the financial year ended 31 December 2011 was 0.0632% (2010: 
0.0632%).  

A second key, derived from the above capital key, is used as the basis for allocation of monetary income, 
banknotes in circulation and the ECB’s financial results among the seventeen Eurosystem NCBs.  In 2011, 
the Bank’s share decreased to 0.0903% (2010: 0.0906%) following the accession of Eesti Pank into the 
Eurosystem.

5 Change to the capital key
On 1 January 2009, the ESCB experienced a quinquennial capital key change in accordance with Article 
29.3 of the Statute with the Bank’s share in the fully paid-up capital of the ECB increasing from 0.0622% 
to 0.0632% on that date.  Also, as at the same date, the Eurosystem expanded due to the accession of 
Národná banka Slovenska.  In 2010 there were no changes to the capital key.   In 2011, the Eurosystem 
again expanded due to the accession of Eesti Pank, which did not have any effect on the capital key.
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6 Banknotes in circulation
The ECB and the seventeen participating NCBs, which together comprise the Eurosystem, issue euro 
banknotes.3,4  The total value of euro banknotes in circulation is allocated on the last working day of each 
month in accordance with the banknote allocation key.5

The ECB has been allocated a share of 8% of the total value of euro banknotes in circulation, whereas 
the remaining 92% has been allocated to the NCBs according to their weightings in the capital key of the 
ECB.   In the year under review, the Bank had a 0.0830% share (2010: 0.0835%) of the euro banknotes in 
circulation in accordance with the banknote allocation key.  The share of banknotes allocated to each NCB 
is disclosed in the balance sheet under liability item L1 ‘Banknotes in circulation’.

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 remunerated6 at the main 
refinancing operations (MRO) rate. If the value of the euro banknotes actually issued is greater than the 
value according to the banknote allocation key, the excess is recorded in the balance sheet under liability 
sub-item L10.3 ‘Net liabilities related to the allocation of euro banknotes within the Eurosystem’.   If the value 
of the euro banknotes actually issued is less than the value according to the banknote allocation key, the 
shortfall is recorded in the balance sheet under asset sub-item A9.4 ‘Net claims related to the allocation of 
euro banknotes within the Eurosystem’.

In the cash changeover year7 and in the following five years following the cash changeover year, the intra-
Eurosystem balances arising from the allocation of euro banknotes are adjusted in order to avoid significant 
changes in the NCB’s relative income positions as compared to previous years. The adjustments are effect-
ed by taking into account the differences between the average value of the banknotes which the NCB had 
in circulation in the reference period,8 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 will be allocated 
fully in proportion to the NCB’s paid-up shares in the ECB’s capital. The Bank’s adjustment period started on 
1 January 2008 and will end on 31 December 2013.

The interest income and expense on these balances is cleared through the accounts of the ECB and is dis-
closed in the profit and loss account under item 1 ‘Net interest income’.

7 Interim profit distribution
The Governing Council of the ECB has decided that the seigniorage income of the ECB, which arises from 
the 8% share of euro banknotes allocated to the ECB, and the ECB’s (net) income arising from the SMP 
shall be due to the NCBs in the same financial year it accrues. The ECB distributes this income in Janu-
ary of the following year in the form of an interim distribution of profit.9 The amount of the ECB’s income on 
euro banknotes in circulation may be reduced in accordance with any decision by the Governing Council 
in respect of expenses incurred by the ECB in connection with the issue and handling of euro banknotes.  
Before the end of the year, the Governing Council decides whether all or part of the ECB’s income arising 

3   ECB Decision of 13 December 2010 on the issue of euro banknotes (recast) (ECB/2010/29), OJ L35, 9.2.2011, p. 26.
4   Eesti Pank has only participated in the Eurosystem since 2011.
5   Banknote allocation key means the percentages that result from taking into account the ECB’s share in the total euro banknote issue 
and applying the subscribed capital key to the NCBs’ share in such total. 
6   ECB Decision of 25 November 2010 on the allocation of monetary income of the NCBs of Member States whose currency is the euro 
(ECB/2010/23) (recast) OJ L35, 9.2.2011, p.17.
7   Cash changeover year refers to the year in which the euro banknotes are introduced as legal tender in the respective Member State. 
For Malta, this was 1 January 2008.
8   The reference period refers to 24 months which start 30 months before the day on which euro banknotes become legal tender in the 
respective Member State; for Malta this is the period from July 2005 to June 2007.
9   ECB Decision of 25 November 2010 on the interim distribution of the income of the ECB on euro banknotes in circulation and arising 
from securities purchased under the SMP (ECB/2010/24) OJ L6, 11.1.2011, p.35.
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from SMP securities and, if necessary, all or part of the ECB’s income on euro banknotes in circulation 
should be retained to the extent necessary to ensure that the amount of the distributed income does not 
exceed the ECB’s net profit for that year. The Governing Council may also decide to transfer all or part of the 
ECB’s income arising from SMP securities and if necessary, all or part of the ECB’s seigniorage income to 
a provision for foreign exchange rate, interest rate, credit and gold price risks. The amount distributed to the 
Bank is disclosed in the profit and loss account under item 4 ‘Income from equity shares and participating 
interests’.

8 Intra-Eurosystem balances
Intra-Eurosystem transactions are cross-border transactions that occur between Eurosystem NCBs.  These 
transactions are processed primarily via TARGET2 and give rise to the daily net bilateral position vis-à-vis 
the ECB.  This position in the financial statements of the Bank represents the net claim or liability of the Bank 
against the rest of the ESCB members connected to TARGET2.  The resulting balance is included as an 
asset or liability, as appropriate, under the sub-items A9.5 ‘Other claims within the Eurosystem (net)’ or L10.4 
‘Other liabilities within the Eurosystem (net)’.
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Notes to the balance sheet

Assets

A 1 Gold and gold receivables
The Bank’s gold balances consist of correspondent accounts with foreign banks and holdings of numismatic 
coins.  On 31 December 2011, gold was revalued at €1,216.864 (2010: €1,055.418) per fine ounce. The 
resultant unrealised valuation gains of €993,288 (2010: €983,418) are disclosed under liability item L14 
‘Revaluation accounts’.

A 2 Claims on non-euro area residents denominated in foreign currency
These claims consist of receivables from the IMF and claims on counterparties resident outside the euro 
area denominated in foreign currency as follows:

A 2.1 Receivables from the IMF 

2011 2010 Change 
€’000 €’000 €’000 

USD 205,134 218,214 (13,080)
JPY 6 34 (28)
GBP 1,266 31,027 (29,761)
XDR 161,973 146,723 15,250 
Other 18,609 3,038 15,571 

Total 386,988 399,036 (12,048)

2011 2010 Change 
€’000 €’000 €’000 

Reserve Tranche Position 37,612 24,113 13,499 
SDR holdings 107,629 110,922 (3,293)
IMF Borrowing Agreement 16,732 11,688 5,044 

Total 161,973 146,723 15,250 

€’000 Fine troy ounces 

Balance as at 31 December 2010 3,713 3,518 
Net transactions during the year 6,624 4,985 
Increase in revaluation on 31 December 2011 10 

Balance as at 31 December 2011 10,347 8,503 
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(a) IMF quota 
Malta’s membership subscription to the IMF amounts to SDR102 million (2010: SDR102 million).  The Bank’s 
financial position relating to this subscription at 31 December 2011 is reflected in the balance sheet as follows:

(i) Reserve Tranche Position included in the above table is equivalent to SDR31,694,400 (2010: 
SDR20,837,120). This amount is a claim on the IMF and represents the difference between the 
quota of SDR102,000,000 and the balances in euro at the disposal of the Fund. During the period 
under review, Malta’s reserve tranche increased by SDR10,857,280  due to net lending under IMF 
lending arrangements.

