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Executive Summary

The Annual Progress Report (APR) for Malta contains information on the Macroeconomic
and Budgetary developments in 2024 and the expectations for 2025. The report
also contains information on the implementation of Malta’s reforms and investments
outlined in the Medium-Term Fiscal-Structural Plan (MTFSP). These reforms and
investments contribute to sustainable economic growth, digital transition, research and
innovation, social protection, environmental sustainability, and financial and institutional
resilience. Key initiatives also focus on improving high-quality infrastructure, education,
employment, governance, and justice. This document provides an update on the
implementation of these initiatives since the submission of the MTFSP in September
2024, as well as the last National Reform Programme (NRP) submitted in April 2024. It
presents a structured overview of Malta’s ongoing efforts to strengthen economic and
social resilience, enhance national competitiveness and deliver on the Country-Specific
Recommendations (CSRs). It also includes the distributional impact of two important
2025 budget measures. This analysis reveals that both the income tax reform and the
additional Cost-of-Living Adjustment (COLA) mechanism significantly reduce poverty
and increase disposable income.

Macroeconomic Developments

The macroeconomic forecasts presented in this APR adopt a prudent scenario of
short-term economic developments in Malta. Amid heightened global uncertainty
stemming from shifts in trade policies, risks are tilted to the downside. Recent trade
policy developments, particularly those emerging after the cut-off date of the forecast,
have intensified downside risks to the economic outlook. In 2024, the Maltese economy
maintained its positive momentum, with economic growth being driven mainly by
domestic demand. This was underpinned by consumption growth and supported by a
recovery in real wages and a strong labour market. Government consumption remained
supportive of domestic demand conditions, increasing by 7.3 per cent, mostly driven by
compensation of employees due to the impact of important sectoral wage agreements.
Moreover, investment increased by 2.4 per cent in 2024. Despite the external economic
challenges and uncertainties, a strong performance was registered in the tourism sector
which, along with high-end non-tourism services contributed towards Malta’s economic
growth.
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Nominal Gross Value Added (GVA) grew by 8.8 per cent in 2024. Such growth was
primarily led by the Services sector which contributed 8.1 percentage points cementing
itself as the main source of growth in the Maltese economy, constituting 91.7 per cent
of total GVA generated in 2024. GVA growth was also broad-based across most sectors
of the economy. Solid growth rates were also registered by the Real estate sector, the
Wholesale and retail trade, transportation, accommodation and food services, in line
with robust domestic demand and tourism activity. In addition, despite a sluggish
external environment, GVA generated by the Manufacturing sector increased by 7.1 per
cent during 2024, largely propelled by domestically focused manufacturing activities.

The Ministry for Finance is projecting a growth rate of 4.0 per cent in 2025. Growth is
expected to remain primarily driven by domestic demand, underpinned by sustained
strength in the labour market and improving household income levels. Meanwhile, global
protectionist measures are anticipated to weigh down on exports, however Malta’s limited
reliance on traded goods is expected to contain the direct impact on the economy.
At the same time, weaker external demand conditions and elevated uncertainty are
anticipated to weigh down on export activity and investment sentiment. Uncertainties
pertaining to external developments were a key issue when presenting forecasts for
the short-term. To this end, appropriate risk scenarios were prepared, indicating slight
downward risks for 2025.

Budgetary Developments

The general Government balance for 2024 was equivalent to a deficit of 3.7 per cent,
that is 0.3 percentage points of Gross Domestic Product (GDP) below the MTFSP 2025-
2028 target and decreasing by 1.0 percentage points compared to the deficit of 4.7 per
cent registered in 2023. In 2025, the general Government balance is projected to reach
3.3 per cent on the back of strong revenue performance and stronger-than-expected
economic growth. Debt-to-GDP ratio for 2024 stood at 47.4 per cent, 1.8 percentage
points less than the MTFSP 2025-2028 estimated target, and down from 47.9 per cent in
2023. The projected debt ratio for 2025 is estimated to be at the level of 48.4 per cent.

Digital Transition

Malta is advancing its digital transition through various initiatives, such as the expansion
of the Technology Assurance Sandbox (TAS) and six Artificial Intelligence (Al) pilot
projects in key sectors. The Al projects in customer service, tourism, utilities, and

2



GOVERNMENT OF MALTA

MINISTRY FOR FINANCE

education have been integrated into TAS, while healthcare and transport initiatives are
ongoing.

Research and Innovation

The National Research and Innovation (R&l) Strategic Plan 2023-2027 is driving reforms
to enhance Malta’s research ecosystem, improve funding coordination, and strengthen
policy integration. Efforts include the creation of a Community of Practice for Research
Funding Organisations and initiatives to engage the Maltese diaspora in research
collaboration.

Coverage, Adequacy, and Sustainability of the Social
Protection System

The Government is reinforcing pension sustainability through the implementation of
the Malta Pension Action Plan 2021-2027. Work is currently underway on the 2025
Pensions Strategy Review, which is conducted every five years to ensure the long-term
sustainability and adequacy of Malta’s pension system.

Sustaining and Supporting Investment

The Government is actively promoting private investment to drive economic recovery
by supporting Maltese enterprises, particularly in key tech sectors like Al, Cybersecurity,
and EdTech. Tech.mt, in collaboration with Malta Enterprise, Science Malta, and Malta
Development Bank (MDB), supports Maltese enterprises in key tech sectors through
financial incentives, technical assistance, and funding opportunities.

Sustainable Transport and Multi-modality

The Government is committed to enhance sustainable transport by improving road
infrastructure, particularly through the TEN-T network, and address congestion and
pollution. Efforts to improve maritime and urban transport include several traffic
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reorganisation projects, upgrading ferry terminals, promoting intermodality, and
advancing projects such as the €35 million Connections for Safer Active Mobility.

Resilience and Sustainability of the Healthcare System

Malta is investing in primary care, with the Government currently identifying suitable
sites for planned community clinics in Burmarrad and Pembroke, while renovations at the
Cospicua, Mosta, and Floriana clinics progress. Implementation of the Health Workforce
Strategy for 2030 continues, with workforce planning tools introduced across multiple
medical professions.

Skills, Vocational Education and Training & Adult Learning

The Government is dedicated to enhance skills development, vocational education, and
lifelong learning to address labour market demands and foster economic resilience. Key
initiatives include the NEET Census, which identifies skills gaps among young people,
and the Youth Guarantee 3.0 programme, which supports youth employment through
personalised training and work placements. Furthermore, the Investing in Skills scheme
and the Digital Education Strategy 2025-2030 aim to equip the workforce with essential
digital and green skills, ensuring adaptability and sustainable growth.

Non-discrimination and equal opportunities

The Government is also committed to promote non-discrimination and equal opportunities
through targeted policies aimed at fostering inclusive growth and social resilience. Key
initiatives include the National Lifelong Learning Strategy 2023-2030 and the Social
Plan for Families. Additionally, the Children’s Policy Framework 2024-2030 ensures
children’s access to quality education and healthcare. These measures, along with the
National Strategy for Poverty Reduction and Social Inclusion 2025-2035, are designed
to ensure that individuals from all backgrounds have equal opportunities.
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Renewable Energy and Energy Infrastructure & Networks

Malta continues to expand renewable energy adoption and improve energy infrastructure.
Solar energy schemes, including grants for photovoltaic (PV) panels and battery storage,
have been extended, supporting 12.85 MW of new capacity and 13.74 MWh of battery
storage in 2024. The second electricity interconnector with Sicily is progressing on
schedule, ensuring a more stable and diversified energy supply.

Energy Efficiency

Energy efficiency measures are being implemented across sectors. The Grand Harbour
Clean Air Project has provided onshore power supply for cruise liners, reducing emissions,
while a €50 million extension will expand electrification to additional port areas. In water
infrastructure, a new tunnel linking the Pembroke Reverse Osmosis plant to Ta’ Qali
reservoirs has been completed, reducing energy use in water distribution.

Management of Waste and Natural Resources

Malta is advancing waste management reforms through the EcoHive project, which
includes large-scale infrastructure to reduce landfill use and increase resource recovery.
A €75 million Organic Processing Plant is in development to convert organic waste into
compost and biogas. A Waste-to-Energy plant is also in the pipeline, with tendering at
an advanced stage. Investments in water infrastructure continue.

Strengthening the Justice System and Law Enforcement
Capabilities

The Malta Police Force is advancing its security infrastructure. To modernise forensic
and criminal data management, a Criminal and Forensic Data Repository System (RMS)
and a Laboratory Information Management System (LIMS) are under development.
Legislative reforms are also in progress. These initiatives focus on improving efficiency,
data-driven policing, and streamlining legal processes while enhancing public security.
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Enhancing Governance and Anti-Corruption Measures

Malta is strengthening governance within law enforcement through strategic investments
in data processing and specialised vehicles. The Police Transformation Strategy 2020-
2025, funded by the Internal Security Fund, supports these advancements, including the
introduction of i2 software. The initiatives being undertaken aim to enhance transparency,
accountability, and law enforcement integrity, ensuring a more efficient and ethical
police force.

Effective Enforcement of the Anti-Money Laundering
Framework

Malta’s anti-money laundering (AML) framework is being reinforced through supervisory
interventions by the Malta Financial Services Authority (MFSA) and the Malta Gaming
Authority (MGA), in collaboration with the Financial Intelligence Analysis Unit (FIAU).
The FIAU Strategy 2023-2026 is progressing, with a focus on improving financial crime
detection and prevention. The FIAU increased further cross-border cooperation through
international agreements.

Addressing Potential Aggressive Tax Planning

The Malta Tax and Customs Administration is implementing the Delivering Transformation
Strategic Plan 2023-2025, focusing on risk mitigation through enhanced statistical
analysis. Efforts to counter aggressive tax planning include preparatory work for Pillar
2, DAC 8/CARF transposition, and compliance with OECD Exchange of Information on
Request (EOIR) standards.
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Chapter 1
Introduction

In accordance with Article 21 of regulation (EU) No. 2024/1263 of the European
Parliament and of the Council on the effective coordination of economic policies and on
multilateral budgetary surveillance, Malta is submitting its first Annual Progress Report
(APR). This APR contains information about the progress in the implementation of the
net expenditure path as set in Malta’s Medium-Term Fiscal Structural Plan (MTFSP) as
endorsed by the Council in November 2024. Such a report also contains information
on the implementation of the MTFSP’s reforms and investments in the context of the
European Semester and has been prepared in line with Guidance Notice C/2024/3975'
by the Commission.

Furthermore, the aim of the APR is to provide an update on the state of the economy,
its public finances and on the implementation of reforms and investments. In this view,
this APR is structured in the following manner:

e Chapter 2: Gives a detailed overview of the macroeconomic developments in the
outturn data for 2024, together with outlook for 2025 considering both domestic
and external developments.

e Chapter 3: Focuses on both the developments in the net nationally financed
primary expenditure and other budgetary developments in relation to the overall
debt and deficit ratios. It provides updated outturn budgetary and macroeconomic
developments for 2024 and outlines the expectations going forward in 2025.

e« Chapter 4: Contains an analysis of the impact of the income tax reform and the
additional Cost-of-Living Adjustment mechanism announced in the 2025 Budget
on income distribution and poverty levels of households.

 Chapter 5: Provides an update on the implementation progress of reforms and
investments addressing the Country Specific Recommendations, the European
Union’s common priorities (including the European Pillar of Social Rights), and the
Sustainable Development Goals.

T Guidance to Member States on the Information Requirements for the Medium-Term Fiscal-Structural Plans and for the

Annual Progress Reports.
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The Ministry for Finance published this document, with an important contribution from
several Ministries and entities across Government, including the National Statistics
Office. The macroeconomic projections for 2025 underlying this Report have been
duly endorsed by the Malta Fiscal Advisory Council.
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Chapter 2
Macroeconomic Developments

2.1 Economic Conditions for 2024

The Maltese economy maintained its positive momentum in 2024, as economic activity
increased by 6.0 per cent in real terms, 1.1 percentage points higher than the projected
4.9 per cent in the Draft Budgetary Plan 2025 (DBP). Economic growth was primarily
led by domestic demand, which contributed 4.4 percentage points. Domestic demand
was driven by strong consumption growth, supported by a robust labour market and the
recovery in real wages. Moreover, despite a persistently weak external environment, net
exports contributed 1.6 percentage points to real Gross Domestic Product (GDP) growth
on the backdrop of resilient services exports, propelled by the positive performance of
the tourism sector. Inventories made no substantial impact on economic growth.

In 2024, private consumption normalised as savings returned to pre-pandemic levels.
Nevertheless, private consumption remained strong, increasing by 5.7 per cent in
real terms. Consumption increases were broad-based, with growth being particularly
significant for Restaurants and accommodation services, followed by Insurance and
financial services, Information and communication, and Education services. Such
broad-based consumption increases reflect the stabilisation in inflationary pressures,
which coupled with an acceleration in wage growth, enabled a recovery in household
purchasing power.

Government consumption remained supportive of domestic demand conditions,
increasing by 7.3 per cent, mostly driven by compensation of employees due to the
impact of important sectoral agreements. Moreover, investment increased by 2.4 per
cent in 2024, although showing some weaknesses in the final months of the year. While
real investment recovered by 6.8 per cent in the first three quarters of 2024, investment
contracted by 9.3 per cent in the final quarter. Indeed, investment declined across most
asset types, except for intellectual property products, partly reflecting the impact of
increased uncertainty on investment decisions. On the external front, export growth
decelerated slightly from 5.6 per cent in 2023, to 5.3 per cent in 2024, as tourism
continued to exceed expectations, while non-tourism services remained resilient. Imports
on the other hand increased by 4.7 per cent, driven by imports of services, although
goods imports declined in line with weaker than expected investment.
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Nominal Gross Value Added (GVA) grew by 8.8 per cent in 2024. Growth was primarily
led by the services sector which contributed 8.1 percentage points, while the industrial
sector contributed 0.4 percentage points. Consequently, the services sector remained
the main source of growth in the Maltese economy, constituting 91.7 per cent of total GVA
generated in 2024. GVA growth was broad-based across most sectors of the economy,
except for the Non-Manufacturing Industrial sector which declined by 2.1 per cent. By
contrast, growth was particularly solid in the Real estate sector, where GVA growth
stood at 16.6 per cent. This was followed by Public administration (14.2 per cent), and
Wholesale and retail trade, transportation, accommodation and food services (10.1 per
cent), in line with robust domestic demand and tourism activity. In addition, despite a
sluggish external environment, GVA generated by the Manufacturing sector increased
by 7.1 per cent during 2024, largely propelled by domestically focused manufacturing
activities.

