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1. Overall Policy Framework and Objectives

Over the last two years, Government’s growth friendly fiscal consolidation approach
enabled Malta to progressively lower the fiscal deficit while becoming one of the
fastest growing economies in the Euro Area. Government believes that sound economic
policies which address Malta’s growth potential and competitiveness will strengthen the
sustainability of public finances.

In the 2016 Budget, Government reiterates its commitment to a healthy underlying
budgetary position over the economic cycle and to gradually reduce the debt ratio.
Notwithstanding these ambitious targets, a number of fiscal measures outlined in the
2016 Budget aim to further enforce the concept of making work pay. Government is also
supplementing existing measures to strengthen social cohesion and reduce poverty for
families with children with low income.

The 2016 Budget also highlights the importance of investment, both in enhancing human
capital by increasing incentives for training and education, as well as for productive
investment by streamlining procedures and announcing a number of incentives for
businesses.

1.1 Macroeconomic Scenario

The Spring macroeconomic and fiscal projections presented in the Update of the Stability
Programme 2015-2018 and in Malta’s Medium-Term Fiscal Strategy 2015-2018 have been
revised upwards, taking into account a better than expected outcome for the first half
of 2015 and more positive expectations over the medium-term.

Overall growth in 2015 is expected to reach 4.2 per cent in real terms, supported primarily
by positive developments in the domestic sector of the economy. During 2016, economic
growth is set to moderate, growing by 3.6 per cent in real terms, with the external side
of the economy largely accounting for all the expected growth. Growth in headcount
employment is expected to remain strong and increase by 1.9 per cent in 2015, and to
stabilise at 2.0 per cent in 2016. Inflationary pressures are expected to marginally increase
by 0.2 percentage points in 2015 to 1.0 per cent, and to increase to 1.8 per cent in 2016.

1.2 Fiscal Policy Objectives

After Malta took effective action to bring down the Government deficit below the 3.0 per
cent threshold by the end of 2013, the deficit is targeted to decline further to 1.6 per cent
of Gross Domestic Product (GDP) in 2015 and to 1.1 per cent in 2016. This is consistent
with a structural effort of around 0.5 percentage points of GDP in 2016. Meanwhile, the
general Government gross debt ratio is expected to decrease by 1.7 percentage points
of GDP in 2015 and by a further 1.3 percentage points in 2016, reaching 65.2 per cent
of GDP.
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1.3 Fiscal Governance

The Fiscal Responsibility Act was adopted by the Maltese Parliament in August 2014. This
Act establishes fiscal rules which bind national fiscal authorities in achieving a balanced
structural budget, or in its absence, converge towards the medium-term budgetary
objective. Moreover, the Act also establishes the medium-term budgetary framework
and strengthens the role of the Ministry for Finance in the budgetary process and the
multi-annual fiscal planning.

The Act also establishes a Fiscal Council that is tasked with assessing and endorsing
macroeconomic and fiscal forecasts, and monitoring compliance with fiscal rules
according to the provisions of this Act. The Malta Fiscal Advisory Council (MFAC) is
operational following its appointment earlier this year. The MFAC holds regular meetings
with the main stakeholders (the Economic Policy Department and the Budgetary Affairs
Office of the Ministry for Finance, the National Statistics Office, the Treasury and the
National Audit Office) and receives regular reports and data on fiscal issues. Since
its inception, the Council has published three reports. In April and May, the Council
carried out an assessment and an endorsement of Government’s macroeconomic and
fiscal projections as published in the Update of the Stability Programme, respectively.
In September, the Council issued an Assessment of the Medium-Term Fiscal Strategy
2015-2018, Annual Report 2014 and Half Yearly Report 2015 published earlier by the
Ministry for Finance.

It is to be noted, that the targets contained in this Plan fulfil the legal requirements
established by virtue of the Fiscal Responsibility Act. In addition, the macroeconomic
forecasts underlying this Plan and the 2016 Budget have been submitted to the Fiscal
Advisory Council for its endorsement.