(ii) Currency Subscription included within asset sub-item A11.6 ‘Sundry assets’ is stated at 
€83,420,465 (2010: €94,121,796) and represents the balance of the quota in euro.  A correspond-
ing liability included in liability item L6 ‘Liabilities to non-euro area residents denominated in euro’ 
exists in the form of IMF current accounts of €83,420,465 or SDR70,305,600 (2010: €94,121,796 
or SDR81,162,880). 

On 15 December 2010, the Board of Governors of the IMF adopted Resolution No. 66-2 on the 14th General 
Review of Quotas which proposes increases in the quotas of all 187 IMF members.  Each member shall pay 
the IMF the increase in its quota within 30 days of the later of its consent or the date on which the require-
ments for the effectiveness of the increase in quota are met.  Malta consented to this quota increase on 29 
December 2011.  However, as at the date of authorisation of the financial statements, no notification from 
the IMF has been received of the effectiveness of the increase in quota.

Malta’s quota will increase by SDR66.3 million to SDR168.3 million. Twenty-five per cent of the quota 
increase amounting to SDR16.6 million will be paid in reserve assets, either in SDRs or in the currencies 
specified by the IMF.  The remaining seventy-five per cent will be credited to the IMF No. 1 account, held with 
Bank, with a corresponding entry in the Currency Subscription account (see (ii) above).

(b) Malta’s SDR position in the IMF
In November 2009, the Bank entered into a two-way voluntary trading arrangement with the IMF.  Under this 
arrangement the Bank stands ready to buy and sell SDRs against euro, subject to certain limits, in transac-
tions that the Fund arranges between prospective buyers and sellers of SDRs. There were three transac-
tions in 2011 under this arrangement whereby the Bank sold a total of SDR5.3 million (2010: Nil).  Malta’s 
SDR holdings, including interest thereon, stood at SDR90,695,608 (2010: SDR95,853,968).

The total SDR allocated to Malta remained unchanged from 2010 at  SDR95,401,757 to which a correspond-
ing liability exists in the form of a restricted demand deposit of the Government of Malta included under liabil-
ity item L9 ‘Counterpart of special drawing rights allocated by the IMF’ together with other SDRs acquired in 
accordance with IMF requirements and procedures.  SDRs allocated to Malta cannot be withdrawn unless 
such advice is received from the Fund.

(c)  IMF interest on the SDR position
The Reserve Tranche Position, SDR holdings and the SDR allocation are subject to SDR interest rates quoted 
by the Fund on a weekly basis.  The Currency Subscription and IMF current accounts are not subject to interest.

(d)  Bilateral Borrowing Agreement
In February 2010, the IMF and the Bank signed an agreement to provide the Fund with an SDR denominated 
amount up to the equivalent of €120 million, as part of a commitment made by the EU in 2009 to support 
the IMF’s lending capacity.  The total term of this interest-bearing agreement shall not exceed four years.  
As at 31 December 2011, the amount utilised under this facility stood at €16.7 million (SDR14.1 million), an 
increase of €5 million (SDR4 million) over the previous year.
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A 2.2 Balances with banks and security investments, external loans and other external 
assets

These assets principally include security investments issued by non-euro area residents and balances with 
banks outside the euro area. 

A 3 Claims on euro area residents denominated in foreign currency
These foreign currency assets mainly comprise investments in marketable debt securities issued by euro 
area residents and balances with banks within the euro area as follows: 

The short-term US dollar liquidity-providing programme (Term Auction Facility) was not availed of in 2011 
(2010: nil).  Under this programme, US dollars are provided by the Federal Reserve to the ECB by means 
of a temporary swap line with the aim of offering short-term US dollar funding to Eurosystem counterparties. 
The ECB simultaneously enters into back-to-back swap transactions with NCBs that have adopted the euro, 
which use the resulting funds to conduct liquidity-providing operations with the Eurosystem counterparties 
in the form of reverse and swap transactions.  The back-to-back swap transactions between the ECB and 
NCBs result in intra-Eurosystem balances reported under liability sub-item L10.4 ‘Other liabilities within the 
Eurosystem (net)’.   

2011 2010 Change 
€’000 €’000 €’000 

177,578 177,084 494 

Fixed-term deposits 38,624 70,155 (31,531)
Current accounts and overnight deposits 8,094 4,637 3,457 

719 437 282 

225,015 252,313 (27,298)

Marketable debt securities other than those held-to-maturity

Other external assets

Balances with banks

Total

2011 2010 Change 
€’000 €’000 €’000 

USD 234,265 244,005 (9,740)
GBP 42,416 23 42,393 
Other - 6,776 (6,776)

Total 276,681 250,804 25,877 

2011 2010 Change 
€’000 €’000 €’000 

100,224 109,176 (8,952)

Fixed-term deposits 176,393 141,560 34,833 
Current accounts and overnight deposits 64 68 (4)

276,681 250,804 25,877 

Balances with banks

Total

Marketable debt securities other than those held-to-maturity
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A 4 Claims on non-euro area residents denominated in euro
These claims include marketable debt securities issued by non-euro area residents and balances with banks 
outside the euro area.

A 5 Lending to euro area credit institutions related to monetary policy operations 
denominated in euro

This item reflects operations carried out by the Bank within the framework of the single monetary policy of 
the Eurosystem.

The total Eurosystem holding of monetary policy assets amounts to €863,568 million (2010: €546,747 mil-
lion) of which the Bank holds €498 million (2010: €1,075 million).  In accordance with Article 32.4 of the 
Statute, any risks from monetary policy operations, if they were to materialise, should eventually be shared 
in full by the Eurosystem NCBs, in proportion to the prevailing ECB capital key shares. 

A 5.1  Main refinancing operations 
Main refinancing operations (MROs) are regular liquidity-providing reverse transactions carried out by the 
Eurosystem NCBs with a weekly frequency and generally a maturity of one week.  These operations are 
carried out in the form of standard tender operations with a variable or fixed rate tender procedure.10  All 
counterparties that fulfil the general eligibility criteria may submit bids within a specified timeframe. Participa-
tion in MROs requires the availability of eligible collateral.  

During 2011, all MROs were conducted at a fixed rate tender procedure with full allotment. The aggregate 
MROs carried out with the Bank during the year amounted to €16,519.8 million (2010: €18,252.3 million).  
The outstanding operations at the end of the year amounted to €141 million (2010: €384 million).

The following table highlights the changes in the MRO rate during 2011 as decided by the Governing Council 
(2010: 1% throughout):

10    Prior to 15 October 2008, MROs were conducted through a variable rate tender procedure.  However, with effect from the operation 
settled on 15 October 2008, MROs started being carried out through a fixed rate tender procedure with full allotment. 