From the income side, gross operating surplus increased by 6.6 per cent. The moderation
in profit growth reflects a pick-up in compensation of employees, which increased by
1.4 per cent. This acceleration in wages can be partly attributable to the impact of a
collective agreement signed with educators, as well as the effects of a tight labour market
and the lagged response to high inflation in the previous years. This meant that the
labour share increased to 41.5 per cent of GDP, from 40.7 per cent in the previous year.

2.2 The Short-Term Scenario

Headwinds to the external outlook have intensified since Autumn, with heightened
uncertainty surrounding international trade policy and its impact on growth and business
confidence. Following the cut-off date of this forecast, the new United States (US)
administration announced broad-based tariffs across its trading partners, with a 20.0
per cent tariff imposed on the European Union (EU). Such tariffs have been temporarily
paused to a reduced level of 10.0 per cent, adding to earlier measures (of 25.0 per cent)
targeting steel and aluminium, as well as automobiles.

The imposition of these tariffs would have a significant impact on the bloc’s export
competitiveness in the large US market, and negatively influence income levels, especially
in manufacturing-dependent economies. Tariffs and reciprocal measures between the
US and the EU, in addition to disruptions to the global supply chain, would also lead to
higher input costs for businesses, which would be passed on to the consumer, leading
to higher inflation, although this could be partly mitigated by weaker global growth and
trade diversion from the Asian continent where the escalation of US tariffs is expected

10
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to be concentrated. The restructuring of global trade flows in response to these tariffs
would act as a considerable drag on global economic activity, posing a downside risk
to the forecast outlined in this Annual Progress Report (APR).

Even if tariff measures are withdrawn or negotiated downwards, trade uncertainty has
increased significantly. Such uncertainty was already weighing on economic growth
before the announcement of sweeping trade restrictions, as the recovery in European
countries slowed down in the final quarter of 2024. Consequently, even if protectionist
measures are not fully implemented, trade uncertainty is anticipated to exert a significant
drag on confidence, causing delayed investment and hiring decisions, and supply chains
disruptions.

Given its openness to trade, the Maltese economy would be impacted from these
measures, although mostly through indirect channels. In 2024, goods exports accounted
for 15.2 per cent of total nominal exports, and up to this point, a significant portion of
these goods are exempt from the announced tariffs. Therefore, the Maltese economy’s
dependence on services acts as a buffer against the direct impact of protectionist
measures. Nevertheless, both goods and services exports are still expected to be affected,
particularly through second-round and induced effects from weaker external demand.
Moreover, increased economic volatility is already weighing on the short-term outlook
for investment, as businesses defer planned investments.

Against this background, the Maltese economy is expected to expand by 4.0 per cent
in 2025. Growth is anticipated to be particularly led by the domestic side, which is
expected to contribute 3.7 percentage points, supported by a robust labour market.
Meanwhile, the external component is expected to provide only a modest contribution
of 0.3 percentage points to growth.

Private consumption is expected to continue moderating in 2025, with an increase of
4.7 per cent. This normalisation comes on the back of the depletion of accumulated
savings, as well as a slowdown in employment growth, including measures which are
expected to slow down migration inflows. At the same time, during the final quarter of
2024, real wages recovered to the levels recorded prior to the inflationary shock, and
wages are expected to continue increasing slightly above the long-term average in 2025,
partly due to the collective agreement in the public sector. Coupled with the widening
of income tax bands, which should improve households’ financial position and consumer
confidence, this is expected to sustain strong consumption increases in the short-term,
mitigating the effects from high uncertainty and lower net migration.

n
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In 2025, public consumption growth is projected to increase by 6.5 per cent in real
terms, mostly driven by compensation of employees and intermediate consumption.
This implies that the share of public consumption in real GDP will average 17.7 per cent.

With regards to investment, the inherently volatile nature of gross fixed capital formation
(GFCF) makes it relatively challenging to forecast. Hence, when forecasting investment,
a relatively prudent approach is normally followed, factoring in only those projects that
have a strong political commitment or a high probability of realisation, while assuming a
relatively high import content. In this context, investment is expected to increase by 2.5
per cent in 2025, marking a downward revision from the DBP forecast. This downward
revision reflects the expected drag from elevated uncertainty. The resulting negative
carry over effect from last year, combined with increased uncertainty, is anticipated
to dampen investment in machinery and equipment, as firms adopt a more cautious

Chart 1
GDP Growth Rate and Contributions
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Table 1
Main Macroeconomic Indicators

| 2022 | 2022 | 2023 | 2024 | 2025

GDP growth at current market prices (%) 16.1 9.6 12.4 9.4 6.7
GDP growth at Chain Linked Volumes by period (%)®®@ 13.3 43 6.8 6.0 4.0
GDP Deflator (%) 2.4 5.1 53 3.2 2.6

Expenditure Components of GDP

at Current Market Prices by period (%)

Private final consumption expenditure® 13.0 17.0 19.2 9.2 7.0
General Government final consumption expenditure 8.2 3.7 8.1 12.5 11.7
Gross fixed capital formation 28.5 15.7 -12.0 3.6 4.0
Exports of goods and services 1.2 18.7 9.1 8.4 5.9
Imports of goods and services -1.5 23.3 5.5 7.6 6.1

Expenditure Components of GDP

at Chain Linked Volumes by period (%)®

Private final consumption expenditure® 11.8 11.1 12.2 5.7 4.7
General Government final consumption expenditure 6.0 0.1 3.1 7.3 6.5
Gross fixed capital formation 22.2 9.8 -17.0 2.4 2.5
Exports of goods and services -0.4 13.7 5.6 5.3 34
Imports of goods and services -2.8 18.4 2.0 4.7 3.6
Inflation rate (%) 0.7 6.1 5.6 2.4 2.3
Employment growth (National Accounts Definition) (%) 2.8 4.9 6.8 5.1 4.0
Unemployment rate (Harmonised definition, Eurostat) (%) 3.8 3.5 3.5 3.1 3.0
Compensation per employee (% change) 4.9 5.0 2.3 5.9 5.0
Labour productivity (% change) 10.2 -0.6 0.0 0.8 0.0
Nominal Unit Labour Cost (% change) -4.8 5.7 2.3 5.0 5.0
Real Unit Labour Costs (% change) -7.1 0.6 -2.8 1.7 2.3

W Users should note that chain-linking gives rise to components of GDP not adding up to the aggregate real GDP series. This non-additivity, similar to that in other countries’ national accounts, is

due to mathematical reasons and reflects the fact that chain-linked volumes are calculated by separately extrapolating both totals and their sub-components.
) Reference year 2020.

G Includes NPISH final consumption expenditure.

Source
National Statistics Office, Ministry for Finance

stance and postpone capital outlays. At the same time, weak equipment investment is
expected to be partially offset by sustained construction activity.

Trade tensions are anticipated to weigh on goods exports, although services exports
are expected to remain resilient. The tourism sector has, thus far, held up well amid

13
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prevailing uncertainty. In January, inbound tourism increased by 12.6 per cent, with
high-frequency indicators pointing to further strengthening in the off-peak season.
Export growth should also be supported by resilient non-tourism services, which are
expected to gain momentum in the second half of the year. By contrast, goods exports
are expected to remain weak throughout the year. In this context, exports are projected
to increase by 3.4 per cent. Moreover, import growth is projected to ease from 4.7 per
cent in 2024 to 3.6 per cent in 2025, partly a result of weak investment activity which
tends to be relatively import intensive in Malta. At the same time, sustained household
demand and an assumed weaker euro' should provide some support for imports.

Chart Tillustrates the projected growth rate of GDP for 2025, and its main contributors.
Table 1 presents the main macroeconomic indicators for the years 2021-2025. The figures
for 2021to 2024 represent actual data published by the National Statistics Office (NSO),
while the data for 2025 represent the scenario-based projections of the Ministry for
Finance (MFIN). The macroeconomic forecasts take into account the latest available
data and are provided in the Statistical Appendix.

Assumptions for Projections

The macroeconomic forecasts presented are based on the following assumptions:

e Economic activity in Malta’s main trading partners is expected to increase by 1.0
per cent in 2025, remaining largely stable over the previous year. The estimate for
global GDP growth is based on the Consensus Economics Forecasts of March 2025.

e World prices, weighted by Malta’s main trading partners, are assumed to increase
by 2.1 per cent in 2025, after declining by 2.7 per cent in 2024.

* Qil prices are projected to decrease from an annual average of $80.5 per barrel in
2024, to $74.2 in 2025.

 The Euro/Dollar exchange rate is expected to depreciate from an annual average
of 1.0775 in 2024 to 1.0663 Dollars per Euro in 2025. This constitutes an assumed
depreciation of the Euro vis-a-vis the Dollar of 1.0 per cent, on average.

"The weakness of the Euro in the forecast assumptions reflects the conventional expectations at the time these forecasts
were carried out. More recently, and contrary to those expectations, the Euro proved to be stronger, driven by the recent

movements in capital flows.

14
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« The Euro/Sterling exchange rate is expected to depreciate from 0.8415 in 2024 to
0.8364 Pounds per Euro in 2025, which translates to a depreciation of 0.6 per cent.

e The short-term interest rate is assumed to decrease to an annual average of 2.4 per
cent in 2025, down from 4.1 per cent in 2024. Long-term interest rates are assumed
to decrease marginally to an annual average of 3.3 per cent in 2025, from 3.4 per
cent in 2024.

* Changes in inventories are assumed not to contribute to GDP growth.

The cut-off date for the forecast presented in this report is 26" March 2025 and although
the US tariffs were announced on 2™ April 2025, the impact of heightened uncertainty
from potential tariffs was taken into account, including the impact on external demand
and investment activity. Nevertheless, the extent of the daily changes in external
conditions call for extra prudence in the reliance on these forecasts and risks surrounding
this outlook are more prevalent than usual.

Potential Output and Output Gap

The estimation of potential output and the output gap relies on the widely accepted
production function methodology. Any disparities between the estimates of the European
Commission (EC) and MFIN projections underlying this report can be attributed to
differences in macroeconomic expectations.

Chart 2 depicts recent potential output and output gap developments, as well as
current year estimates. From 2013 to 2024, the average growth in potential output
stood at 6.3 per cent, slightly lower than actual output. Consequently, the output gap
was marginally positive at 0.3 per cent of potential output over this period. Since the
pandemic, potential output remained stable, underpinned by a strong labour market
and positive migration flows. As for 2025, potential output growth is expected to slow
down to 4.3 per cent. Labour is estimated to be the primary contributor to potential
output growth, although its contribution is expected to ease from 3.9 percentage
points in 2024 to 2.3 percentage points in 2025. The lower labour contribution comes
on the back of weakening net migration assumptions and lower increases in labour
participation rates. Moreover, capital accumulation is set to contribute 1.3 percentage
points while Total Factor Productivity (TFP) is expected to contribute 0.7 percentage
points, as productivity is set to remain weak. Therefore, the output gap is projected to
remain marginally negative at 0.5 per cent of potential output.

15
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Chart 2
Malta’'s Potential Output Growth and Output Gap Estimates
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Comparison with the Commission’s Forecast

The macroeconomic projections in this report are slightly more prudent for 2025
compared to the EC Autumn Forecast. For 2025, the EC expected GDP growth to stand
at 4.3 per cent, primarily supported by domestic demand, which was anticipated to
contribute 3.2 percentage points to economic growth. Net exports were also expected
to contribute positively, adding 1.2 percentage points to overall growth. In comparison,
the projections outlined in this report are 0.3 percentage points lower than the latest
EC forecast, reflecting increased trade tensions since last autumn. Nonetheless,
both forecasts anticipate domestic demand, underpinned by strong labour market
fundamentals, to be the main driver of growth in 2025.

16
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2.3 Sensitivity Analysis

Ensuring the accuracy of macroeconomic forecasts is important, especially in the case
of a small and open economy like Malta, and particularly in times of heightened global
uncertainty. Given the role of macroeconomic forecasts in setting a foundation for
economic and fiscal policy making, the assessment of past forecasting performance
and the balance of risks is important to improve accuracy and maintain credibility of
the forecasting exercise. Reliable economic forecasts also foster economic certainty and
confidence, while minimising fiscal biases and costs. Accordingly, this section outlines
the rationale for ensuring that macroeconomic projections are grounded in realistic, or
on a more prudent scenario, in line with Directive 2011/85/EU, as amended by Directive
2024/1265/EU.

GDP forecast errors have historically proven to be relatively higher for Malta than for
larger and less open economies within the EU. Larger forecast errors are expected
for a small and open economy, due to an inherent vulnerability to external shocks.
Furthermore, this is also a result of significant structural change which the Maltese
economy has experienced during the years, in addition to significant ex-post revisions
in national accounts data.

The macroeconomic projections in this chapter are based on a baseline scenario that
incorporates a set of exogenous assumptions concerning global economic conditions,
including international prices, energy markets, and exchange rate dynamics. To gauge
the uncertainty surrounding these projections, sensitivity analyses are undertaken on
key variables. The robustness of the baseline is further evaluated through the application
of alternative forecasting methodologies, as described in the following sections.

The Accuracy of Past Forecasting Performance

The updated analysis on the accuracy of past forecasting performance by the Economic
Policy Department (EPD) within the MFIN shows a tendency to underestimate GDP
growth and hence a downward bias in the GDP growth projections over the entire
forecast horizon, especially when excluding the crisis years. The downward bias has
increased over the past years, as real GDP growth consistently surprised on the upside.
This is also influenced by statistical revisions, predominantly in the upward direction
when compared to the early releases of the national accounts data on which forecasts
are generally based. The recent statistical benchmark revision in national accounts may
also affect the readings of forecast errors, affecting the base on which those previous
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projections were undertaken. At the same time, the underestimation of real GDP growth
is also a result of the prudent approach taken by MFIN in its macroeconomic projections.

The current year forecasts in spring display a Root-Mean Squared Error (RMSE) of 3.4.
However, it is important to note that the sample size employed is rather small and the
earliest available forecast is that of 2004. The small sample size and the statistical
revisions play an undue influence on this evaluation and limit comparability with the
forecast accuracy displayed by other economies. Over successive forecast vintages, the
widening of errors can be primarily attributed to the relatively large forecast errors in
2013, 2014, 2015 and 2017 which are symptomatic of significant upward revisions in the
national accounts data. Excluding these years, the RMSE would decline to 1.6, reflecting
the significant forecast errors during these years which also represent structural shifts
in the economy with increased prominence in high-value added sectors.