1.4 Conclusion

The strength and stability being exhibited by the Maltese economy, mainly underpinned
by strong improvements in investment, continued positive developments in the labour
market, and subdued inflationary pressures, are sustained by the range of structural
economic policies presented in this year’s National Reform Programme (NRP) and the
Budget 2016 measures. These structural reform measures are intended to address the
country’s main economic challenges, and in particular:

1. Continue to deliver Government’s commitment of ensuring public finance sustainability
in the short to medium-term, while also addressing the long-term dimension;

2. Raising potential output, in particular by continuing to increase the labour force
participation, especially of women, raising skill and education levels, promoting
lifelong learning, and increasing productive capital investment;

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

4. Effectively reducing bureaucracy especially the length of the public procurement
process, and ensuring that the public service is efficient and cost effective;

4 Malta: Draft Budgetary Plan 2016



5. Safeguarding the successes achieved by the Maltese financial sector by reducing
macroeconomic imbalances related to the financial sector and ensuring it continues
to follow rigorous practices; and

6. Prioritising the promotion of a diversified and balanced economy.
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2. Economic Outlook

2.1 The Short-Term Scenario

Following the robust growth registered in 2014, the Maltese economy continued to grow
at an average rate of 5.1 per cent in real terms in the first half of 2015, outperforming
growth in the European economy by nearly three times. Over the same period, labour
market developments strengthened markedly as gains in employment were coupled
with a falling unemployment rate.

During the first half of this year, the Maltese economy expanded by 5.1 per cent in real
terms. Specifically, Gross Value Added (GVA) increased by 7.0 per cent attributed
to increases registered in all sectors of the economy with the exception of the
manufacturing sector which decreased by 0.9 per cent. The latter was the result of a fall
in the manufacture of computer, electronics, and optical products registered in the first
quarter. Indeed, in the second quarter of 2015, the manufacturing sector grew by 4.7
per cent. Significant increases were recorded in the professional, scientific and technical
activities sector, real estate activities, in the public sector, in the arts, entertainment and
recreation sector, in the wholesale and retail trade, transportation and accommodation
sector, in the financial services sector, and in the information and communication sector.
During the same period of 2015, both compensation of employees and gross operating
surplus exhibited positive performance, expanding by 4.1 per cent and 10.4 per cent,
respectively. Meanwhile, net taxes on production and imports increased by an average
rate of 7.5 per cent.

The Maltese economy is expected to retain a positive momentum in the second half of
2015. Overall growth in 2015 is expected to reach 4.2 per cent in real terms, supported
primarily by positive developments in the domestic sector of the economy, while the
external side of the economy is expected to act as drag on economic growth, reflecting
the surge in imports of energy investment goods. Indeed, private consumption is
expected to increase by 3.5 per cent in real terms, sustained by a moderate growth
in employment and growth in disposable income which is in turn being driven by an
appreciation in wages. Government expenditure is projected to rise by 1.0 per cent in
2015, reflectingincreases in compensation of employees and intermediate consumption.
Gross fixed capital formation is expected to remain strong over the second half of the
year and increase by 21.4 per cent in 2015, largely on the back of a large-scale project in
the energy sector. Exports are expected to remain at the same level of 2014 while the
strong domestic demand (particularly investment) is expected to drive up imports by
1.4 per cent, resulting in a negative net trade contribution to growth.

During 2016, economic growthis set to moderate, growing by 3.6 per centinreal terms, with
the external side of the economy largely accounting for all the expected growth. Domestic
demand is expected to contribute positively to economic growth by 0.3 percentage points
as the positive performances expected in both private and public consumption expenditure
more than offset the declines in gross fixed capital formation. It is however worth noting
that the drop in gross fixed capital formation is predominantly a base effect from 2015
reflecting the surge in energy investments. The investment to Gross Domestic Product
(GDP) ratio is expected to remain at a healthy 19.6 per cent of GDP in real terms, 1.5
percentage points higher than the investment ratio characterizing the Maltese economy
since the 2009 recession. Positive external developments are expected to be primarily
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underpinned by the stronger performance of Malta’s main trading partners and the
protracted effect of the significant depreciation of the Euro against the currency of our
main trading partners. In particular, the projected depreciation of the Euro against the
US$ is expected to contribute to a recovery in exports in 2016, particularly reflecting a
strong performance expected in pharmaceuticals, other business, tourism and remote
gaming sectors. Other export-oriented sectors are expected to register moderate
increases in exports whilst the electronics subsector is anticipated to recover in 2016,
although still registering subdued growth rates.