2011 2010 Change 
€’000 €’000 €’000 

106,443 83,198 23,245 
75,535 21,144 54,391 

273 278 (5)

182,251 104,620 77,631 

Held-to-maturity debt securities
Current accounts and overnight deposits

Total

Marketable debt securities other than those held-to-maturity

With effect from: Changes in basis points (bps) Effective rate (%)

1 January 1.00
13 April +25 bps 1.25
13 July +25 bps 1.50
9 November -25 bps 1.25
14 December -25 bps 1.00
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A 5.2 Longer-term refinancing operations
Longer-term refinancing operations (LTROs) are regular liquidity-providing reverse transactions carried out 
in the form of variable or fixed rate tender procedure, with a monthly frequency and a maturity of three 
months.  These operations aim to provide counterparties with additional longer-term refinancing.  Participa-
tion in LTROs requires the availability of eligible collateral.  

During the year, the 3-month LTROs were conducted at fixed rate tender procedures with full allotment, with 
the rate fixed at the average rate of the MROs over the life of the respective operation.  Moreover, the main-
tenance period operations that are conducted on the last day of the reserve maintenance period remained 
in operation.

Furthermore, during the year, the ECB conducted a 6-month and a 12-month LTRO, both at fixed rate tender 
procedure with full allotment, with the rate fixed at the average rate of the MROs over the life of the respec-
tive operation.

The ECB also announced a 36-month LTRO with the option of early repayment after one year.  The opera-
tion was conducted at fixed rate procedure with full allotment, with the rate fixed at the average rate of the 
MROs over the life of the respective operation.  Moreover, counterparties had the possibility to shift all of the 
outstanding amounts received in the 12-month LTRO into the 36-month LTRO.  

The aggregate LTROs carried out during 2011 amounted to €2,252.8 million11  (2010: €1,145.7 million), while 
outstanding LTROs at the end of the year amounted to €357.2 million (2010: €686 million).

A 5.3 Fine-tuning reverse operations
Fine-tuning reverse operations are executed on an ad hoc basis with a view of managing the liquidity situa-
tion in the market and steering interest rates.  The choice of fine-tuning instruments and procedures depends 
on the type of transaction and its underlying objective.  Fine-tuning operations are normally executed through 
quick tenders or through bilateral procedures.  The Governing Council of the ECB may, under exceptional 
circumstances, empower the ECB to conduct bilateral fine-tuning operations itself.  Participation in liquidity-
providing reverse operations would only be allowed against eligible collateral.

During 2011, the ECB conducted one liquidity-providing fine-tuning reverse operation. The aggregate 
fine-tuning reverse operations with the Bank carried out during the year amounted to €1 million (2010: 
€384.5 million).  There were no outstanding liquidity-providing reverse operations at end of the year 
(2010: €4.5 million). 

A 5.4 Structural reverse operations
Structural operations can be executed in the form of reverse open market transactions aimed at adjusting 
the structural position of the Eurosystem vis-à-vis the financial sector. Structural reverse operations are 
liquidity-providing operations with a non-standardised maturity period. All eligible counterparties may submit 
bids for such operations and must be backed by underlying eligible assets. No structural operations were 
conducted by the ECB during 2011 (2010: nil). 

A 5.5  Marginal lending facility
The marginal lending facility is available to eligible counterparties to obtain overnight liquidity from NCBs at a 
predetermined interest rate against eligible assets and is intended to satisfy counterparties’ temporary liquidity 
needs. Under normal circumstances, the interest rate on the facility provides a ceiling for the overnight market 
interest rate.  During 2011, the aggregate volume of such transactions with the Bank amounted to €662 million 
(2010: €686.1 million).  There were no outstanding balances as at 31 December 2011 (2010: nil).

11   This amount includes the shift from the 12-month to the 36-month LTRO.
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The following table highlights the changes in the marginal lending facility rate during 2011 as decided by the 
Governing Council (2010: 1.75% throughout):

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 collat-
eral exceeds an established trigger point implying an excess of collateral with respect to outstanding mon-
etary policy operations. Since the Bank operates a general pooling system, no payments to counterparties 
are effected.

A 6 Other claims on euro area credit institutions denominated in euro
This item relates to claims on credit institutions within the euro area which do not relate to monetary policy 
operations, consisting mainly of balances and placements with banks.  

A 7  Securities of euro area residents denominated in euro

A 7.1  Securities held for monetary policy purposes
This item contains securities acquired by the NCBs within the scope of the covered bond purchase pro-
grammes (CBPP)12 and the SMP.13  These securities are classified as held-to-maturity and reported on an 
amortised cost basis subject to impairment.  (See note 3 (h) (i) ‘Securities held for monetary policy purposes’ 
in the general notes to the financial statements).  Annual impairment tests are conducted on the basis of 
the information available and recoverable amounts estimated as at the reporting date. The Bank decided to 
participate in the SMP only.

Under the SMP, established in May 2010, the ECB and the NCBs may purchase euro area public and private 
debt securities in order to address the malfunctioning of certain segments of the euro area debt securities 
markets and to restore the proper functioning of the monetary policy transmission mechanism.  

12    ECB Decision of 2 July 2009 on the implementation of the CBPP (ECB/2009/16), OJ L 175, 4.7.2009, p. 18 and ECB Decision of 3 
November 2011 on the implementation of the second CBPP (ECB/2011/17) 16.11.2011, p. 70.
13     ECB Decision of 14 May 2010 establishing a SMP (ECB/2010/5), OJ L 124, 20.5.2010, p. 8.

With effect from: Changes in basis points (bps) Effective rate (%)

1 January 1.75
13 April +25 bps 2.00
13 July +25 bps 2.25
9 November -25 bps 2.00
14 December -25 bps 1.75

2011 2010 Change 
€’000 €’000 €’000 

Fixed-term deposits 15,000 - 15,000 
Current accounts and overnight deposits 207 205 2 
Other claims - 349 (349)

Total 15,207 554 14,653 
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The total Eurosystem NCBs’ holding of SMP securities amounts to €194,199 million, of which the Bank holds 
€165 million. In accordance with Article 32.4 of the Statute, any risks from holdings of SMP securities, if they 
were to materialise, should eventually be shared in full by the Eurosystem NCBs, in proportion to the prevail-
ing ECB capital key shares. The net increase of €46 million in 2011 was due to further purchases that more 
than offset the redemptions in 2011.

In the context of an impairment test conducted as at 31 December 2011, the Governing Council of the 
ECB considered the launch in 2011 of the so called Private Sector Involvement (PSI) initiative, proposing 
a restructuring of part of the debt issued by the Hellenic Republic, to secure debt sustainability in the long 
term.  Part of the Bank’s holdings under the SMP has been issued by the Hellenic Republic.  However, given 
that the PSI was designed as to voluntarily restructure debt held by the private sector no changes were 
expected to all future contractual cash flows associated with the Bank’s holdings on these securities.  As at 
31 December 2011, the Governing Council of the ECB considered that there was no evidence to assume 
that the PSI initiative was not going to be successfully implemented and therefore no impairment losses 
were recorded at year end.

In relation to the other securities purchased under the SMP no impairment was recorded.

The Governing Council of the ECB assesses on a regular basis the financial risks associated with the securi-
ties held under the SMP and CBPP portfolios.

Post-balance sheet events
In February 2012 the Eurosystem NCBs exchanged their holdings of Greek government bonds purchased 
under the SMP for new securities issued by the Hellenic Republic.  The newly acquired securities have the 
same characteristics as those purchased under the SMP in terms of their nominal values, coupon rates, 
interest payment dates and redemption dates.  The new securities were not included in the list of eligible 
securities that were subject to restructuring in the context of the PSI initiative.