The Balance of Risks

The evaluation of the risk and uncertainty of the current macroeconomic projections
underlying this report is based on an ex-ante analysis of past forecast errors which
determine the level of uncertainty. Ex-post, a number of alternative but plausible
economic scenarios generated with the forecasting model used by the EPD are also
simulated to determine the balance of risks surrounding the baseline projections.

In order to capture the balance of risks around the macroeconomic forecasts, ten
alternative model-based growth scenarios were performed. These scenarios are
summarised as follows:

1. Improved economic activity in Malta’s main trading partners, as indicated by the
upper bound projections of the Consensus Economics Forecasts.

2. Weaker economic activity in Malta’s main trading partners, as indicated by the lower
bound projections of the Consensus Economics Forecasts.

3. Higher interest rate scenario, assuming that increased fiscal spending in Europe
during the second half of 2025 leads to higher long-term interest rates than assumed
in the baseline, leading to a steepening of the yield curve.

4. Weaker services exports, reflecting the downside risk that export-oriented sectors
could face challenges due to rising domestic costs, and a more pronounced impact
from elevated uncertainty on discretionary spending.
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5. Elevated consumption, which assumes that consumption will continue increasing in
line with its long-term average as the labour market could turn out stronger than
envisaged in the baseline, and consumer confidence improves on the back of the
widening of the income tax bands and lower inflation.

6. Upside tourism scenario, with improved projections for the shoulder months, in line
with high frequency indicators that continue to indicate sustained demand over the
near term.

7. Euro appreciation scenario, assuming a stronger euro relative to the baseline. This
scenario reflects the potential for a further reassessment of the dollar amid elevated
global uncertainty and a global realignment of capital flows. Moreover, the Euro could
be further boosted by higher defence and infrastructural spending. An appreciation
of the euro would dampen exports, while lowering imported inflation.

8. Lower labour supply, where a sharper slowdown in inward migration leads to subdued
employment expansion and weaker domestic demand.

9. Escalating trade tensions, assuming that tariff measures lead to significantly weaker
external demand and supply chain disruptions result in high industrial prices and
import costs. The increased friction in global trade would further dampen goods
exports, while also weighing down on investment activity and confidence.

10. Lower commodity and world prices, reflecting the risk that the demand shock from
trade restrictions outweigh any inflationary impact from supply chain disruptions,
leading to lower imported inflation. Re-routing of exports from countries with
overcapacity could also lead to downward price pressures, although this would affect
export competitiveness in related sectors.

These represent scenarios that are plausible alternatives to the baseline projections.
While economic judgement influences the choice of these scenarios, this judgement is
also underpinned by the constant monitoring of prevailing economic conditions and is
supported by various meetings with stakeholders and regulators operating within the
Maltese economy.

Uncertainty and the Balance of Risks Underlying the Macroeconomic
Projections

The uncertainty surrounding the macroeconomic projections is based on the past
forecast error variance of GDP. The alternative model scenarios documented above
are used to assess the balance of risks based on the Pearson skewness indicator. This
indicator shows that there are downside risks for 2025. Considering the most adverse
scenario, real GDP growth could turn out 1.1 percentage points lower than the baseline,
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Chart 3
Fan Chart with GDP Growth Forecasts
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while growth could turn out higher by 0.7 percentage points in the most optimistic
scenario. Chart 3 represents the uncertainty and the balance of risks surrounding the
macroeconomic forecasts presented in this Annual Progress Report.

Alternative Model Forecasts

The EPD developed seven alternative forecasting models, which encompass model-free
statistical forecasts (two Holt-Winters Seasonal Smoothing Methods), model-based
univariate forecasts (two ARIMA models) and model-based multivariate forecasts (three
VAR models, with exogenous and supply-side variables). Another VAR that includes
uncertainty indicators was also implemented during this forecast round. These models
assist the Department in benchmarking the results derived from the main macro-
econometric model.
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For 2025, the simple average of all models provides an estimate of 3.8 per cent for real
GDP growth. This is marginally below the baseline GDP forecast. However, this reflects
the subdued output from the exponential smoothing models which give significant
weight to most recent observations. Indeed, the average of the VAR models suggest a
higher growth rate of 4.4 per cent. Therefore, the baseline GDP forecasts is well-anchored
within the range provided by the suite of alternative models.
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Appendix Table 1a
Macroeconomic Prospects

Level Rate of Change

1. Real GDP B.lg 18.1 43 6.8 6.0 4.0

2. Nominal GDP B.1g 20.5 9.6 12.4 9.4 6.7
Components of real GDP

3. Private consumption expenditure® P.3 8.5 11.1 12.2 5.7 4.7

4. Government consumption expenditure P3 3.1 0.1 3.1 7.3 6.5

5. Gross fixed capital formation P.51 33 9.8 -17.0 24 2.5

6. Changes in inventories and net acquisition of valuables (% of GDP) P.52+P.53 1.0 0.9 0.9 0.8

7. Exports of goods and services P.6 23.4 13.7 5.6 5.3 3.4

8. Imports of goods and services P7 20.3 18.4 2.0 4.7 3.6
Contribution to real GDP growth®

9. Final domestic demand 14.9 6.8 1.8 4.4 3.7
10. Change in inventories and net acquisition of valuables P.52+P.53 -0.1 0.0 0.0 0.0
11. External balance of goods and services B.11 3.1 -2.5 5.0 1.6 0.3

€ billions

@ projections for 2025

© Includes NPISH final consumption expenditure

) Users should note that chain-linking gives rise to components of GDP not adding up to the aggregate real GDP series. This non-additivity, similar to that in other countries’ national accounts, is due to mathematical

reasons and reflects the fact that chain-linked volumes are calculated by separately extrapolating both totals and their sub-components.

A

ppendix Table 1b

Price Developments

Level
2023

Percentage change over previous period

2022

2023

2024

2025

Percentages unless otherwise indicated

1. GDP deflator 125.6 5.1 53 3.2 2.6
2. Private consumption deflator 120.0 5.3 6.3 3.2 2.2
3. HICP 120.0 6.1 5.6 2.4 23
4. Public consumption deflator 120.6 3.6 4.8 4.8 4.8
5. Investment deflator 130.6 5.3 6.0 1.2 15
6. Export price deflator (goods and services) 119.4 4.3 3.3 2.9 2.4
7. Import price deflator (goods and services) 116.2 4.2 3.4 2.8 2.4

™ Index (base = 2015)

@) projections for 2025
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Appendix Table 1c
Labour Market Developments

Level Rate of Change
Percentages unless otherwise indicated £5A Code 2023 2022 | 2023 | 2024 | 2025
1. Employment, persons? (Thousand Persons) 308.1 4.9 6.8 5.1 4.0
2. Average Annual Hours Worked? 1,847.8 0.3 0.1 -1.6 0.0
3. Unemployment rate (Harmonised definition, Thousands) 10.9 3.5 3.5 3.1 3.0
4. Labour Productivity, persons (Real GDP per person employed) 58,827.9 -0.6 0.0 0.8 0.0
5. Labour Productivity, hours worked (Real GDP per hour worked) 31.8 -0.9 -0.1 2.4 0.0
6. Compensation of employees (€ billion) D1 8.4 10.2 9.7 11.4 9.2
7. Compensation per employee (€) 31,573.9 5.0 2.3 5.9 5.0

@ Projections for 2025

2 National Accounts Definition, Domestic Concept

Appendix Table 1d
Potential GDP and Components

Percentage change over previous period

2023 2024 2025

Potential GDP 4.7 6.1 5.9 43
Contribution to potential growth

Labour 1.1 39 39 2.3
Capital 2.3 1.2 1.2 1.3
Total factor productivity 1.3 1.1 0.8 0.7
Output Gap? -0.9 -0.3 -0.2 -0.5

() Projections for 2025

@ Output Gap as a percentage of Potential GDP
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Appendix Table 1e
External Assumptions

Percentages unless otherwise indicated

Short-term interest rate (annual average)

Long-term interest rate (annual average)

€/USD exchange rate (annual average)

€/STG exchange rate (annual average)

Real GDP Growth of main trading partners (% change)
World Industrial Prices (% change)

Oil prices (Brent, USD/barrel)

M Assumption for 2025

24

ECB

ECB

ECB, Consensus Economics (March 2025)
ECB, Consensus Economics (March 2025)
Eurostat, Consensus Economics (March 2025)
Eurostat, Consensus Economics (March 2025)

US Energy Information Administration (EIA),
Consensus Economics (March 2025)

2022

0.5
2.4
1.048
0.869
1.4
26.0

100.8

2023

3.8
3.7
1.085
0.868
0.5
-1.3

82.5

2024

4.1
3.4
1.078
0.842
1.0
-2.7

80.5

20251

2.4
3.3
1.066
0.836
1.0
21

74.2
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Chapter 3
Budgetary Developments

In this section of the Annual Progress Report (APR), the main budgetary developments for
2024 will be presented as well as the Government fiscal forecast for 2025. Furthermore,
this chapter will go through developments associated with the actual net expenditure
path. The main aim is to assess these developments with the targets set out in the
Medium-Term Fiscal Structural Plan (MTFSP). The APR also outlines the fiscal measures
that have been implemented or are currently underway.

3.1 The Net Expenditure Path

Under the reformed European Union (EU) economic governance framework, the net
nationally financed primary expenditure serves as a single operational indicator in
determining Member States’ fiscal trajectory and for monitoring the appropriate fiscal
surveillance. In the MTFSP, a country-specific net expenditure path is established and
is anchored in the Commission’s debt sustainability analysis, informed by individual
macroeconomic and fiscal risk assessments.

Net expenditure growth is expected to normalise in 2025, with a slight contraction of
0.1 per cent, bringing Malta’s trajectory back in line with the MTFSP path.

Despite the temporary increase in expenditure, the debt-to-Gross Domestic Product
(GDP) ratio has continued its downward trend, remaining comfortably below the 60.0 per
cent reference threshold. The fiscal deficit also outperformed projections, underpinned
by strong revenue growth and a robust economic backdrop.

This report draws on updated macroeconomic data and forecasts, which indicate an
overall stronger fiscal performance than projected in the MTFSP for Malta 2025-2028 as
revenue outturn data has surpassed expectations. The net primary expenditure growth
is estimated to have reached 14.3 per cent in 2024, exceeding both the Commission’s
reference trajectory and the MTFSP’s 7.4 per cent target for the 2024 base year. Net
nationally financed primary expenditure is estimated at €8,169.4 million, representing a
€622.0 million increase compared to the projection in the MTFSP.
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Growth in net nationally financed primary expenditure in 2024 exceeded the target setin
the MTFSP primarily due to several exceptional capital transfers which are not expected
to repeat themselves in subsequent years. These included exceptional support to public
enterprises for infrastructure projects which were not envisaged in the original MTFSP
forecast or the budgetary commitments presented in Autumn 2023 and 2024. Notably,
a capital injection of €156 million was provided to KM Malta Airlines for the acquisition
of three aircrafts from Malta Air Travel Ltd, a Government-owned company was treated
as a capital transfer rather than a financial transaction with a deficit neutral impact as
originally envisaged in earlier plans. Additionally, €88.5 million was transferred to the
legacy Air Malta operation to support its wind-down process. Exceptional transfers
were also directed towards energy and infrastructure projects, including €115 million
to cover future energy infrastructure works, €65.9 million for the further development
of industrial parks and related facilities around Malta and Gozo, as well as €24 million
to the Water Services Corporation. These extraordinary support measures which were
not originally envisaged as capital transfers in the budgetary plans, account for 6.6 per
cent of net nationally financed primary expenditure growth in 2024 and explain the bulk
of the deviation from the net expenditure growth targets as presented in the MTFSP.

Grants aimed at promoting the electrification of transport, particularly for the purchase
of electric vehicles, amounted to €51.7 million — of which €29.7 million was funded
under the Recovery and Resilience Facility (RRF), while €22 million were financed from
the national budget. Moreover, the settlement of arrears arising from the educators’
collective agreement, are estimated at €35 million.

These non-recurring outlays, while supportive of long-term strategic objectives, lifted
the net expenditure figure for 2024 above its MTFSP trajectory. In addition, expenditure
on EU-funded programmes (including co-financing) also fell short of expectations,
amounting to €169.6 million compared to the €408.4 million estimated in Autumn 2024.

Given the exceptional increase in the net expenditure indicator during the base year
due to these extraordinary expenditure items, net expenditure growth is expected to
normalise in 2025, with a slight contraction of -0.1 per cent. This would mean that Malta
is expected to remain in line with the average net expenditure path as established within
the MTFSP.

Nevertheless, the debt-to-GDP ratio has continued to decline, remaining well below
the 60.0 per cent reference threshold, and the fiscal deficit improved relative to earlier
projections. This comes at the back of strong revenue performance and strong economic
growth.
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3.2 Outturn Budgetary Developments

Outturn government statistics data for 2024 indicates that the Government reported a
deficit of 3.7 per cent of GDP, an improvement of 0.3 percentage points compared to the
MTFSP target and 1.0 percentage point lower than the 2023 deficit of 4.7 per cent. This
improvement in the deficit figure relative to the MTFSP target, is mainly attributed to
a stronger-than-anticipated increase in revenue, which outpaced the extraordinary rise
in expenditure as explained earlier. It is worth noting that this increase in revenue was
primarily driven by higher collections from current taxes on income and wealth, due to
exceptional circumstances which increased income tax payments related to international
corporations. This was also complemented by stronger tax collection efficiency brought
about by reforms within Malta’s tax administration.

In 2024, the increase in expenditure is mainly due to various exceptional capital transfers
partially attributed to the capital injection in the newly created airline company and an
increase in compensation of employees which reflects the new sectoral agreements.
The former includes the financing of an aircraft acquisition, and the latter includes the
settlement of arrears in relation to the education sectoral agreement. As indicated
earlier, positive discretionary measures in 2024 included the enhanced tax collection
efficiency and the increased revenue from the national citizenship investment scheme.
Expenditure on the other hand declined due to lower subsidies paid in relation to
energy support measures. Nevertheless, major exceptional outlays in 2024 included
restructuring assistance and capital transfers to the national airline which increased
expenditure substantially.