Table 2.1 presents the main macroeconomic indicators for the years 2012-2016. The
figures for the 2012-2014 period are based on the latest data released by the National
Statistics Office (NSO) under the new European System of National and Regional
Accounts (ESA 2010) whereas the figures presented for 2015 and 2016 are based on
the autumn forecasts.

2.1.1 Assumptions for Projections

The macroeconomic forecasts presented in this Draft Budgetary Plan are based on the
following assumptions:

1. Economic activity in Malta’s main trading partners is expected to increase by 1.5 per
cent and 2.0 per cent in 2015 and 2016, respectively.
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2. Oil prices are expected to decrease to US$57.1 per barrel in 2015 and to increase
to US$63.0 per barrel in 2016.

3. Short-term interest rate is expected to average 0.05 per cent in 2015 and to remain
the same thereafter. On the other hand, the long-term interest rate is expected to
average at 1.6 per cent in 2015 and to remain the same in 2016.

4. The nominal effective exchange rate is expected to fall to an average of 0.975 in
2015, reflecting the expected depreciation of the Euro exchange rate to both the
Dollar and the Sterling, and to marginally decrease to 0.9502 in 2016. Specifically,
the USD/EUR exchange rate is expected to average 1.0897 in 2015 and to 1.0718 in
2016, whilst the STG/ EUR exchange rate is expected to average 0.7103 and 0.7075
in 2015 and 2016, respectively.

5. Itis being assumed that, Government expenditure moderates in the second half of
2015.

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

2.1.2 Risks to Outlook

The economic outlook in this Draft Budgetary Plan is more positive than the one projected
in Spring 2015. This is attributable to the higher than expected economic growth rate
registered in the first half of 2015 coupled with a more favourable outlook in the exchange
rate. Nevertheless, an element of prudence is still present in this forecast. Any growth
in excess of 3.3 per cent in the second half is expected to result in a stronger than
anticipated growth by the end of 2015. This indicates that the risk is primarily on the
upside. Whilst the volatility of investment may be a risk factor, this is primarily mitigated
by the assumption of high import content and therefore no material impact on GDP is
expected.
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For 2016, downside risk related to external conditions is offset by upside risk on the
domestic front. In particular, the growth forecast for 2016 is based on a relatively
moderate growth in employment. A stronger element of growth in employment coupled
by consumer confidence and a low interest rate environment could stimulate private
consumption beyond these relatively prudent forecasts. Private investment could also
be stronger than expected. On the downside, risks to the growth of services exports
may materialize if the impact of the favourable exchange rate is weaker than anticipated,
growth in the Euro Area fails to materialize or due to a protracted slowdown in emerging
markets.

Risks on the downside include weaker than expected economic activity in Malta’s main
trading partners following renewed uncertainty in the Euro Area and an increased level
of geopolitical risks. On the other hand, upside risk relates mainly to a stronger than
expected private investment. The effect of new developments in oil production could go
either way depending on how fast the adjustments in oil prices take place. It is notable
that these forecasts include the impact of lower commercial energy prices on private
investment which could further boost private investment.

The effect on real GDP growth from these risks scenarios have been quantified based
on internal estimates and are illustrated through the use of a fan chart in Chart 2.1.

2.1.3 Employment Prospects

The Labour Force Survey (LFS) recorded an employment rate of 63.9 per cent in
the second quarter of 2015, a 1.4 percentage point increase when compared to the
corresponding quarter in 2014. Growth in headcount employment is expected to remain
strong and increase by 1.9 per cent in 2015. On the other hand, growth is expected to
remain broadly at the same pace in 2016 as it is expected at 2.0 per cent. Moreover, the
unemployment rate (based on Harmonised definition) is expected to decrease by 0.1
percentage points to 5.8 per cent in 2015 and to further decrease by 0.2 percentage
points to 5.6 per cent in 2016. This is well below the expected EU average rate and
reflects efforts in ongoing active labour market policies.