A 7.2  Other securities
This item comprises all the Bank’s holdings of debt securities issued by euro area residents that are 
not used in monetary policy operations and are not part of investment portfolios earmarked for specific 
purposes.

A 9 Intra-Eurosystem claims
This item consists of claims arising from the Bank’s share in the ECB’s capital, reserves and provisions and 
claims equivalent to the transfer of foreign reserves to the ECB.  It may also include net claims related to the 
allocation of euro banknotes within the Eurosystem and other net claims within the Eurosystem.

                    2011                     2010 Change
                   €’000                    €’000           €’000

403,869 365,423 38,446 
798,913 571,395 227,518 

1,202,782 936,818 265,964 Total

Held-to-maturity debt securities
Marketable debt securities other than those held-to-maturity
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A 9.1 Participating interest in ECB
In accordance with the legal acts adopted by the Governing Council on the increase of the subscribed capi-
tal of the ECB on  29 December 2010 and the pay-up of the increase via three instalments14, the Bank has 
paid up an additional €1,053,333 representing the second instalment of its contribution to the increase in the 
capital of the ECB.  As a result, the subscribed and paid-up capital of the NCBs is as follows: 

In 2011, there were no contributions to the ECB reserves and provisions and as at the year end the balances 
stood at €5,772,319 and €2,477,252 respectively.

14   Decision ECB/2010/26 of 13 December 2010 on the increase of the ECB’s capital, OJ L 11, 15.1.2011, p. 53; Decision ECB/2010/27 of 
13 December 2010 on the paying-up of the increase of the ECB’s capital by the national central banks of Member States whose currency 
is the euro, OJ L 11, 15.1.2011, p. 54, Decision ECB/2010/34 of 31 December 2010 on the paying-up of capital, transfer of foreign reserve 
assets and contributions by Eesti Pank to the ECB’s reserves and provisions, OJ L 11, 15.1.2011, p. 58; Agreement of 31 December 2010 
between Eesti Pank and the ECB regarding the claim credited to Eesti Pank by the ECB under Article 30.3 of the Statute of the ESCB and 
of the ECB, OJ C 12, 15.1.2011, p. 6.

Subscribed Paid-up Paid-up Paid-up 
capital since capital on capital as at capital since

29 December 2010 31 December 2010 1 January 2011 28 December 2011

Nationale Bank van België /           
Banque Nationale de Belgique 261,010,385 180,157,051 180,157,051 220,583,718
Deutsche Bundesbank 2,037,777,027 1,406,533,694 1,406,533,694 1,722,155,361
Eesti Pank 19,261,568 722,309 13,294,901 16,278,234
Central Bank of Ireland 119,518,566 82,495,233 82,495,233 101,006,900
Bank of Greece 211,436,059 145,939,392 145,939,392 178,687,726
Banco de España 893,564,576 616,764,576 616,764,576 755,164,576
Banque de France 1,530,293,900 1,056,253,900 1,056,253,900 1,293,273,900
Banca d’Italia 1,344,715,688 928,162,355 928,162,355 1,136,439,021
Central Bank of Cyprus 14,731,333 10,168,000 10,168,000 12,449,666
Banque centrale du Luxembourg 18,798,860 12,975,526 12,975,526 15,887,193
Central Bank of Malta /                             
Bank êentrali ta’ Malta 6,800,732 4,694,066 4,694,066 5,747,399
De Nederlandsche Bank 429,156,339 296,216,339 296,216,339 362,686,339
Oesterreichische Nationalbank 208,939,588 144,216,254 144,216,254 176,577,921
Banco de Portugal 188,354,459 130,007,793 130,007,793 159,181,126
Banka Slovenije 35,381,025 24,421,025 24,421,025 29,901,025
Národná banka Slovenska 74,614,364 51,501,030 51,501,030 63,057,697
Suomen Pankki-Finlands Bank 134,927,820 93,131,154 93,131,154 114,029,487

Subtotal for euro area NCBs 7,529,282,289 5,184,359,697 5,196,932,289 6,363,107,289

Bulgarian National Bank 93,467,027 3,505,013 3,505,013 3,505,013
Česká národní banka 155,728,161 5,839,806 5,839,806 5,839,806
Danmarks Nationalbank 159,634,278 5,986,285 5,986,285 5,986,285
Latvijas Banka 30,527,971 1,144,800 1,144,800 1,144,800
Lietuvos bankas 45,797,337 1,717,400 1,717,400 1,717,400
Magyar Nemzeti Bank 149,099,600 5,591,235 5,591,235 5,591,235
Narodowy Bank Polski 526,776,978 19,754,137 19,754,137 19,754,137
Banca NaŃională a României 265,196,278 9,944,860 9,944,860 9,944,860
Sveriges Riksbank 242,997,052 9,112,389 9,112,389 9,112,389
Bank of England 1,562,145,431 58,580,454 58,580,454 58,580,454

Subtotal for non-euro area NCBs 3,231,370,113 121,176,379 121,176,379 121,176,379

Total 10,760,652,402 5,305,536,076 5,318,108,668 6,484,283,668
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A 9.2 Claims equivalent to the transfer of foreign reserves
This asset which represents the Bank’s euro-denominated claims arising from the transfer of foreign reserves 
to the ECB in accordance with Article 30.1 of the Statute remained unchanged at €36,407,323.  The claims are 
denominated in euro fixed at the time they were transferred and are remunerated at the latest available margin-
al rate for the Eurosystem main refinancing operations, 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 (see note 
6 ‘Banknotes in circulation’ in the general notes to the financial statements).  As at 31 December 2011, the 
Bank had no claims in this respect but had a liability which is presented in liability sub-item L10.3 ‘Net liabili-
ties related to the allocation of euro banknotes within the Eurosystem’ (2010: nil).

A 9.5 Other claims within the Eurosystem (net) 
As at 31 December 2011, the Bank’s claims were netted off from liability sub-item L10.4 ‘Other liabilities 
within the Eurosystem (net)’ (2010: nil). 

A 10 Items in course of settlement
These assets comprise transactions which had not yet been settled by the end of the financial year.

A 11 Other assets

A 11.1 Coins of euro area
This item represents the Bank’s holdings of euro coins issued by euro area countries.

A 11.2 Tangible and intangible fixed assets
Tangible and intangible fixed assets principally comprise the Bank’s premises, equipment, computer hard-
ware and software.

The table above includes an amount of €248,173 (2010: nil) related to assets not yet available for use.

Total
€’000 €’000 €’000

Cost 
As at 31 December 2010 22,885 4,029 26,914 
Additions 167 467 634 

As at 31 December 2011 23,052 4,496 27,548 

Accumulated depreciation
As at 31 December 2010 3,643 3,347 6,990 
Charge for the year 196 443 639 

As at 31 December 2011 3,839 3,790 7,629 

Net book value
As at 31 December 2010 19,242 682 19,924 

As at 31 December 2011 19,213 706 19,919 

Land and 
buildings

Computer 
equipment and 

other assets
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A 11.3 Other financial assets
Other financial assets comprise all debt securities held by the Bank as part of an earmarked portfolio.  At 
31 December 2011, the Bank had an earmarked portfolio comprising held-to-maturity debt securities as a 
counterpart to the Bank’s capital and statutory reserves.  The Bank also held another earmarked portfolio 
comprising  Malta Government securities and Treasury bills purchased on the secondary market by the Bank 
in its role as market maker.  