Malta’s debt-to-GDP ratio in 2024 decreased to 47.4 per cent, 1.8 percentage points
below the MTFSP forecast, and 0.3 percentage points lower than in 2023. This positions
Malta well below the 60.0 per cent Treaty threshold, indicating that the overall debt level
remains sustainable. Nevertheless, this does not diminish the need for prudent fiscal
management and continued efforts to preserve long-term debt sustainability.

3.3 Projected Budgetary Developments in 2025

In line with projected trends in overall Government revenue and expenditure, the budget
deficit is anticipated to narrow to 3.3 per cent of GDP in 2025. The Government remains
firmly committed to a gradual and sustainable path of fiscal consolidation, underpinned
by strategic investments and structural reforms aimed at fostering long-term economic
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growth. The 2025 deficit estimate reflects an improvement of 0.5 percentage points
relative to the MTFSP target, and a 0.4 percentage points reduction compared to the
2024 deficit. Furthermore, the structural effort is expected to reach 0.5 percentage points
in 2025, thus Malta would remain in line with the MTFSP’s deficit reduction trajectory.

In 2025, revenue is projected to decline by 1.4 percentage points of GDP, mainly due
to a normalisation of current taxes on income, which are expected to fall from 15.1 per
cent in 2024 to 13.9 per cent. This also reflects the anticipated impact of income tax
reform measures. Additionally, proceeds from the citizenship by investment scheme
are expected to decrease, while exceptional revenue recorded in 2024 is not projected
to recur. Although there may be upside risks to these revenue projections linked to
ongoing developments in international corporate taxation, a cautious approach has
been adopted in the current projections. On the expenditure side, most components
are expected to remain broadly stable as a share of GDP. The main exception is capital
transfers, which are projected to decline notably in 2025, reflecting the normalisation
of the exceptional outlays recorded in 2024. Furthermore, a further slight reduction in
energy-related subsidies is anticipated.

Malta’s debt-to-GDP ratio is expected to increase to 48.4 per cent in 2025, 1.4 percentage
points below the MTFSP forecast of 49.8 per cent in the corresponding year, and
1.0 percentage point higher than in 2024. This is underlined by more conservative
growth projections and a positive stock-flow adjustment in 2025, mainly on account of
positive ESA adjustments. This still positions Malta well below the 60.0 per cent Treaty
threshold, indicating that the overall debt level remains sustainable in accordance with
the Commission’s Debt Sustainability Analysis (DSA).

The cornerstone of the fiscal strategy is the containment of net nationally financed
primary expenditure growth, in line with the revised Stability and Growth Pact.
Specifically, expenditure growth will be limited to a pace consistent with reducing the
primary structural deficit by an average of 0.5 percentage points annually. While outturn
data for 2024 indicates that net expenditure exceeded the target set within the MTFSP,
this was largely due to exceptional, non-recurring items. Going forward, the Government
remains committed to adhering to the net expenditure trajectory, targeting a growth rate
of -0.1 per cent in 2025. This approach aligns with Country-Specific Recommendation
CSR2024.1.1 and aims to ensure compliance with the requirements for debt sustainability
and respect of the applicable safeguards.
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Table 1a
Fiscal commitments

Percentage growth

Countryld: MT, grid version type: Cross-reference

2024 | 2025
Council recommendation
1a. Net nationally financed primary expenditure (annual growth rate) 7.4 6.0
2a. Net nationally financed primary expenditure (cumulative growth rate) 7.4 13.8
Outturn / projection
1b. Net nationally financed primary expenditure (annual growth rate) APR Table 4, line 30 14.3 -0.1
2b. Net nationally financed primary expenditure (cumulative growth rate) 14.3 14.2
Table 1b

Main variables

Countryld: MT, grid version type: Cross-reference

1. Net lending/borrowing APR Table 4, line 31 -4.7 -3.7 -3.3
2. Structural balance APR Table 4, line 33 -4.6 -3.6 -3.1
3. Structural primary balance APR Table 4, line 34 -3.6 -2.4 -1.8
4. Gross debt APR Table 4, line 35 47.9 47.4 48.4
5. Change in gross debt APR Table 4, line 36 -1.7 -0.5 1.0
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Table 4
Budgetary projections

[Countryld: MT, grid version type:

Revenue

1. Taxes on production and imports

2. Current taxes on income, wealth, etc

3. Social contributions

4. Other current revenue

5. Capital taxes

6. Other capital revenue

7. Total revenue (= 1+2+3+4+5+6)

8. Of which: Transfers from the EU (accrued revenue, not cash)

9. Total revenue other than transfers from the EU (= 7-8)

10. p.m. (i ) ing EU funded )
10b. p.m. reductions funded by fers from the EU (levels)

11. p.m. One-off d in the projecti (levels, EU funded measures)

Expenditure

12. Compensation of employees

13. Intermediate consumption

14. Interest expenditure

15. Social benefits other than social transfers in kind

16. Social transfers in kind via market producers

17. Subsidies

18. Other current expenditure

19. Gross fixed capital formation

20. Of which: i fi d public il

21. Capital transfers

22. Other capital expenditure

23. Total expenditure (= 12+13+14+15+16+17+18+19+21+22)

24. of which: i funded by from the EU (= 8-10b)

25. Nationally fi d diture (23-24)

26. p.m. i co-fi ing of pi funded by the Union

27. p.m. Cyclical of y benefi

28. p.m. One-off iture i in the projecti (levels, EU funded )
29. Net nationally fi i primary di (before revenue measures) (= 25-26-27-28-14)

Net nationally financed primary expenditure

30. Net nationally fi i primary growth
Balances

31. Net lending/borrowing (= 7-23)

32. Primary balance (= 31+14)

Cyclical adjustment

33. Structural balance

34, Structural primary balance

35. Gross debt
36. Change in gross debt

37. Contributions to changes in gross debt

38. Primary balance (= minus 32)

39. Snowball effect

40. Interest expenditure (= minus 14)
41. Growth

42. Inflation

43. Stock-flow adjustment (= 36-38-39)

44. p.m. Implicit interest rate on debt (= 14 / DEBT(t-1))

Defence expenditure

45. Total defence expenditure

46. Defence investment

3

o

2023
ESA Code Levels
mn NAC

growth rate

D.2 1,939.0 9.4 9.4 9.2

D.5 2,514.0 122 15.1 139
D.61 1,067.7 52 5.2 52
(P.11+P.12+P.131) + D.39 + D.4 + D.7 802.3 3.9 4.0 3.4
D.91 34.9 0.2 0.2 0.2
D.92+D.99 210.3 1.0 0.8 11
TR 6,568.2 320 34.6 33.0
D.7EU+D.9EU 173.6 0.8 0.6 1.2
6,394.6 31.2 34.0 317

59.6 0.3 0.3 -0.8

0.0 0.0 0.0 0.0

7.5 0.0 0.0 0.0

D.1 1,944.0 9.5 9.9 9.9

P.2 1,487.3 7.2 7.6 8.1

D.41 216.1 11 1.2 13
D.62 1,437.0 7.0 7.2 7.3
D.632 217.4 11 0.9 0.8

D3 737.8 3.6 2.5 23
D.29 +(D.4-D.41) + D.5+D.7 + D.8 431.0 21 2.7 23
P.51 7317 3.6 33 3.8
662.1 3.2 2.9 3.6

D.9 331.2 1.6 3.0 0.6
P.52+P.53+NP 6.3 0.0 0.1 -0.0
TE 7,539.8 36.7 383 36.2
173.6 0.8 0.6 1.2

7,366.2 359 37.7 35.0

53.8 0.3 0.2 0.4

0.0 0.0 0.0 -0.0

0.0 0.0 0.0 0.0

7,096.3 34.6 36.4 33.2

growth rate

143 -0.1

B.9 -971.6 -4.7 -3.7 -3.3
B.9-D.41p -755.5 -3.7 -2.5 -2.0
-4.6 -3.6 -3.1

-3.6 -2.4 -1.8
9,830.7 479 47.4 48.4

778.4 -1.7 -0.5 1.0

37 2.5 20

-4.4 -2.9 -1.7

11 1.2 13

-3.2 -2.7 -1.8

-2.3 -1.4 -1.2

-1.0 -0.1 0.7

% % %
2.4 2.7 3.0

growth rate

COFOG 2 88.4 6.1
COFOG 2, P.51g 11 134

growth rate

growth rate
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Table 5
Estimated impact of discretionary revenue measures

O 00 N O

11

12
13
14
15
16
17

18

19

Title/description measure

The use of digital tools and data-led intelligence
to enhance the efficiency and effectiveness of
tax collection

Reduced tax on the transfer of immovable
property payable by buyers

Revenue from Citizenship by Investment Scheme

Comprehensive review of Malta’s tax system,
including structure and rates

Reduced tax on the transfer of immovable
property payable by sellers

Other revenue measures

COVID expenditure

Energy support measures

Commodity price and supply security measures
Free public transport

National Airline Restructuring Assistance and
early retirement schemes

Sustainable Enterprises scheme

Extension of the school transport network
Extended COLA mechanism

Social Support Measures

Past Anomalies Schemes

Economic Stimulus

Capital Transfer to KM Malta Airlines and Air
Malta

Other expenditure measures

TOTAL

One-off

No

No

No

Exp / Rev

Rev

Rev

Rev

Rev

Rev
Exp
Exp
Exp
Exp

Exp

Exp
Exp
Exp
Exp
Exp
Exp

Exp

Exp

Sub-sector

S13

S13

S13

S13

S13

S13
S13
S13
S13
S13

S13

S13
S13
S13
S13
S13
S13

S13

S13

ESA Code

D211

D5

D5

D5

D5

P2
D319
D319
D319

D39

D39
D6
D6
D6
D6
D7

D9

-0.01

0.14

0.00

-0.21
0.17
0.41

-0.04

-0.12

0.64
-0.03
-0.02
-0.22
-0.05

0.26

0.00

0.14

1.62

-0.03

0.30

0.00

-0.03

-0.03
0.05
0.51
0.03

-0.00

0.65

0.00
0.04
-0.09
0.03
0.00
0.00

-1.17

-0.02

0.36

-0.01

0.01

-0.18

-0.54

0.01

-0.04
0.02
0.10
0.03
0.02

-0.05

0.00
0.04
-0.02
0.06
0.00
0.00

117

-0.30

0.32

31
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Table 6
RRF grants

Countryld: PT, grid version type:

Revenue from RRF grants

1 RRF grants as included in the revenue projections 0.2 0.0 0.3 0.3 0.2
2 Cash disbursements of RRF grants from EU 0.2 0.0 0.3 0.3 0.2
3 Total current expenditure 0.0 0.0 0.0 0.0 0.0 0.0
4 Gross fixed capital formation 0.0 0.0 0.1 0.1 0.1 0.1
5 Other capital expenditure 0.0 0.0 0.0 0.0 0.1 0.1
6 Total capital expenditure (= 4+5) 0.0 0.0 0.1 0.2 0.2 0.2
7 Reduction in tax revenue 0.0 0.0 0.0 0.0 0.0 0.0
8 Other costs with impact on revenue 0.0 0.0 0.0 0.0 0.0 0.0
9 Financial transactions 0.0 0.0 0.0 0.0 0.0 0.0

Table 7

RRF loans

Countryld: MT, grid version type:

Revenue from RRF loans

1 Disbursements of RRF loans from EU 0.0 0.0 0.0 0.0 0.0
2 Repayment of RRF loans to EU 0.0 0.0 0.0 0.0 0.0
3 Total current expenditure 0.0 0.0 0.0 0.0 0.0 0.0
4 Gross fixed capital formation 0.0 0.0 0.0 0.0 0.0 0.0
5 Other capital expenditure 0.0 0.0 0.0 0.0 0.0 0.0
6 Total capital expenditure (4+5) 0.0 0.0 0.0 0.0 0.0 0.0
7 Reduction in tax revenue 0.0 0.0 0.0 0.0 0.0 0.0
8 Other costs with impact on revenue 0.0 0.0 0.0 0.0 0.0 0.0
9 Financial transactions 0.0 0.0 0.0 0.0 0.0 0.0
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Chapter 4

Distributional Impact of Selected 2025 Budget
Measures

This section analyses how selected policy measures announced in the 2025 Budget affect
the income distribution and poverty levels of households'. The measures under review
include the income tax reform and the additional Cost-of-Living Adjustment (COLA)
mechanism. To assess their impact, simulations were conducted using EUROMOD?2
The analysis compares two scenarios: a baseline scenario, reflecting the 2024 tax and
benefit system, and a reform scenario, incorporating the proposed 2025 measures. The
difference between these scenarios quantifies the effect of each policy change.

EUROMOD is a static model; therefore, the results depict the impact of the reform
measures under the assumption that all other factors remain constants.

The poverty rate calculations are based on a fixed 60.0 per cent poverty threshold, set
at €11,916.

"The measures are selected based on what can be modelled within EUROMOD using the EU-SILC micro-data. For further

detail on what is modelled in EUROMOD, see the latest Country Report.

2 EUROMOD is a tax-benefit microsimulation model for the EU that enables researchers and policy analysts to calculate,
in a comparable manner, the effect of taxes and benefits on household incomes and work incentives for the population

of each country and for the EU.

3 These simulations are based on the 2024 tax and benefit system of Malta using EUROMOD version J1.0+ and the 2023
EU-SILC microdata.
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Table 1
Distributional Impact of Two Policy Reforms

Additional COLA
Income Tax Reform

Mechanism
Poverty rate of Total Population -0.13pp -0.36pp
Poverty rates by Household Type
One adult < 65, no children -0.78pp -0.41pp
One adult >= 65, no children 0.00pp -2.04pp
One adult with children 0.00pp 0.00pp
Two adults < 65, no children -0.20pp -0.19pp
Two adults, at least one >= 65, no children 0.00pp -1.64pp
Two adults with one child 0.00pp 0.00pp
Two adults with two children -0.28pp -0.41pp
Two adults with three or more children 0.00pp 0.00pp
Three or more adults, no children -0.04pp -0.01pp
Three or more adults with children 0.00pp 0.00pp
Income Inequality - Gini Coefficient 0.000 -0.002

Source
Economic Policy Department

Income Tax Reform

In the 2025 Budget, the Government announced a significant reform to the personal
income tax system, aiming to reduce the tax burden on individuals. This reform involves
widening the income tax brackets across all three tax computations: Single, Married,
and Parent. The new income tax brackets are shown in Table 2. The tax-free threshold
adjustment will benefit taxpayers through reduced tax liabilities. Depending on their
applicable tax computation, individuals will experience varying levels of relief. Those
under the Parent computation, around 17.0 per cent of taxpayers, will benefit from a
reduction in tax of between €375 and €650 annually. Similarly, individuals under the
Married computation, approximately 14.0 per cent of taxpayers, will benefit from a
reduction ranging from €345 to €645 per year. Whilst the majority of taxpayers, around
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Chart 1
Distributional Impact of Two Policy Measures based on Equivalised Disposable Income
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Source
Economic Policy Department

70.0 per cent, falling under the Single computation will receive tax reductions between
€435 and €675 annually.