Malta Government stocks, which are classified as other than held-to-maturity and are accordingly carried at 
mid-market prices, are subject to fixed interest rates. Malta Government Treasury bills, which are also clas-
sified as other than held-to-maturity and are accordingly carried at mid-market prices, are acquired on the 
secondary market at discounted amounts.

A 11.4 Off-balance sheet instruments revaluation differences
This item reflects unrealised revaluation gains arising on off-balance sheet positions, principally forward for-
eign exchange contracts outstanding at 31 December 2011.  At year end, these unrealised gains amounted 
to €167,016 (2010: €6,310,771).

A 11.5 Accruals and prepaid expenses
This sub-item consists of accrued interest income on income-earning assets and any prepaid expen-
diture.

Accrued interest income at 31 December 2011, includes an amount of €1,458,078 (2010: €1,381,868) attrib-
utable to interest on intra-Eurosystem claims.

2011 2010 Change
€’000 €’000 €’000 

Malta Government stocks 341,432 272,562 68,870 
Malta Government Treasury bills 2,472 2,100 372 
Held-to-maturity debt securities 252,687 253,161 (474)

Total 596,591 527,823 68,768 

2011 2010 Change 
€’000 €’000 €’000 

Accrued interest income 45,839 38,387 7,452 
Prepaid expenditure 34 42 (8)

Total 45,873 38,429 7,444 
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A 11.6 Sundry
Sundry assets consist of IMF Currency Subscription and other assets.

2011 2010 Change 
€’000 €’000 €’000 

IMF Currency Subscription (see note A2.1) 83,420 94,122 (10,702)
Other 9,469 11,463 (1,994)

Total 92,889 105,585 (12,696)
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Liabilities

L 1 Banknotes in circulation
In accordance with the banknote allocation key applicable on 31 December 2011, the Bank has a 
0.0830% share (2010: 0.0835%) of the value of all euro banknotes in circulation (see note 6 ‘Banknotes 
in circulation’ in the general notes to the financial statements).  During the year ended 31 December 
2011, the total value of banknotes in circulation within the Eurosystem increased from €839,702 million 
to €888,628 million.  In accordance with the banknote allocation key, the Bank disclosed holdings of 
euro banknotes amounting to €737,561,240 at the end of the year (2010: €701,151,170).  The value of 
the euro banknotes actually issued by the Bank as at that date was €867,610,170 (2010: €805,684,425).   
As this amount exceeded the allocated amount, the difference of €130,048,930 (2010: €104,533,255) 
is presented in liability sub-item L10.3 ‘Net liabilities related to the allocation of euro banknotes within 
the Eurosystem’.

L 2 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.

L 2.1 Current accounts (covering the minimum reserve system)
These liabilities include deposits by the credit institutions which are utilised to meet the minimum reserve 
requirement and settlement of payments.  The main criterion for including these deposits within this sub-item 
is that the respective credit institutions must appear in the list of institutions which are subject to the minimum 
reserve regulations of the Eurosystem.  Minimum reserve requirements have to be met on average over the 
reserve maintenance period in accordance with the schedule published by the ECB.  The minimum reserve 
balances are remunerated at the average of the ECB’s rate for the main refinancing operations calculated 
over the maintenance period and weighted according to the number of calendar days. 

L 2.2  Deposit facility
The overnight deposit facility is available to eligible counterparties to make overnight deposits with NCBs at 
pre-specified rates. Under normal circumstances, the interest rate on the facility provides a floor for the over-
night market interest rate.  During 2011, the aggregate volume of such transactions with the Bank amounted 
to €81,806.3 million (2010: €49,344.3 million).  The outstanding balance as at year end amounted to €668.6 
million (2010: €30.8 million).  

2011 2010 Change 
€’000 €’000 €’000 

Current accounts
   (covering the minimum reserve system) 431,571 470,397 (38,826)
Deposit facility 668,644 30,800 637,844
Credit related to margin calls 926 - 926

Total 1,101,141 501,197 599,944 
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The following table highlights the changes in the interest rate on the overnight deposit facility during 2011 as 
decided by the Governing Council of the ECB:

L 2.3 Fixed-term deposits 
These liabilities relate to liquidity-absorbing fine-tuning operations for a fixed-term at variable rate ten-
der.  During 2011, the aggregate volume of such transactions with the Bank amounted to €1,578 million 
(2010: €1,010 million).  There were no outstanding fixed-term deposits at the balance sheet date (2010: 
nil). 

In line with the SMP, weekly 7-day liquidity-absorbing operations were conducted with an intended volume 
covering the amount of securities purchased in the previous week.  The aggregate volume of such transac-
tions with the Bank amounted to €138.2 million.  There were no outstanding operations as at the year end 
(2010: nil).

L 2.4  Fine-tuning reverse operations
Fine-tuning liquidity-absorbing reverse operations are executed on an ad hoc basis with the purpose of 
managing the liquidity situation in the market and setting interest rates. Liquidity-absorbing fine-tuning 
reverse operations are executed, as a rule, through bilateral procedures. Moreover, their frequency and 
maturity are not standardised.  No fine-tuning absorption reverse operations were conducted during 2011 
(2010: nil). 

L 2.5 Deposits related to margin calls 
This sub-item refers to cash received from counterparties in those instances where the market value of the 
collateral has fallen below an established trigger point implying a shortfall of collateral to cover the outstand-
ing monetary policy operations. Deposits related to margin calls were used by counterparties during 2011, on 
those instances where their respective pool of collateral fell below the mentioned trigger level.  The balance 
as at end of 2011 amounted to €0.9 million (2010: nil).

L 3 Other liabilities to euro area credit institutions denominated in euro
This balance sheet item includes credit institutions’ accounts which are unrelated to monetary policy 
operations.  

With effect from: Changes in basis points (bps) Effective rate (%)

1 January 0.25
13 April +25 bps 0.50
13 July +25 bps 0.75
9 November -25 bps 0.50
14 December -25 bps 0.25
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L 5 Liabilities to other euro residents denominated in euro

L 5.1 General government
This liability includes current and sinking fund accounts denominated in euro held by the Government of 
Malta. These balances are repayable on demand and are subject to variable interest rates linked to the 
ECB’s MRO rate.

L 5.2 Other liabilities
Current accounts and fixed-term deposits denominated in euro by Maltese public sector corporations are 
included within this item. Current accounts are repayable on demand and subject to variable interest rates 
linked to the ECB’s MRO rate. Fixed-term deposits are subject to fixed interest rates.  

L 6 Liabilities to non-euro area residents denominated in euro
This item includes balances denominated in euro held by international and supranational organisations and 
by non-Eurosystem central banks, including the IMF current accounts.  These liabilities are principally non-
interest bearing.  

L 7 Liabilities to euro area residents denominated in foreign currency
Balances held by the Government of Malta which are repayable on demand and other customer deposits 
are included in this item.  These balances are principally subject to floating interest rates based on weekly 
average rates applied to call funds.

2011 2010        Change 
€’000 €’000            €’000 

Current accounts 271,704 232,886 38,818 
Sinking fund accounts 149,052 156,773 (7,721)

Total 420,756 389,659 31,097 

2011 2010 Change
 €’000  €’000 €’000

IMF current accounts (see note A2.1) 83,420 94,122 (10,702)
Others 3,110 2,840 270 

Total 86,530 96,962 (10,432)

2011 2010 Change 
 €’000  €’000  €’000 

Current accounts 105,657 74,847 30,810 
Sinking fund accounts 3,745 3,810 (65)

Current accounts and fixed-term deposits 13,109 17,866 (4,757)

122,511 96,523 25,988 

Government of Malta

Other customers

Total
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L 9 Counterpart of special drawing rights allocated by the IMF
This item represents the counterpart of special drawing rights allocated by the IMF to Malta (see note A2.1 
‘Receivables from the IMF’ above).

L 10 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 item consists of the liability of the Bank vis-à-vis the Eurosystem relating to the excess of euro 
banknotes issued by the Bank over and above the amount allocated to the Bank by the ECB in accordance 
with the banknote allocation key (see note L1 ‘Banknotes in circulation’ above).  This liability is subject to 
interest at the ECB MRO rate, taking cognisance of the adjustments referred to in note 6 ‘Banknotes in 
circulation’ in the general notes to the financial statements in the cash changeover year and in the subse-
quent five years.

L 10.4 Other liabilities within the Eurosystem (net)
These liabilities mainly include the TARGET2 balance arising from cross-border euro transfers with other NCBs 
in the ESCB and the ECB.  The TARGET2 balance is subject to interest at the prevailing rate for the ECB main 
refinancing operations.  Moreover, these liabilities include the net liability at year end arising from the difference 
between monetary income to be pooled and that distributed (see note 5 ‘Net result of pooling of monetary income’ 
to the profit and loss account) and the claim arising from the distribution of the ECB’s seigniorage income.

L 12 Other liabilities

L 12.1 Off-balance sheet instruments revaluation differences 
This item reflects unrealised revaluation losses arising on off-balance sheet positions, primarily forward for-
eign exchange contracts outstanding at 31 December 2011.  At year end, there were no unrealised losses 
(2010: nil).

2011 2010 Change 
€’000 €’000 €’000 

Issued banknotes 867,610 805,684 61,926 
Banknotes allocated as per banknote allocation key (737,561) (701,151) (36,410)

Excess of issued banknotes over allocation 130,049 104,533 25,516 

2011 2010 Change 
€’000 €’000 €’000 

TARGET2 balance 422,463 1,222,583 (800,120)
Net result from pooling of monetary income 5,949 2,623 3,326 
Seigniorage income receivable (589) - (589)

Total 427,823 1,225,206 (797,383)
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L 12.2 Accruals and income collected in advance  
These liabilities include accrued interest expense on interest-bearing liabilities and other accrued expenses.  
Also included is the balance of demonetised Maltese lira currency notes which have not yet been presented 
or recognised in the profit and loss account.  This amount is recognised as deferred income until the final 
date when such currency notes cease to be exchangeable at the Bank. 

Accrued interest expense at 31 December 2011 includes an amount of €730,129 (2010: €981,217) attribut-
able to interest on intra-Eurosystem liabilities.

L 12.3  Sundry
Sundry liabilities include unrealised revaluation gains attributable to Malta Government stocks held as part of 
an earmarked portfolio amounting to €5,166,436 (2010: €5,947,335).  These liabilities also comprise realised 
losses attributable to off-balance sheet positions, principally forward foreign exchange contracts outstand-
ing at year end, which are offset by realised profits arising from on-balance sheet positions.  The net result 
is disclosed within note 2.1 ‘Realised gains / losses arising from financial operations’ to the profit and loss 
account.  This item also includes the provision in respect of the ad hoc voluntary severance scheme created 
in 2010.  The outstanding balance of €304,606 (2010: €1,310,841) was fully utilised by the date of authorisa-
tion of the financial statements.

L 13 Provisions 
In accordance with Article 32.4 of the Statute, the provision against counterparty risks in monetary policy 
operations is allocated among the NCBs of participating Member States in proportion to their subscribed 
capital key, prevailing in the year when the defaults have occurred. In accordance with the general account-
ing principle of prudence, the Governing Council has reviewed the appropriateness of the volume of this 
provision and decided to reduce the provision from a total amount of €2,207 million as at 31 December 
2010 to an amount of €949 million as at 31 December 2011. The Bank’s share in this provision amounts to 
€846,888 (2010: €1,969,527).

The respective adjustments are reflected in the NCBs’ profit and loss accounts.  In the case of the Bank, the 
resulting income amounted to €1,122,639 (2010: €1,609,890) (see note 5 ‘Net result of pooling of monetary 
income’ to the profit and loss account).

L 14 Revaluation accounts
The revaluation accounts include the unrealised revaluation gains arising from the valuation of foreign cur-
rency on and off-balance sheet positions, gold and marketable securities at year end. 

2011 2010 Change 
€’000 €’000 €’000 

1,109 1,299 (190)

Maltese Lira currency notes 43,676 49,894 (6,218)
774 842 (68)

45,559 52,035 (6,476)

Accrued interest payable
Deferred income in respect of demonetised

Other

Total
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L 15 Capital and reserves
The following table analyses the movement in capital and reserves of the Bank:

L 15.1 Capital
In terms of article 19(1) of the Central Bank of Malta Act (Cap. 204), the Bank shall have an authorised capi-
tal of €20 million.  This is fully paid up and is held exclusively by the Government of Malta.

L 15.2 Reserves

(a) General reserve fund
In terms of article 19(2) of the Central Bank of Malta Act (Cap. 204), the Bank shall also maintain a general 
reserve fund which shall be of not less than €20 million 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.

(b) Reserves for risks and contingencies
Reserves for risks and contingencies are maintained in terms of article 22(1) of the Central Bank of Malta 
Act (Cap. 204) 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.   

(c) 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.

2011 2010 Change 
€’000 €’000 €’000 

Gold 993 983 10 
Securities 13,108 11,166 1,942 
Foreign currency positions 329 116 213 

Total 14,430 12,265 2,165 

           Reserves for 
         General reserve                  risks and               Capital 
                           fund          contingencies        contribution 

€’000 €’000 €’000 €’000 

20,000 75,505 130,002 40,957 
- - - 4,879 

Transfer from profits for the year 10,464 

20,000 75,505 140,466 45,836 Balance as at 31 December 2011

Capital 

Balance as at 31 December 2010
Net issuance of euro coins
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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.

1.1 Interest income
Interest income includes income on foreign reserve assets and euro-denominated portfolios, as well as inter-
est income on intra-Eurosystem claims and monetary policy instruments.   