The main objective of the reform is to increase disposable income by reducing the tax
burden, particularly for individuals in lower and middle-income brackets. The reform
follows a progressive structure, with the widening of income tax brackets being more
substantial for lower-income groups and gradually decreasing as income levels rise.

The change in income tax brackets is expected to reduce the overall at-risk-of-poverty
rate by approximately 0.13 percentage points, as shown in Table 1. This reduction is
primarily driven by lower poverty rates among single-person households and families
with children, as reflected in the breakdown of poverty rates by household type.
Furthermore, as expected, this reform primarily benefits individuals in employment,
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Table 2
2025 Income Tax Brackets

Computation

Single Married Parent

Income Category Income Category Income Category

0-12,000 0.0% 0-15,000 0.0% 0-13,000 0.0%
12,001 - 16,000 15.0% 15,001 - 23,000 15.0% 13,001 -17,500 15.0%
16,001 - 60,000 25.0% 23,001 - 60,000 25.0% 17,501 - 60,000 25.0%

60,001+ 35.0% 60,001+ 35.0% 60,001+ 35.0%
Source

Malta Tax and Customs Administration

with both employees and the self-employed experiencing the largest decline in poverty
by 0.16 and 0.21 percentage points, respectively. By age group, the most significant
reduction is observed among the working-age population (25-64 years), with a decline
of 0.21 percentage points. The reduction in poverty rates is largely attributed to the
progressive nature of the reform. By widening the tax brackets, the reform provides
greater tax relief to individuals with lower incomes. This approach helps to alleviate the
financial burden on those who are most susceptible to poverty.

Additionally, as shown in Chart 1, which illustrates the impact of these reforms on
equivalised disposable income by decile, the reforms are expected to lead to income
gains across all brackets. However, middle-income groups are likely to experience the
most substantial increase in disposable income, with the seventh decile registering a
rise of 2.47 per cent.

To assess the impact of the income tax reform on work incentives, the Marginal Tax
Rate (MTR) was examined, which represents the proportion of an additional euro of
earnings that is taxed as income increases. The results, presented in Table 3, show that
the MTR for the working-age population (18-64 years) decreases from 29.54 per cent in
the baseline to 27.30 per cent following the income tax reform, signalling a reduction in
the overall tax burden and a positive effect on work incentives, thus encouraging labour
participation. The reform’s impact on the MTR is progressive across income quantiles
within the working-age population. The lowest income group experiences a significant
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Table 3
Marginal Tax Rate (MTR)*

Difference between

Baseline Income Tax Reform

Scenarios

MTR for Working Age Population 29.54% 27.30% -2.24pp

MTR by Income Quantile of the Working Age Population:

Quantile 1 - €10,628 30.05% 24.62% -5.43pp
Quantile 2 - €15,677 32.19% 27.86% -4.33pp
Quantile 3 - €20,312 30.34% 27.35% -2.99pp
Quantile 4 - €27,072 27.95% 26.78% -1.17pp
Quantile 5 - €48,509 28.62% 28.32% -0.30pp
Source

Economic Policy Department

reduction from 30.05 per cent to 24.62 per cent, while the second quantile sees a
decrease from 32.19 per cent to 27.86 per cent. As income rises, the reduction in MTR
becomes less pronounced. This suggests that the reform primarily benefits lower- and
middle-income individuals, leading to more substantial improvements in work incentives
for these groups.

4 The Marginal Tax Rate (MTR) represents the proportion of an additional euro of earnings that is taxed. It is calculated as
the ratio of the change in taxes paid to the change in income, after accounting for transfers and other relevant policies. For
this analysis, a 3.0 per cent increase in earnings for both the baseline and the income tax reform scenario was assumed,
in line with EUROMOD’s default assumption for METR calculations. The results are obtained using the EUROMOD MTR

Add-on. Further information is available in the document MTR_add-on_note_ J1.0+.pdf.
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Additional COLA Mechanism

First introduced in the 2023 Budget, the additional COLA mechanism is a benefit
designed to support vulnerable families. This mechanism was developed to compensate
low-income families for the recent increase in the cost of living due to high inflation. It
is triggered when the following two circumstances occur simultaneously:

* The inflation rate in the previous 12 months exceeds 2.0 per cent.

* Individual inflation in the previous 12 months in three of the five basic RPlI components
- Food; Accommodation; Electricity, Water, Gas and Fuel; Household equipment and
household militance cost; and Personal health care - exceeds 2.0 per cent.

If both criteria are met, the mechanism is triggered, and households earning less than
the household median equivalised income, set at €18,155 for 2025, will qualify for the
benefit. The benefit rate is based on the disparity between the inflation rates experienced
by low-income household and the average household. The most affected households
will receive the highest allowance, as the mechanism ensures that the pay-out is highest
among families with more persons living in the same household and those households
with the lowest equivalised income. The benefit can vary between €100 and €1,500 per
household. This initiative, with a budget of approximately €48 million, is set to assist
approximately 99,000 families.

The 2025 mechanism is expected to reduce the at-risk-of-poverty rate by 0.36 percentage
points compared to the baseline, which includes the 2024 mechanism (Table 1). The
most substantial declines in poverty are observed among households with individuals
aged 65 and older, as elderly individuals often face fixed or lower incomes that are less
responsive to rising living costs. This mechanism helps to buffer these households from
the effects of inflation, especially for single elderly individuals and two-adult households
where at least one member is 65 or older. While the mechanism also improves outcomes
for families with children, the elderly are seen to be the primary beneficiaries due to
their vulnerability to cost-of-living increases.

Additionally, Chart 1 highlights a substantial increase in equivalised disposable income
among the lowest deciles, demonstrating the targeted nature of this measure. The
largest increase is recorded in the first decile, with a rise of 1.86 per cent, followed by
the second decile (1.04 per cent) and the third decile (0.76 per cent). This outcome is
further reinforced by an improvement in the Gini coefficient, confirming the mechanism’s
effectiveness in reducing income inequality.
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Chapter 5
Implementation of Reforms and Investments

The implementation of Malta’s reforms and investments outlined in the Medium-Term
Fiscal-Structural Plan (MTFSP) contributes to sustainable economic growth, digital
transition, research and innovation, social protection, environmental sustainability, and
financial and institutional resilience. Key initiatives also focus on improving high-quality
infrastructure, education, employment, governance, and justice.

This Section provides an update on the implementation of these initiatives since the
submission of the MTFSP in September 2024, as well as the last National Reform
Programme (NRP) submitted in April 2024. It presents a structured overview of
Malta’s ongoing efforts to strengthen economic and social resilience, enhance national
competitiveness and deliver on the Country-Specific Recommendations (CSRs), while
ensuring alignment with the common priorities of the Union, the objectives of the
European Pillar of Social Rights (EPSR) and the Sustainable Development Goals (SDGs).
Progress on implementation of reforms and investments included in the MTFSP is
reported through Annex 1, while more detailed updates on the implementation on all
CSR-related measures is reported on the CeSaR system, an extract of which is included
in Annex 2.

The Government is committed to the timely implementation of the initiatives included in
the Recovery and Resilience Plan (RRP). Apart from the annual submission of payment
requests, highlighting the achievement of a number of milestones and targets, progress
continues to be reported biannually through the FENIX reporting system, in line with
the reporting requirements. An extract of the latest report is included in Annex 3. To
ensure alignment with European Union (EU) cohesion policy, Annex 4 outlines the
complementarity of funds and the state of progress in implementing Malta’s Partnership
Agreement.

The Government remains committed to decarbonisation while ensuring economic
and social stability. Investment in energy infrastructure remains central to Malta’s
decarbonisation strategy, with a focus on diversification and security of supply. Targeted
support continues to encourage the uptake of renewable energy and energy-efficient
technologies. Annex 5 provides a structured overview of reforms and investments being
implemented that address the five dimensions of the Energy Union: Decarbonisation,
Energy Efficiency, Energy Security, Internal Energy Market, and Research, Innovation
and Competitiveness. In addition, supporting measures that enable the green transition
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are also being implemented. These include initiatives aimed at enhancing green skills
development, promoting sustainable investment, and strengthening environmental,
social, and governance (ESG) frameworks. Furthermore, given the relevance to the EU
common priority on the digital transition, Annex 6 includes cross-references to initiatives
in Malta’s MTFESP to the National Digital Decade Strategic Roadmap, highlighting Malta’s
strategic approach to digital transformation and its alignment with broader European
digital objectives. Additionally, comprehensive annexes provide further detail on policy
actions related to the EPSR (Annex 7) and the SDGs (Annex 8).

This Section also provides insight into the stakeholder engagement of key institutional
actors, local authorities, social partners, and civil society stakeholders in shaping
and implementing reforms. Ministries have collaborated with relevant stakeholders
across multiple sectors, including skills and education, sustainable mobility, digital
transformation, energy and water infrastructure, and social policy.

5.1 Sustainable Economic Growth

Digital Transition

The Technology Assurance Sandbox (TAS), managed by the Malta Digital Innovation
Authority (MDIA), is being expanded to support innovation in public services. As part
of the Artificial Intelligence (Al) Strategy, six Al pilot projects were launched in traffic
management, education, healthcare, customer service, tourism, and utilities. These
advancements contribute to EU priorities for a resilient and secure digital infrastructure,
supporting the expansion of e-government services and digital adoption. The TAS
expansion aligns with the EU’s Digital Decade Strategic Roadmap, fostering innovation
in Al and digital infrastructure. Al projects in traffic management, healthcare, and
education contribute to SDG 9 (Industry, Innovation, and Infrastructure) by modernising
digital public services.

In line with the Digital Decade Strategic Roadmap for 2023-2030, the electronic
identification, authentication, and trust services (eIDAS) Regulation resulted in key
digitisation reforms, enhancing the Malta Business Registry (MBR) and enabling
fully online company registrations and document filings through Qualified Electronic
Signatures (QESIig). eIDAS reforms enhance secure digital identities, ensuring accessibility
in compliance with the EPSR. The MBR’s online portal (BAROS) has been upgraded to
support paperless submissions for company incorporations, financial statements, and
dissolution documents. Furthermore, the MDIA has commenced the implementation of
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the EU Digital Identity Wallet Framework, with a task force formed in 2024 to develop the
technical specifications for its procurement. These initiatives improve cybersecurity and
e-government efficiency, ensuring Malta remains in line with the EU's digital transition
goals.

The Ministry for Health and Active Ageing (MHA) is modernising Malta’s Public National
Health System through the introduction of an Electronic Medical Record (EMR) system,
in accordance with the National Health Systems Strategy 2023-2030 and in line with the
Digital Decade Strategic Roadmap. This system will empower patients by granting access
to their personal health records, improve healthcare delivery with real-time patient data,
and facilitate the cross-border exchange of health information. The tender is currently
under development, with the aim of transitioning to a paperless clinical documentation
system. This project bolsters digital healthcare infrastructure, ensuring technologically
advanced and resilient services and contributes to SDG 3 (Good Health and Well-Being).

Research and Innovation

The National Research and Innovation (R&l) Strategic Plan 2023-2027 is being
implemented to reform Malta’s R&l ecosystem and integrate innovation and research
more deeply into the economy. This Plan aligns with the Horizon Europe objectives,
reinforcing Malta’s research capacity and competitiveness, and EU Cohesion Policy funds
are leveraged to integrate research into economic resilience strategies. Collectively,
these investments contribute to SDG 8 (Decent Work and Economic Growth) and SDG
9 (Innovation and Infrastructure). Progress has been achieved in implementing key
recommendations, while work continues on laying the foundation for future measures.
Collaboration with national entities has led to the establishment of a Community of
Practice for Research Funding Organisations to improve coordination in research
funding. Efforts to integrate R&l within policy planning have been reinforced through
strengthened links with Government ministries, including initiatives such as science-
meets-policy events and the development of thematic research funding calls. Meanwhile,
work is advancing on improving Malta’s certification and monitoring system for Gender
Equality Plans, with support from the National Commission for the Promotion of Equality
and the GENDERACTION+ Project. Xjenza Malta continues to bolster evidence-based
policy-making through enhanced policy intelligence efforts, while preparations are
ongoing for the first pilot R&l mission in collaboration with the Ministry for Health.

The Government is further investing in R&l through Xjenza Malta, supporting various
initiatives such as the Digital Technologies Programme in collaboration with the Malta
Digital Innovation Authority. Additionally, funding opportunities are being provided
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through the Research Excellence Programme (REP), Technology Development
Programme (TDP) Lite, and the Research Networking Scheme. These programmes form
part of the FUSION national research funding portfolio, which supports projects at all
stages, from early exploration to market-ready solutions, contributing to economic
resilience and digital innovation.

In the space sector, Malta is strengthening its role through a five-year agreement with
the European Space Agency (ESA) under the Plan for European Cooperating States
(PECS). This initiative aims to develop a domestic space sector and aligns with the EU’s
priorities in this field. Malta signed the ESA PECS Charter in September 2024, with the
first 2024 PECS call awarding five tenders to local bidders.

Under the Clean Energy Transition (CET) Partnership, Xjenza Malta has launched three
calls for R&l proposals in collaboration with international partners, supporting the
objectives of the European Climate Law and the SDGs, particularly SDG 7 (Affordable
and Clean Energy) and SDG 13 (Climate Action). Grant Agreements have been signed
with Maltese beneficiaries for two R&l projects. As a member of the Sustainable Blue
Economy Partnership (SBEP), Xjenza Malta supports the transition to a sustainable,
people-centric blue economy, contributing to SDG 14 (Life Below Water). Two calls for
R&l proposals have been launched, with Grant Agreements have been signed for two
awarded projects under the first call. Xjenza Malta is also preparing Malta’s participation in
Horizon Europe Partnerships emerging from its second Strategic Programme, specifically
the Resilient Cultural Heritage (RCH) and Brain Health (BH) Partnerships, contributing to
SDG 3 (Good Health and Well-Being) and SDG 11 (Sustainable Cities and Communities).