Income from ‘Net claims related to the allocation of banknotes within the Eurosystem’ principally com-
prises interest income arising on a notional amount representing the differences between the average 
value of the banknotes which the Bank had in circulation in the reference period and the average value of 
banknotes which would have been allocated to the Bank during that period in accordance with its capital 
key.  Interest is calculated at the prevailing ECB rate for the main refinancing operations. This is in line 
with the provisions established by the Governing Council as outlined in the ECB Decision on the alloca-
tion of monetary income (ECB/2001/16 as amended).  The adjustments are reduced in annual stages 
until the first day of the sixth year after the cash changeover year. The Bank’s adjustment period started 
on 1 January 2008 and will end on 31 December 2013.   This item also includes net interest payment on 

2011 2010 Change 
€’000 €’000 €’000 

- In euro 58,258 43,314 14,944 
- In foreign currency 4,124 5,978 (1,854)

- In euro 285 - 285 
- In foreign currency 1,682 1,108 574 

- In euro 3 - 3 
- In foreign currency 5 31 (26)

160 81 79 

- Main refinancing operations 4,037 3,551 486 
- Longer-term refinancing operations 7,655 9,028 (1,373)
- Fine-tuning reverse operations 1 65 (64)
- Marginal lending facility 46 39 7 
- Securities Markets Programme 10,630 4,294 6,336 

- Claims arising from the transfer of foreign reserves 392 314 78 
- Net claims related to the allocation of banknotes

    within the Eurosystem 2,454 3,118 (664)
- TARGET2 balances - - - 

2,353 545 1,808 
118 107 11 

92,203 71,573 20,630 

Marketable debt securities

Fixed-term deposits

Current accounts and overnight deposits

IMF

Total

Monetary policy operations

Intra-Eurosystem claims 

Forward foreign exchange contracts
Other interest income
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the difference between the euro banknotes allocated to the Bank in accordance with the banknote alloca-
tion key and the value of the euro banknotes that the Bank actually puts into circulation, as reduced by 
banknotes withdrawn from circulation.

1.2  Interest expense
Interest expense arises from interest payable on Government of Malta and other customer accounts, 
intra-Eurosystem liabilities as well as liabilities to euro area credit institutions related to monetary policy 
operations.  

2 Net result of financial operations, write-downs and risk provisions

2.1  Realised gains / (losses) arising from financial operations
This item includes gains and losses arising from transactions leading to reductions in foreign currency posi-
tions and disposals of financial instruments, mainly debt securities.

2011 2010 Change 
€’000 €’000 €’000 

- In euro 2,976 2,044 932 
- In foreign currency 322 132 190 

- In euro 169 13 156 
- In foreign currency 27 22 5 

- Minimum reserves 5,711 4,816 895 
- Overnight deposits 2,008 492 1,516 
- Fixed-term deposits 80 42 38 
- Deposits related to margin calls 21 8 13 

- TARGET2 balances 12,113 8,332 3,781 
97 104 (7)

23,524 16,005 7,519 

Other interest expense

Total

Government accounts 

Other customer accounts

Monetary policy operations

Intra-Eurosystem liabilities

2011 2010 Change 
€’000 €’000 €’000 

Net gains / (losses) on disposal of financial instruments 5,895 7,183 (1,288)

Net gains / (losses) on foreign currency positions 1,579 4,505 (2,926)

Total 7,474 11,688 (4,214)
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2.2  Write-downs on financial assets and positions
This item comprises unrealised revaluation losses arising from the price revaluation of debt securities 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 book value.

3 Net income / (expense) from fees and commissions
Fees and commissions receivable mainly arise from the provision of banking services.  Fees and commis-
sions payable include correspondent account charges, handling fees on cheques drawn on the Bank and 
TARGET2 connection and participation fees.

4 Income from equity shares and participating interests
During 2011, the Bank received seigniorage income of €588,911 (2010: nil) and  €154,697 (2010: €1,327,569) 
representing its relative share of the ECB’s distributable profits for 2010 in proportion to the Bank’s sub-
scribed capital key (see note 4 ‘Capital key’ in the general notes to the financial statements).

In 2011 the ECB’s entire income on SMP securities amounting to €1,003 million and part of the seigniorage 
income was retained by the ECB in accordance with a decision of the Governing Council dated 12 January 
2012 in order to fund the increase in the ECB provision for foreign exchange rate, interest rate, credit and 
gold price risks to its maximum allowable level. In 2010, the ECB’s seigniorage income and income on SMP 
securities amounting to €1,091 million was fully retained by the ECB in accordance with a decision of the 
Governing Council dated 16 December 2010 in order to fund the increase of the above mentioned provision 
to its maximum allowable level.   

5 Net result of pooling of monetary income
This item contains the net result of pooling of monetary income for 2011 amounting to an expense of 
€5,948,645 (2010: €2,622,592); and the Bank’s share of the net result from the decrease in the provi-
sion against counterparty risks in monetary policy operations of the Eurosystem of €1,122,639 (2010: 
€1,609,890) (see note L13 ‘Provisions’ in the notes to the balance sheet).  The net expenditure shown in this 
item amounted to €4,826,006 (2010: €1,012,702) .   

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 con-
sists of the following items: banknotes in circulation; liabilities to credit institutions related to monetary 
policy operations denominated in euro; net intra-Eurosystem liabilities resulting from TARGET2 transac-
tions; and net intra-Eurosystem liabilities related to the allocation of euro banknotes within the Eurosystem.  
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 of the following items: lending to euro area credit institutions related to mon-
etary policy operations denominated in euro; securities held for monetary policy purposes; intra-Eurosystem 

2011 2010 Change
€’000 €’000 €’000 

Write-downs on debt securities 8,381 5,442 2,939 
Write-downs on foreign currency positions 5 17 (12)

Total 8,386 5,459 2,927 
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claims equivalent to the transfer of foreign reserve assets to the ECB; net intra-Eurosystem claims resulting 
from TARGET2 transactions; net intra-Eurosystem claims related to the allocation of euro banknotes within 
the Eurosystem; and a limited amount of each NCB’s gold holdings in proportion to each NCB’s capital key.  
Gold is considered to generate no income. 

Where the value of an NCB’s earmarkable assets exceeds or falls short of the value of the liability base, the 
difference shall be offset by applying to the value of the difference the latest applicable marginal rate for the 
Eurosystem main refinancing operations.

The monetary income pooled by the Eurosystem is allocated among NCBs in relation to the subscribed 
capital key. The net result arising from the calculation of monetary income is a payment by the Bank which 
is the difference between the monetary income pooled amounting to €20,153,207 (2010: €12,025,705) and 
the amount redistributed of €14,168,090 (2010: €9,472,568).  An income of €36,472, being an adjustment 
for previous years’ payments, was received as against a payment of €69,455 in 2010.

6 Other income
Other income includes an amount of €3 million, relating to the balance of unredeemed Maltese lira 5th series 
currency notes, which as at 31 December 2011 amounted to €46,675,865 (2010: €49,894,300). These cur-
rency notes will still be exchangeable at the Bank until 31 January 2018. The value of unredeemed currency 
notes, after deducting therefrom the amount of currency notes which are expected to be redeemed until 
that date, is apportioned as income in the profit and loss account over the remaining period until 31 January 
2018. This accounting treatment is in accordance with the provisions of article 62(3) of the Central Bank of 
Malta Act (Cap. 204) (see note 3(l) ‘Demonetised Maltese lira currency notes’ in the general notes to the 
financial statements). In 2010 this item included an amount of €6.9 million and €2.3 million relating to the 
balance of unredeemed Maltese coins and demonetised Lm10 4th series currency notes which ceased to 
be exchangeable at the Bank subsequent to 1 February 2010 and 13th September 2010 respectively. This 
item also includes income from numismatic issues of coins.

7 Staff costs
Staff costs include salaries and other ancillary costs.  

In 2011, there was no further recognition (2010: €1,310,841) of termination benefits under the ad hoc vol-
untary severance scheme launched during 2010 as part of the Bank’s restructuring programme.

2011 2010 Change 
€’000 €’000 €’000 

Staff salaries 7,773 7,857 (84)
Other staff costs 852 2,324 (1,472)
Training, welfare and other related expenditure 798 753 45 

Total 9,423 10,934 (1,511)
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The full-time equivalent average number of staff employed by the bank during the year was as follows: 

8 Administrative expenses
This item consists of operating expenditure incurred by the Bank.

Other administrative expenses mainly comprise maintenance expenditure, professional fees, travelling costs 
and other services or expense items which are incurred in the course of the Bank’s operations.  Auditors’ 
remuneration, inclusive of VAT, for the current financial year amounted to €74,000 (2010: €71,500).

Compensation to the members of the Board of Directors for the financial year under review amounted 
to €179,966 (2010: €221,648).  The Governor is entitled to such benefits as the use of a leased motor 
vehicle, health insurance cover and refund of certain other expenses.  The Deputy Governor and other 
members of the Board of Directors are entitled to health insurance cover and the refund of certain other 
expenses. 

9 Depreciation of tangible and intangible fixed assets
Depreciation of buildings, equipment, computer hardware and software was charged to the Bank’s profit and 
loss account according to the depreciation rates disclosed in note 3(m) ‘Tangible and intangible fixed assets’ 
in the general notes to the financial statements.

10 Banknote production services
This item includes expenditure relating to the procurement and transportation of euro banknotes and other 
ancillary costs.  Accrued expenditure also reflects the expected costs attributable to the consumption of 
banknotes issued.

2011 2010 Change 
€’000 €’000 €’000 

Market information and communication expenses 582 527 55 
Other administrative expenditure 3,867 3,352 515 

Total 4,449 3,879 570 

2011 2010 Change 
Number Number Number 

Governors 2 2 - 
Divisional Directors 5 4 1 
Heads and executives 85 89 (4)
Supervisory and clerical staff 174 180 (6)
Non-clerical staff 34 34 - 

Total 300 309 (9)



A-39

CENTRAL BANK OF MALTA Financial Statements for the year ended 31 December 2011

Other notes

(a) Off-balance sheet instruments
At the balance sheet date, the principal outstanding off-balance sheet instruments consisted of forward for-
eign exchange contracts with a notional amount of €376,250,000 (2010: €408,065,000) involving the forward 
deals of euro against the forward purchase or sale of other currencies.  

(b) Contingent liabilities and commitments

The Bank’s customers with respect to guarantees and letters of credit are mainly public sector corporations, 
government departments and other entities owned by the Government. 

Financial commitments represent foreign loans received by the Bank on behalf of the Government of Malta 
under Financial Conventions and repayable in due course from funds to be made available by the Govern-
ment.

The Bank also has commitments in respect of tangible / intangible fixed assets and recurrent expenditure 
which extend beyond the balance sheet date. Capital commitments, which are spread over a number of 
years, amount to €9.2 million.

(c) 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 dates, together with the terms of such instruments, are disclosed in notes L5 ‘Liabilities to 
other euro residents denominated in euro’ and L7 ‘Liabilities to euro area residents denominated in foreign 
currency’ to the balance sheet.  The principal impact of banking transactions entered into with the Govern-
ment and the entities referred to above on the Bank’s profit and loss account is interest payable on deposits 
as disclosed in note 1.2 ‘Interest expense’ to the 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.  The principal outstanding transactions as at the balance sheet dates are reflected in note 
(b) ‘Contingent liabilities and commitments’ above. The Bank acts as market maker in Malta Government 
securities 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 note A11.3 ‘Other financial assets’ to the balance sheet).  
Income earned by the Bank from these assets amounting to €11,641,456 (2010: €8,751,403) is included in 
note 1.1 ‘Interest income’ to the profit and loss account. 

2011 2010 Change 
€’000 €’000 €’000 

Guarantees and letters of credit 2,063 2,563 (500)

Repayment of foreign loans on behalf of the Government 1,447 3,434 (1,987)

3,510 5,997 (2,487)

Contingent liabilities

Financial commitments

Total
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(d) Demonetised Maltese lira currency notes 
Maltese lira currency notes were replaced by euro banknotes when Malta became part of the Eurosystem 
on 1 January 2008.  Consequently, Maltese lira currency notes remained legal tender until 31 January 2008 
but will continue to be redeemed at the conversion rate of the Maltese lira for the euro of 0.4293 and without 
charge until 31 January 2018.

During 2011, demonetised Maltese lira currency notes presented for redemption amounted to €3,218,435 
(2010: €6,022,243).  At 31 December 2011, the value of unpresented demonetised currency notes amounted 
to €46,675,865 (2010: €49,894,300).

(e)  Investment securities pledged as collateral
As at 31 December 2011, investment securities have been pledged as collateral against the provision of 
credit lines by a counterparty up to an amount of US$45 million or approximately €35 million (2010: USD45 
million or approximately €34 million).  No amounts were borrowed under these facilities at the balance sheet 
dates. 

(f) Assets held in custody
As at 31 December 2011, assets held in custody by the Bank in terms of the Insurance Business Act (Cap. 
403) amounted to €33,056,173 (2010: €45,006,571).

(g) Management of funds belonging to the Investor and Depositor Compensation 
Schemes

In 2003, the Bank was appointed investment manager in respect of funds belonging to the Investor and 
Depositor Compensation Schemes.  The Bank manages these funds on a discretionary basis in accordance 
with the investment parameters set by the Management Committees of the respective Schemes. As at 
31 December 2011, the Investor and Depositor Compensation Schemes had deposits of €175,007 (2010: 
€211,084) and €477,532 (2010: €148,564) respectively, with the Bank.

(h) Statement of the Bank’s investments
The statement of the Bank’s investments below is disclosed in accordance with the requirements of article 
21(2)(b) of the Central Bank of Malta Act (Cap. 204).

The exposure country is the country of location of the institution or entity with which the Bank’s placements 
and other financial assets are held.  The exposure country in respect of assets held with branches of interna-
tional banks and financial institutions is usually deemed to be the country of location of the parent.  In case 
of subsidiaries of banks and financial institutions, the exposure country is generally determined on the basis 
of the location of the subsidiary undertaking.
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EUR GBP USD Other Total 
€'000 €'000 €'000 €'000 €'000 

Cash, current accounts and
     overnight deposits with banks 9,456

Gold balances 10,347

Placements with banks by exposure country: 
Belgium -  -  29,369 -  29,369
Canada -  -  -  14,148 14,148
Denmark -  -  23,186 -  23,186
France -  18,436 62,911 -  81,347
Italy -  -  3,864 -  3,864
Malta -  23,943 -  -  23,943
Spain 15,000 -  13,525 -  28,525
The Netherlands -  -  24,345 -  24,345
Other countries -  -  -  1,290 1,290

15,000 42,379 157,200 15,438 230,017

Securities by issuer category: 
Government 1,404,167 -  108,439 -  1,512,606
Insurance 10,150 -  -  -  10,150
Monetary financial institutions 559,202 -  122,843 -  682,045
Other financial institutions 123,326 -  42,170 -  165,496
Non-financial institutions 39,119 -  -  -  39,119
Supranational 10,279 -  4,349 -  14,628

2,146,243 -  277,801 -  2,424,044

Claims on the International Monetary Fund 161,973

Participating interest in the ECB 13,997

Transfer of foreign reserves to the ECB 36,407

Other foreign currency assets 179

Total investments 2,886,420