Coverage, Adequacy, and Sustainability of the Social Protection
System

The Government is actively addressing pension sustainability and adequacy through the
Malta Pension Action Plan 2021-2027. As part of these efforts, the contributory period
required for a full pension has increased from 41to 42 years in 2025 for individuals born
after 1976. Additionally, in 2024, the Government enhanced the incentive introduced in
2016 for those who have completed their full contributions and choose to defer their
pension beyond the age of 61. Currently, 7,323 pensioners are benefiting from these
percentage increases. To further support retirement savings, the 2025 Budget announced
the intention to introduce automatic enrolment in private pension schemes with voluntary
withdrawal, contributing to financial security and social inclusion, supporting SDG 1(No
Poverty). The Government will also match individual contributions up to €100 per month
for public employees, in order to encourage more participation.
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Additionally, work is currently ongoing with regards to the 2025 Pensions Strategy
Review. This review, which takes place every five years, seeks to ensure the long-term
sustainability and adequacy of Malta’s pension system.

These measures contribute to both social and economic resilience, aligning with the
EPSR by balancing adequate financial security for pensioners and a sustainable pension
system.

5.2 High Quality Infrastructure and Investment

Sustaining and Supporting Investment

Tech.mt, through its inMalta and Strategic Partnership Initiatives, promotes Maltese
enterprises in key tech sectors such as Al, Cybersecurity, and EdTech. In collaboration
with Malta Enterprise, Xjenza Malta, Malta Development Bank, and Tech.mt, businesses
receive financial incentives, technical assistance, and funding opportunities to enhance
digital transformation and innovation. These efforts support the EU’s common priority
of a fair and inclusive digital transition and align with Malta’s National Digital Decade
Strategic Roadmap. Moreover, they contribute to SDG 8 (Decent Work and Economic
Growth) and SDG 9 (Industry, Innovation and Infrastructure), while strengthening the
social and economic resilience of businesses, in line with the EPSR.

To further sustain and support investment, the Government continues to provide targeted
financial assistance to businesses, particularly SMEs and start-ups, designed to sustain
and support investment by enhancing business growth, competitiveness, and innovation.
These schemes provide financial assistance to SMEs and start-ups, facilitating expansion,
diversification, and productivity improvements. Efforts are also underway to streamline
and consolidate existing schemes, with additional new initiatives planned for later in
2025. The Business Reports Grant Scheme provides SMEs with non-repayable lump-sum
grants to co-finance business reports from external consultants, supporting strategic
planning and growth. These measures contribute to promoting entrepreneurship and
upskilling in the private sector, reflecting Principles 5 and 7 of the EPSR (secure and
adaptable employment, and lifelong learning).

The Malta Financial Services Authority (MFSA) is strengthening its supervisory
capabilities to integrate ESG into market monitoring and risk assessment by developing
regulatory tools, enhancing transparency, and addressing greenwashing. Through
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industry engagement, training, and the integration of ESG requirements into supervisory
processes, the MFSA ensures compliance with EU Sustainable Finance legislation. This
reinforces investor trust and builds a reliable sustainable finance ecosystem, contributing
to the EU’s Green Deal objectives and SDG 13 (Climate Action). The Malta ESG Platform
continues to promote sustainable investment by providing investors with access to
ESG data while encouraging SMEs to identify and measure their ESG parameters. With
the digitalisation of the ESG reporting process initiated in 2024, the Government has
enhanced the Platform’s accessibility and user experience, making it easier for enterprises
to register and report their ESG credentials.

The InvestEU Programme has introduced a Financial Instrument to support Maltese
SMEs, aiming to create a €60 million portfolio for business growth. In 2024, the European
Investment Fund (EIF) selected a Financial Intermediary to provide funding. Currently,
€30 million has been allocated from national and ERDF resources, unlocking €60 million
in SME financing. In parallel, the Seed Investment Scheme was relaunched in 2024, and
remains valid until December 2026. It offers tax credits to Maltese companies investing
in startups and is being transferred under Malta Venture Capital (MVC)’s management
to strengthen private investment in emerging businesses. Collectively, these measures
contribute to the common Union priority for a fair green and digital transition.

Sustainable Transport and Multi-modality

The Government remains committed to adopting sustainable transport measures and
reducing traffic bottlenecks, with the goal of tackling congestion and pollution by
enhancing road infrastructure, particularly TEN-T roads. Construction works on the
Msida Creek project commenced in November 2024 and are on-track. Both the Paceville
Junction project (Swieqi-St. Julian's Junction) and the road from Pembroke’s entrance
to the Swieqi-St. Julian’'s junction are currently at the application stage, with design
preparations ongoing. These projects promote cleaner mobility and reduce emissions.

To promote sustainable urban mobility, the €10 million Vjal Kulhadd scheme is advancing
across 14 projects, making streets more pedestrian-friendly. The €35 million Connections
for Safer Active Mobility (C-SAM) project is improving cycling and pedestrian
infrastructure, with Phase 1 nearing completion, and Phase 2 in progress. These initiatives
contribute to SDG 11 (Sustainable Cities and Communities) and SDG 13 (Climate Action).

Additionally, a national strategy promoting cycling as a sustainable transport option
is being prepared. In 2024, the Government completed several traffic reorganisation
projects, including upgrades at Tal-Barrani, the Qormi-Luga Junction, Trig I-Imdina
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(Qormi), and Kirkop. In parallel, following the success of recent initiatives, efforts to
enhance alternative sea transport have continued, with work progressing on a new ferry
terminal in Bugibba. These multimodal projects promote sustainable connectivity and
address urban mobility challenges, supporting the EPSR, particularly through improved
access to essential services and greener living environments.

The Government is extending various schemes to reduce internal combustion engine
(ICE) vehicle use. These include incentives for purchasing electric vehicles (EVs) and
scrapping old cars, while financial aid for pedelecs and bicycles will also continue
in 2025. Tax exemptions for EVs and plug-in hybrids will remain in place, as well as
schemes promoting the conversion of petrol or diesel vehicles to LPG and retrofitting
of battery electric powertrains. Residential, non-residential, and domestic fixed rates
for EV charging, both for peak and off-peak, will also remain available. Furthermore, the
Green Mobility Scheme, running until 2026, will further promote EV adoption in business
transport and leasing of clean vehicles.

These transport-related investments and reforms are aimed towards supporting the EU’s
green transition, energy security, and climate adaptation goals, while also contributing
to SDG 9 (Industry, Innovation and Infrastructure) through sustainable infrastructure
development.

Resilience and Sustainability of the Healthcare System

Primary care is being strengthened with the Government currently in the process of
identifying suitable sites for the community clinics planned in Burmarrad and Pembroke,
while renovations at the Cospicua, Mosta, and Floriana clinics continue to progress. The
Government continues implementing the Health Workforce Strategy for 2030. A bespoke
tool for workforce planning including features related to human resources, budgeting,
vacancies management and hiring facilitation, has been developed and made available
for use. Since the launch of the Health Workforce Strategy, nine sectoral agreements
have been signed, covering pharmacists, nurses and midwives, psychologists, and
medical physicists. Agreements have also been secured for health carers, technical and
industrial staff, and administrative and clerical personnel. Negotiations are ongoing for
agreements covering dental and scientific professionals.

Further investments include a €2.5 million upgrade at St. Vincent de Paule Residence,
equipping it with advanced medical technology such as CT scanners, MRl machines,
Optical Coherence Tomography, and Visual Field Analysers. Several tenders for medical
equipment have been awarded, with additional tenders for CT scanners, MRl machines,
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and haemodialysis machines currently awaiting adjudication. The Government is also
expanding the Formulary List to enhance healthcare accessibility, introducing free
medicines and treatments, including the HPV vaccine, multiple sclerosis, diabetes, and
osteoporosis medications, specialised nutrition formulas, ART-stimulating medicines,
chemotherapy pumps, and an urgent cancer treatment fund.

These measures strengthen the resilience of the healthcare system by reinforcing the
health workforce, critical medical products, and primary care while also addressing the
common Union priority to enhance social and economic resilience, in line with the EPSR.

5.3 Education and Employment

Skills, Vocational Education, Training and Adult Learning

The Government continues to make steady progress in strengthening skills development,
vocational education, and lifelong learning. These efforts are essential in addressing
labour market needs, supporting workforce adaptability, and fostering social and
economic resilience. The ongoing initiatives align with the EPSR and contribute to the
EU’s priorities for a fair green and digital transition, thereby supporting also SDG 4
(Quality Education) and SDG 8 (Decent Work and Economic Growth).

A key milestone achieved is the completion of the NEET Census, which provides a
comprehensive assessment of young people aged 15-29 who are not in education,
employment, or training. This research, tailored specifically to the Maltese context,
has delivered valuable insights into the skills gaps and employment barriers faced by
NEETs. The findings are being utilised to inform future policies aimed at improving
youth employability and targeting support measures more effectively. Another initiative
is the Youth Guarantee 3.0, launched in February 2025, with €10 million in funding.
This programme enhances activation pathways through personalised support, training,
and work placements, ensuring that young people can transition into education or
employment.

Progress is also being made through targeted initiatives such as the Investing in Skills
scheme, which continues to provide financial support for employers to upskill their
workforce in line with evolving labour market needs. Similarly, Jobsplus has secured
approval to relaunch the Training for Employment scheme under the 2021-2027
programming period, ensuring that training opportunities remain available to jobseekers.
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Furthermore, Jobsplus has expanded its free training courses, and UoM and MCAST
continues to offer specialised programmes in sustainability and digital competencies
to align education with market demands. These institutions collaborate with industry
partners to ensure their programmes meet market demands and enhance employability
in green and digital sectors. The Government is also investing in digital and green skills
through the Digital Education Strategy 2025-2030, reinforcing its commitment to
equipping the workforce with the necessary skills for a sustainable and digital economy,
thereby aligning workforce skills with EU Digital Compass priorities.

Building on the ongoing efforts in vocational education and skills development, higher
education continues to play a pivotal role in shaping the workforce of the future. The
Further Studies Made Affordable Plus (FSMA+) programme, which has provided over
€30 million in financial support to nearly 700 students by December 2024, ensures that
higher education remains accessible and affordable.

The National Education Strategy 2024-2030 is progressing as planned, with an
implementation rate of 18.6 per cent as of the last quarter of 2024. Linked to this, the
Early Leaving from Education and Training Strategy has achieved notable milestones,
with over 40.0 per cent of its deliverables implemented. The Family-Community-School
Link Programme, a key component of this strategy, has already facilitated more than 700
interventions to support students at risk of dropping out, highlighting the Government’s
commitment to ensuring educational continuity for vulnerable groups. Furthermore, the
Reading Recovery Programme continues to address early literacy challenges, with 80.4
per cent of participating students reaching classroom expectations.

Literacy development is another priority, with the implementation of the National
Literacy Strategy 2021-2030 supporting multilingual education and reading initiatives.
Key measures include book distribution to primary students, development of Maltese
audiovisual learning materials, and the enhancement of classroom libraries. New
programmes introduced in 2024 focus on creative language use and fostering literacy
engagement across different age groups.

Non-discrimination and equal opportunities

The Government continues to strengthen its commitment to non-discrimination and
equal opportunities through targeted policies and initiatives, ensuring that individuals
from all backgrounds have access to education, social support, and economic inclusion.
In 2024, Government also continued to implement the actions outlined in Malta's
Gender Equality and Mainstreaming Strategy and Action Plan (GEMSAP) 2022-2027,
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which Plan aims to embed gender equality across all areas of policymaking and public
service delivery. The efforts outlined below align with the EPSR, reinforcing social and
economic resilience while fostering inclusive growth, whilst also contributing to SDG 5
(Gender Equality) and SDG 10 (Reduced Inequalities).

The National Lifelong Learning Strategy 2023-2030 remains a key pillar of Malta’s efforts
to promote equal access to education, with its implementation progressing as planned.
By prioritising adult education and upskilling, this strategy ensures that individuals
beyond compulsory school age can improve their literacy, numeracy, and digital skills
while reducing barriers to employment and lifelong learning. As of December 2024,
around 46.0 per cent of the planned deliverables have been completed, demonstrating
steady progress toward building a more inclusive workforce.

The Government is also committed to expanding access to skills training for individuals
with disabilities and disadvantaged groups, ensuring equal opportunities for all. The
‘Way To Work’ Programme is being restructured under the ‘Skill-Up Unit’ to focus on
employability skills and independent living training, while the Creating Multipliers to
Prepare for Better Employment Uptake of Neurodivergent People project trains officials
and employers to support neurodivergent individuals. Ongoing initiatives throughout
2024 have centred on hybrid learning for disadvantaged adults, inclusive education,
disability-focused programmes, and IT awareness training. Further details on these
projects are available through Agenzija Sapport, which continues to support students
through its participation in the European Solidarity Corps.

Additionally, in January 2025, Adenzija Sapport formalised its participation in the
MASCOT (Development of a sMart And Sustainable inClusive wOrksTation) initiative. This
project aims to develop a smart, sustainable, and inclusive manufacturing workstation,
tailored to the needs of individuals with disabilities. It integrates assistive technologies,
Al, and the Internet of Things (lIoT) to enhance workstation adaptability while promoting
sustainability by reducing resource consumption. The initiative is being developed within
a quadruple helix framework, involving collaboration between academia, industry, the
Government, and civil society.

The long-standing partnership between Jobsplus and the Lino Spiteri Foundation
continues to promote inclusive employment opportunities for persons with disabilities.
This collaboration provides services such as job coaching, job carving, and job crafting,
offering tailored support to individuals and employers alike. These efforts help individuals
integrate into the workplace by adapting roles to their abilities and fostering inclusive
practices, while also guiding employers on relevant schemes and regulatory compliance.
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Promoting equal opportunities from an early age remains a key priority for the
Government, including on children’s rights and well-being, as demonstrated by Malta’s
Action Plan for a Child Guarantee 2022-2030 and the Children’s Policy Framework 2024-
2030. The Framework seeks to ensure children’s access to quality education, healthcare,
and social services. Developed through a participatory process involving feedback
from over 200 children and multiple stakeholders, the policy reinforces a rights-based
and inclusive approach to children’s well-being. Implementation is currently in its early
stages, with inter-ministerial collaboration overseeing monitoring and evaluation, to
guide future improvements.

Similarly, the Social Plan for Families, launched at the end of 2024, represents another
key initiative aimed at addressing social inequalities and strengthening family well-being.
The Plan includes measures to enhance financial literacy, problem-solving, and stress
management, equipping families with essential skills to navigate challenges effectively.
Following extensive public consultation and stakeholder engagement, interministerial
discussions are currently ongoing with a view to finalising the implementation plans.

Furthermore, the National Strategy for Poverty Reduction and Social Inclusion 2025-2035
reaffirms Malta's commitment to reducing economic disparities and promoting social
inclusion. Launched in February 2025, the strategy is in its early stages of implementation,
with ongoing efforts to engage stakeholders and the public to ensure a collaborative
and inclusive approach towards poverty reduction.

Collectively, these measures demonstrate the Government’s commitment to fostering
non-discrimination and equal opportunities. Through continued investment in education,
family support, child welfare, and poverty reduction, the Government is working to build
a more inclusive and resilient society. These efforts contribute to Malta’s long-term
social and economic sustainability while aligning with the EU’s objectives for a fairer
and more equitable future.

5.4 Environment

Renewable Energy and Energy Infrastructure & Networks

Malta has made progress in scaling up renewable energy and enhancing energy
infrastructure as part of its green transition. The Government is continuing the schemes
which promote solar energy adoption in homes and businesses. Grants for installing
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photovoltaic (PV) panels and battery storage - coupled with feed-in tariffs - have
been extended, leading to notable uptake. By end of 2024 these schemes supported
roughly 12.85 MW of new PV capacity and about 13.74 MWh of battery storage for
households, with over €15 million disbursed in support. To encourage further rooftop
solar deployment, feed-in tariff allocations (8 MW for small installations) were extended
on a yearly basis and are available until 31 December 2025. In parallel, in 2024, Malta
also relaunched competitive bidding processes to attract private investment in larger-
scale renewables (solar farms and wind projects above 40 kW). Eight such auctions
for mid-sized installations (40 kW to 1 MW) and one for utility-scale projects (>1 MW)
were held in 2024. The Government will continue to spur developers to expand clean
energy generation in 2025. Another noteworthy investment includes the installation of
PV solar farms on Water Services Corporation facilities to harness renewable energy on
public infrastructure, with installations on the Luga reservoir and Pembroke RO plants
approaching completion. These schemes advance SDG 7 (Affordable and Clean Energy)
by increasing the renewable energy share and ensuring sustainable energy access, while
keeping energy affordable through feed-in tariffs and grants that enable a fair green
transition for households and SMEs.

Enhancing energy infrastructure and networks has been another priority to improve
energy security and integrate renewables. A key project is the construction of a second
electricity interconnector between Malta and Sicily, which is on track to be commissioned
by end-2026. In 2024, major Engineering, Procurement and Construction (EPC) contracts
were awarded, onshore cable works commenced in Malta, and all necessary development
permits were secured on both the Maltese and lItalian sides. This project has been
approved for co-financing under the EU 2021-2027 Cohesion Policy (ERDF) under the
objective of developing smart energy systems, grids, and storage. Once in place, the
interconnector will bolster Malta’s integration into the European energy grid, allowing
greater import of clean electricity and export of excess generation. This will enhance
reliability and energy security by diversifying supply and reducing reliance on a single
electricity source, while also supporting higher renewable penetration consistent with
EU climate neutrality targets.

Energy Efficiency

Improving energy efficiency across sectors remains a core focus of Malta’s reforms,
yvielding both climate and social benefits. A key initiative for the business sector is the
Free Energy Audits for SMEs programme, which has been extended through 2026. This
scheme offers SMEs grants (ranging €1,000 to €5,000) to conduct professional energy
audits, helping them identify savings and guiding them to implement recommended
efficiency measures. By reducing energy waste and operating costs for hundreds of
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SMEs, this programme contributes to energy efficiency and boosts the competitiveness
and resilience of local businesses. These initiatives are being implemented alongside
the provision of funding to support the undertaking of investments that lead to more
sustainable and digitalised processes, in line with Malta’s National Digital Decade
Strategic Roadmap and EU priorities for a green and digital transition. Notably, the Smart
and Sustainable Investment Grant scheme was extended to 2026 to support businesses
investing in energy efficiency, water conservation, and digitalisation - offering up to
€40,000 in tax credits for projects that reduce carbon footprints. This grant incentivises
resource efficiency, supporting SDG 12 (Responsible Consumption and Production).
Collectively, such measures ensure that the clean energy transition also drives innovation
and economic competitiveness, reinforcing Malta’s social and economic resilience while
leveraging EU funding to achieve sustainable progress.

Another initiative aimed at improving energy efficiency is occurring in Malta’s maritime
and port operations, significantly reducing pollution and fuel use. The Grand Harbour
Clean Air Project has delivered an onshore power supply (OPS) system for vessels in
Valletta’s Grand Harbour. As of July 2024, the first phase was completed with around €25
million invested, co-funded by the EU’s Connecting Europe Facility. This infrastructure
allows up to five berthed cruise liners to shut off their diesel engines and plug into the
national electric grid simultaneously, eliminating emissions and noise while docked. A
second phase, financed with an additional €45 million, is underway to extend shore-
to-ship electrification to the southern part of the Grand Harbour. Likewise, at the Malta
Freeport, a parallel OPS project is in progress to equip major container ship quays with
high-voltage shore connections. A frequency converter station has already been installed,
and subsequent phases will extend the system to additional berths. These investments,
supported by EU funds, are aimed at improving transport sector efficiency and reduce
air pollution, underscoring the EU’s priority for a fair green transition. These initiatives
advance SDG 3 (Health) and SDG 11 (Sustainable Cities) by making Malta’s harbours
cleaner and more sustainable.

Management of Waste and Natural Resources

Efforts to increase efficiency extend to waste, water and wastewater infrastructure.
Reforms and investments are underway in Malta’s waste management sector as the
country transitions towards a circular economy. Under the umbrella of the EcoHive
project, Malta is developing a suite of large-scale facilities aimed at diverting waste from
landfills and recovering value from waste streams. The basic design of the new Organic
Processing Plant, a €75 million facility that will treat organic waste to produce compost
for agriculture and generate biogas for energy, was completed in 2024. The plant will
feature a curved glulam timber screen, a sustainably sourced material, to blend seamlessly
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into the surrounding landscape, and will include an administration block and a laboratory
to support its operations. The tender process is now underway, with interested bidders
invited to submit their proposals by 10 June 2025, while an application for EU funds
for this investment has been submitted and is awaiting outcome. Once operational, it
will enhance Malta’s recycling of organic material and contribute to renewable energy
production (through biogas-to-electricity), thus supporting SDG 12 goals on sustainable
waste management and SDG 7 through energy recovery. In parallel, a Waste-to-Energy
(WtE) plant is in the pipeline to safely incinerate non-recyclable residual waste and
generate power. The project’s tendering process is at an advanced stage with an appeal
on the tender award currently being addressed. Malta is also investing in specialised
facilities to handle other waste streams safely and efficiently. A Thermal Treatment Facility
is under development as part of the EcoHive complex to treat hazardous wastes, such as
clinical and pharmaceutical waste, using high temperature technology. The procurement
process for the thermal treatment plant is on track within its planned timeline. These
investments will modernise Malta’s waste infrastructure, moving it closer to the EU
circular economy targets through increased recycling and recovery.

In 2024, Malta completed the drilling of a new tunnel interconnecting the Pembroke
Reverse Osmosis plant with the Ta’ Qali reservoirs to enhance the primary water network.
Most associated pipework and ancillary installations for this project have been finished.
This upgrade enables more efficient transfer of potable water across the island, reducing
the energy required for pumping and improving overall system reliability. By optimising
water distribution and treatment, Malta addresses climate adaptation needs and reduces
operational costs, aligning with SDG 6 (Clean Water and Sanitation) and SDG 13 (Climate
Action). Moreover, ensuring efficient water services contributes to the EPSR, which
deems both water and energy as essential services for citizens.

Malta has also concentrated efforts on securing and optimising water resources, which
are critical for both the population and the economy. A project is underway to enhance
water distribution and capacity infrastructure, ensuring reliable access to clean water in
a sustainable manner. By the end of 2024, the Water Services Corporation achieved an
85.0 per cent completion rate on expanding the capacity of seawater reverse osmosis
(RO) plants - aiming for a more than 50.0 per cent increase in potable water output
compared to 2020 levels by 2025. This expansion significantly strengthens Malta’s water
security, making the supply more resilient against droughts and population growth.
In parallel, the project is installing new strategic water mains, which improvements
will allow better transfer of water and reduce strain on any single source. After some
delays, a consolidated public tender for all remaining phases of this network upgrade is
scheduled to be re-issued in 2025, keeping the project on track for completion by the
end of 2025. By boosting water production efficiency and reducing distribution losses,
Malta is aligning with SDG 6 (Clean Water and Sanitation), specifically by increasing
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water-use efficiency and ensuring sustainable freshwater supplies. Ensuring a consistent
supply of clean water also reflects the principles of the EPSR, which affirms the right of
all citizens to access essential services like water and sanitation.

5.5 Strengthening Justice, Governance, and Financial Integrity

Strengthening the Justice System and Law Enforcement Capabilities

The Malta Police Force (MPF) is implementing several EU-funded projects under the
Internal Security Fund to strengthen surveillance, intelligence, and data management.
These initiatives, which support the EU’s common priorities on social and economic
resilience and internal security include the procurement of two tethered drones,
the implementation of an Automated Number Plate Recognition System, and the
establishment of a Police Fusion Centre, all set for completion by 2027. Public
consultations and procurement procedures for these initiatives are currently ongoing.

To enhance data-driven policing and forensic operations, the MPF is developing a Criminal
and Forensic Data Repository System (RMS) and a Laboratory Information Management
System (LIMS). These systems will modernise data management within law enforcement.
A Competitive Dialogue procedure is in progress for RMS procurement, while the LIMS
tender is undergoing vetting by the Department of Contracts.

The Government also launched a public consultation on the reform of the compilation
of evidence, with stakeholder feedback incorporated into a draft Bill, which will be
submitted to the Cabinet of Ministers for approval. This reform, which is aligned with the
broader objectives of reinforcing social trust and institutional efficiency under the EPSR,
envisages shifting towards document-based evidence, introduce a one-year deadline
for compiling evidence, and establish clear disclosure timelines for both prosecution
and defence.

To ease the backlog of pending trials, a new trial by jury Hall was established in 2024,
allowing for concurrent hearings and helping to reduce delays in the justice system.
Building on this momentum, Government is prioritising the establishment of a dedicated
Commercial Court to handle commercial and maritime disputes. Draft legislation has
already been approved by the Cabinet of Ministers and will soon be tabled in Parliament.
In parallel, premises have been identified, and a tender has been issued for works to be
contracted.
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These measures contribute to SDG 16 on promoting peaceful and inclusive societies
and building effective, accountable institutions, as well as SDG 9 on fostering innovation
and infrastructure.

Enhancing Governance and Anti-Corruption Measures

The MPF is increasing investment as part of its Transformation Strategy to become a more
flexible, efficient, and data-driven force, supporting the EU’s broader digital transition
goals while also contributing to the EPSR, particularly the principles of accountable
institutions and access to quality public services. This is being achieved through the
procurement of specialised vehicles and the investment in i2 software to enhance the
Force's data processing capabilities, funded by the Internal Security Fund (EU Funds).
The tender for the procurement of Specialised Vehicles closed on 4 March 2025, while
the i2 software project has been adjudicated by the Project Selection Committee.

In addition, ongoing drug screening and the enforcement of the Police Drugs Misuse
Policy continue, with regular drug tests conducted on police officers. In 2024, a total
of 436 drugs tests were performed, and this measure will continue to be implemented
accordingly.

Efforts to strengthen anti-fraud and corruption reporting have been bolstered by the
enforcement of the Anti-Fraud and Corruption Policy and the anonymous reporting
system ‘Break the Silence’. In 2024, 21 proton mails were sent anonymously through
the system, and this measure will continue in the future. Furthermore, thorough internal
audits within the MPF have been carried out to ensure accountability, governance, and
performance, with audit exercises continuing as planned.

Effective Enforcement of the Anti-money laundering framework

Malta is strengthening its anti-money laundering (AML) framework through regular audits
conducted by the MFSA and the Malta Gaming Authority (MGA), in collaboration with
the Financial Intelligence Analysis Unit (FIAU). These efforts, aligned with the Union’s
common priorities on internal security and social and economic resilience, are essential
for safeguarding financial integrity and ensuring a robust regulatory environment.

In 2024, both the MFSA and the MGA worked with the FIAU to ensure compliance with
AML regulations by carrying out 29 and 18 supervisory interventions, respectively. These
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audits are based on a risk-based approach and contribute to the broader objectives
of SDG 16 (Peace, Justice and Strong Institutions), by reinforcing institutional capacity
and transparency.

The FIAU Strategy 2023-2026 is progressing, focusing on enhancing the unit’s ability to
detect and prevent financial crime. By the end of 2024, 25.0 per cent of the goals had
been achieved, with 58.0 per cent underway. Key initiatives included the development
of a new case management system. The FIAU’s staff increased by 24.8 per cent in the
last three years, bringing the total to 171 employees by the end of 2024.

In 2024, the FIAU conducted 140 supervisory interventions, and when including efforts by
the MFSA and MGA, the total increased to 187. The FIAU also imposed 109 administrative
measures, including 76 pecuniary penalties totalling €746,655. The unit processed 9,430
Suspicious Transaction Reports and Suspicious Activity Reports, resulting in numerous
disseminations to the police, tax authorities, and foreign counterparts.

Additionally, the FIAU monitored breaches of cash restriction regulations, imposed eight
penalties, and facilitated 24,871 searches via the Centralised Bank Account Register
(CBAR). The FIAU remains committed to international cooperation, participating in
twelve technical missions and entering into four Memoranda of Understanding with
foreign counterparts.

Addressing Potential Aggressive Tax Planning

The Malta Tax and Customs Administration (MTCA) is in the process of implementing its
Delivering Transformation Strategic Plan 2023 - 2025, which includes further investment
in human capital and capacity building. A key aspect of this initiative is the integration
of Statistical Analysis Software into tax administration operations to mitigate and assist
with the identification of risks. The implementation process is in progress, with Risk
Queues for VAT and Corporate Tax already completed. Training on Transfer Pricing is
currently underway.

A number of initiatives are also being implemented to tackle aggressive tax planning.
Ongoing work includes preparatory steps for the implementation of Pillar 2 Directive
and the transposition of the DAC 8 and the OECD’s Crypto Asset Reporting Framework
(CARF) that includes updates to the DAC 2 / OECD’s Common Reporting Standard
(CRS). Technical content of the draft amendments will be incorporated into the Budget
Implementation Act by mid-2025. Additionally, a draft Guidelines document covering
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key tax matters, such as the treatment of tax-transparent entities, is also being prepared
and should be in place by the time such amendments are adopted.

Furthermore, in response to the OECD’s Exchange of Information on Request (EOIR)
supplementary review that took place in 2024, MTCA is addressing the recommendations
outlined in the report. Furthermore, an Enhanced Monitoring review has been launched to
evaluate Malta’s progress in implementing these recommendations, with the submission
of the related questionnaire submitted on 28 March 2025.

5.6 Stakeholder Involvement

Stakeholder engagement remains an essential component in the design and
implementation of Malta’s reforms and investments. Various ministries have collaborated
with institutional actors, industry representatives, local authorities, social partners, and
civil society stakeholders to ensure that policies and initiatives are aligned with national
priorities and sectoral needs. The following provides a brief overview of stakeholder
involvement for selected reforms and investments.

In the skills and education sector, the National Skills Council (NSC) is engaging industry
stakeholders in a sectoral consultation to align training programmes with workforce
needs in the areas of green and digital. The final recommendations will be presented
to academia and vocational education and training (VET) institutions.

In sustainable mobility, the Government is collaborating with Local Councils and
other stakeholders on urban mobility initiatives. The "Vjal Kulhadd"” initiative, which
supports sustainable street design, has selected 14 projects for investment, and further
consultations are ongoing in the implementation phase. A national cycling strategy is also
under preparation, with public consultation planned before Cabinet review. With regards
to the expansion of public charging infrastructure for electric vehicles, consultations
with Local Councils, Enemalta and the Superintendence of Cultural Heritage are ongoing
regarding the selection of 600 sites across Malta and Gozo.

Within the digital transformation framework, stakeholder engagement has played a role in
advancing digital reforms. The MDIA has integrated Al pilot projects into the Technology
Assurance Sandbox (TAS) and continues to coordinate efforts with stakeholders in the
healthcare and transport sectors. The MBR has consulted stakeholders in implementing
the elIDAS Regulation to facilitate online company registration.
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In the energy sector, the development of a second electricity interconnector between
Malta and Sicily involved public and stakeholder consultations and the project has
now received the Single Authorisation Decree from the Italian Government following
regional stakeholder discussions. For water infrastructure, consultations with relevant
stakeholders were conducted before securing a Planning Authority permit for the tunnel
connecting the Pembroke Reverse Osmosis Plant to the Ta’ Qali reservoir network.

In the social policy domain, the Social Plan for Families underwent public consultation
inviting feedback from various stakeholders, including Government entities and the public.
A stakeholder meeting was organised and followed by interministerial consultations. A
High-Level Group for Implementation and Monitoring has been established to oversee
its execution. Similarly, the Children’s Policy Framework 2024-2030 was finalised after
gathering input from a public consultation. Stakeholder engagement efforts are ongoing
as part of the initial implementation phase of the National Strategy for Poverty Reduction
and Social Inclusion 2025-2035.
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Malta’'s contribution to the Country-Specific

Recommendations (CSR) assessment

Annex 2
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Annex 3

Malta reporting extracted from FENIX
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Annex 4

Consistency and Complementarity with
Cohesion Policy Funds

Following the European Commission’s approval of Malta’s Partnership Agreement in
September 2022, the strategic framework for investments under the Multiannual Financial
Framework, including ERDF, CF, JTF, ESF+, and EMFAF, was defined. The Inter-Ministerial
Consultative Committee on European Union (EU) Funds (IMCC), set up in 2023, continues
to oversee the complementarity of EU-funded programmes for the 2021-2027 period,
resolve overlaps, and facilitate the exchange of information on new funds.

The 2021-2027 EU-funded programmes continue to address Malta's development
priorities, fostering economic competitiveness and sustainable growth. These initiatives
align with common European objectives, promoting a fair transition towards a greener
and more digital economy, reinforcing social and economic resilience, and enhancing
energy security. Additionally, where relevant, consideration is given to strengthening
capacities in response to emerging challenges, including the ability to address security
and defence-related concerns in an evolving geopolitical landscape.

Given Malta’s business landscape, which is primarily composed of micro-enterprises and
self-employed individuals, EU funding continues to support digitalisation, research, and
innovation (R&!). The Medium-Term Fiscal-Structural Plan (MTFSP) ensures alignment by
prioritising productivity enhancements and innovation-led growth. Further investments
are also necessary to meet climate and environmental targets. The relevant MTFSP’s
initiatives which are EU funded will continue supporting energy transition, waste
management and water conservation. Efforts to decarbonise transport, including
investment in electric vehicle infrastructure and sustainable mobility, further complement
these initiatives with those of the MTFSP. Malta’s geographical constraints also require
continued investment in transport infrastructure. EU funds are being allocated to
improve road and maritime connectivity while enhancing urban mobility. These efforts
are harmonised with cohesion policy investments, ensuring efficient resource allocation
and alignment with the initiatives outlined in the MTFSP. Initiatives included in the
MTFSP which are EU funded support health, education, and social integration, ensuring
equitable access to services.

EU funding instruments supporting cohesion policy are by design performance oriented,
and thus each programme has its own performance framework established in line with
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Articles 16 and 17 of Regulation (EU) 2021/1060. Member States report on the progress
attained bi-annually, in line with Article 42 of the Regulation'. It is important to note
progress reported is reflective of the nature of investment; whilst on a general level, the
progress achieved so far is constrained by the delayed start of the programme, in view
of the late adoption of the legal framework.

Update on the State of Play

By the end of November 2022, the European Commission approved all EU Funded
Plans and Programmes under the 2021-2027, allowing Malta to shift its focus on the
implementation of such Programmes and Plans.

Numerous calls were issued under the European Regional Development Fund (EDRF)/
Cohesion Fund (CF)/Just Transition Fund (JTF) 2021-2027. The project selection
process is well underway. The three projects of strategic importance concerning
onshore power supply in the Grand Harbour and the Freeport, as well as the second
electricity interconnector were already approved by the end of 2023. As at end 2024,
another three projects were approved, with EU funding approved for the expansion
of the electric vehicle charging infrastructure network across Malta and Gozo, for
infrastructural works within the TEN-T Core port of Valletta to eliminate bottlenecks
and for the implementation of Electronic Medical Records across the public national
health system. An additional five projects were approved in the first quarter of 2025,
namely for the development of Hal Far Business Incubation Centre, the development
of a Culture and Arts Hub in Marsa, the rehabilitation of Villa Guardamangia, the Design
& implementation of a Utility-Scale Battery Energy Storage Facility in Delimara Power
Station and for the procurement of Medical Equipment for Entities within to enhance
the national health system.

Five aid schemes for the private sector have been launched, with an initial budget of €31.5
million. These included the SME Enhance Aid Scheme (de minimis), SME Enhance Aid
Scheme (GBER), Start-up Enhance Scheme, Business Reports for SMEs, and Feasibility
Studies.

'Such reporting can be found at https://fondi.eu/2021-2027/transmission-of-data/. The reports uploaded show the state

of play of all programme indicators as at December 2024.
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The European Social Fund Plus programme (ESF+) serves as a key instrument for
supporting active inclusion and ensures enhanced education and fairer job opportunities
for all citizens, through investment in human capital.

Following the launch of the Access to Employment (A2E) employment aid scheme, and
the Investing in Skills (1IS) training aid scheme, representing €12 million and €10 million
commitments respectively, and the Further Funds Made Affordable (FSMA) financial
instrument with a commitment of €5 million, in 2023, ESF+ continued to progress steadily
in 2024 with the launch of a number of calls and approval of the following projects.
These include the Food 4 You Support project addressing material depravation through
food support with an investment of €5 million and the One Device Per Child project,
that through an investment in digital technologies of circa €54 million, it will address
early school leaving. The Endeavour and Reach High projects were also approved,
providing scholarships and grants to further higher education in sectors related to
national priorities and labour market gaps with an investment of €9.7 million and €4
million respectively. The Youth Guarantee and the Training For Employment projects
were also launched in 2024 targeting not in employment, education or training (NEET)
youths in order to enable and support young persons to have the opportunity to play
an active role in society, and other individuals in acquiring relevant labour market skills
and competences, with an investment of €10 million and €12 million respectively. By
end March 2025, two other projects under the ESF+ have been approved. These are
the Vocational Assessment, Support, Training and Employment (VASTE Il) project and
the Second Chance: Empowering First-Time Offenders in Malta project. Both of these
projects purse the specific objective of fostering active inclusion and employability with
an investment of €18 million and €3 million respectively.

By the end of March 2025, a total of six projects were evaluated and committed
under the European Maritime Fisheries and Aquaculture Fund (EMFAF). The range
of investments are in the area of data collection, research on innovative practices in
aquaculture, a promotional campaign, information systems for Control Activities in line
with the common fisheries policy (CFP) Regulations, as well as projects related to the
environment implemented by the Environment Resource Authority (ERA). The total
amount of committed funds is that of €11.7 million. A second call for data collection
was launched, with the submitted project currently being under review by the Project
Selection Committee. In the meantime, the Managing Authority, in close collaboration
with the Department of Fisheries and Aquaculture has launched the first rolling scheme
aimed for fishers for on-board investments. Future calls envisaged this year are also
earmarked for fishers in the areas of engine replacement, diversification, and targeting
marine litter.
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Annex 5

Initiatives addressing the dimensions of the
Energy Union

Malta’s energy policy seeks to align the local energy policy with the Energy Union
framework. The Table below categorises initiatives under the Medium-Term Fiscal-
Structural Plan (MTFSP) according to the five Energy Union dimensions. Indeed, through
the Annual Progress Report (APR), progress on these initiatives is being reported.

Table 1
MTFSP initiatives categorised under the Energy Union Dimensions

Reforms and Investments Energy Union Dimension

32 Enhancing Road Infrastructure and Promoting Sustainable

Mobility
33 Soft Mobility Measures to tackling traffic congestion
34 Implementation of policies promoting the sustainability of the

transport sector
35 Promoting intramodality
36 Construction of a multi-modal transport hub
37 Setting up of an Intelligent Transport System service platform
38 Implementation of a Sustainable Urban Mobility Plan (SUMP) for

the Valletta Region
39 Regeneration areas created in urban areas for open and car

free spaces Decarbonisation - GHG Emissions
40 Grand Harbour Clean Air Project & Removals
41 Provision of shore-to-ship electricity at the Malta Freeport
100 Measures incentivising lesser use of ICE vehicles
101 Electrification and Decarbonisation of Malta’s Transport Sector
102 Mobility management in the public services
103 More Charging Points
116 Waste to Energy Plant
117 Organic Processing Plant
118 Thermal Treatment Facility
119 Skip Management Facility
120 Fostering effective waste management
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Reform to review existing permitting systems and streamline

104 processes for renewable projects
105 Installation of photovoltaic infrastructure in various public
spaces, including roads, footpaths and open spaces
107 Designing of a 10MWh battery storage facility
108 Free energy audits for SMEs
109 Renewable Energy and Energy Efficiency Support Schemes Decarbonisation - Renewable
110 Incentives for Renewable Energy and Energy Efficiency in Energy
Businesses
111 Enhancing the primary water network
112 Energy-efficient aeration equipment in Ta’ Barkat Wastewater
Treatment Plant
113 Installations of PV panels at the Water Services Corporation
114 Renovating a number of public buildings
115 A second interconnector
106 Strengthening and widening the electricity distribution network Energy Security
107 Designing of a 10MWh battery storage facility
115 A second interconnector Internal Energy Market
13 Co-funded partnerships of research and innovation related to
the energy transition Research & Innovation
1 Co-funded partnerships of research and innovation related to Competitiveness

the Blue Economy
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Annex 6

Initiatives alighed with the Digital Decade
Strategic Roadmap 2023-2030

The Digital Decade Policy Programme (DDPP) is a key initiative by the European
Commission aimed at driving Europe’s digital transformation by 2030. It sets ambitious
targets across four main areas: digital skills, digital infrastructure, digitalisation of
businesses, and digital government. As part of this framework, each Member State,
including Malta, has developed a National Digital Decade Strategic Roadmap (DDSR),
outlining the policies, measures, and actions required to achieve these targets. Malta’s
Roadmap, developed through extensive stakeholder consultation and aligned with the
national Malta Digitali Strategy (2022-27), includes 66 measures aimed at accelerating
digitalisation, narrowing the digital divide, and enhancing digital public services. The
roadmap is a dynamic document subject to ongoing monitoring and adjustments to
reflect technological advancements, policy changes, and evolving national and EU
priorities. Where relevant, initiatives under Malta’s Medium-Term Fiscal-Structural Plan
(MTFSP) are linked to the DDSR, highlighting Malta’s strategic approach to digital
transformation and its alignment with broader European digital objectives. Updates on
implementation are included accordingly in this Annual Progress Report (APR).
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Table 1
Linking MTFSP and DDSR initiatives

Title MTP DDSR
Extension of the Youth Guarantee Scheme 99 23
One Device Per Child Programme 68 2,3
Extension of Training Schemes 53 16, 22, 25
Provision of Free Training Courses by Jobsplus 77 24
Developing a National Skills Strategy 71 14
Implementation of the Digital Education Strategy 2025-2030 90 10
Skills Development Scheme 96 21,96
Incentives for Renewable Energy and Energy Efficiency in Businesses 110 47
Updating the Technology Assurance Sandbox 2 39
Digital Reforms related to eIDAS Regulation Implementation 9 60, 66
Accessible Electronic Medical Records 49 64
Innovative Tech Solutions for Local Enterprises 8 20,21, 27,
43,44, 46
Venture Capital Fund 31 53, 55
Developing a Startup Framework 25 56
Strengthening skills development and recognition, with a particular focus on 20 1
low-skilled adults
Further digitalisation and modernisation of the public administration 5 62
Measures to intensify the digitalisation of the private sector 7 36
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Reporting on the implementation of the
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Forward-Looking Measures and their

Reporting on SDGs
Estimated impact

Annex 8
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