In 2015, all sectors are expected to register positive growth rates with the exception of the
construction sector. On the other hand, employment within the manufacturing sector, the
public sector and the wholesale and retail trade sector are expected to grow by less than
2.0 per cent. All the other sectors are expected to grow in excess of 2.0 per cent, with the
highest rates of growth expected in the tourism sector. This overall positive performance
is expected to be largely supported by a higher female employment rate, reflecting
increased efforts from Government to increase female participation, and increased
employment flexibility.

2.1.4 Inflation

The HICP inflation rate (twelve month moving average) which during 2014 stood at 0.8
per cent remained subdued during the first half of this year and stood at 0.8 per cent
in the latest report, mainly due to the negative growth rates registered in energy prices.
Inflationary pressures are expected to marginally increase by 0.2 percentage points in
2015 to 1.0 per cent on the back of higher expected unprocessed food prices after having
declined in 2014. As oil prices are expected to increase relative to 2015 while the USD/
Euro exchange rate is expected to remain broadly the same, inflation is expected to
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increase to 1.8 per cent in 2016. The latter is also the result of higher expected processed
food prices when compared to 2015.

2.2 Comparison to Commission’s Spring Forecast

The Spring forecasts published by the European Commission project a growth rate for
Malta of 3.6 per cent and 3.2 per cent in 2015 and 2016, respectively, with domestic
demand being the main driver of growth in both years. Therefore, forecasts for real
GDP growth presented in this Draft Budgetary Plan are 0.6 and 0.4 percentage points
higher than the rate forecasted by the Commission for 2015 and 2016, respectively. This
is mainly attributed to a higher than expected contribution fromn domestic demand for 2015, while
for 2016 the composition of growth differs with that of the Commission. The latter is expecting
growth to be primarily generated by the domestic side of the economy. On the other hand, the
Ministry for Finance is expecting growth for 2016 to be generated mainly from the external side
of the economy.

Nominal GDP growth presented in this Draft Budgetary Plan is projected at 6.5 per cent
and 6.2 per cent for 2015 and 2016, respectively. For 2015 and 2016, this represents a
higher growth of 1.5 percentage points and 1.2 percentage points, respectively over the
baseline presented by the Commission in its Spring forecast.

The European Commission will be updatingits forecasts in the coming weeks by its Autumn
round of forecasts.

2.3 Potential Output and the Output Gap

The average potential output growth stood at 2.4 per cent during the period 2006 to
2014. Over the forecast period 2015 to 2018, potential output growth is expected to
exhibit a gradual increase. In fact, average potential growth is expected to be 3.4 per
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cent, mainly underpinned by strong investment, positive employment growth, higher
labour market participation rates and improvements in the total factor productivity.

The output gap is expected to remain positive between 2015 and 2017 as the Maltese
economy is expected to register a rate of economic growth that is above potential. The
output gap is expected to turn negative in 2018.

The developments in potential output and in the output gap, both historically and those
expected over the forecast horizon, are illustrated in Chart 2.2.
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3. General Government Budgetary Developments

Malta took effective action to bring down the Government deficit below the 3.0 per cent
threshold by the end of 2013. Subsequently, Government continued on the path of fiscal
consolidation and the deficit declined further to 2.1 percent of Gross Domestic Product
(GDP) in 2014, which is an improvement in the deficit-to-GDP ratio of 0.6 percentage
points. The debt ratio for 2014 embarked on a downwards trajectory which is expected
to continue in the coming years. The debt ratio for 2014 stood at 68.3 per cent.

The general Government balance is expected to decline further in 2015, with further
gradual reductions envisaged over the medium-term horizon. Consistent with the
calendar of convergence established by the European Commission, Government is
targeting the attainment of the Medium-Term Budgetary Objective (MTO) in 2019.

3.1 Budgetary Targets

In 2015, the deficit is targeted to decline to 1.6 per cent of GDP. While absolute levels
of both revenue and expenditure are expected to be higher than what was projected in
the Update of the Stability Programme submitted earlier on this year, these increases
are expected to be more than outweighed by stronger GDP growth, such that their
ratios are expected to be marginally lower as a share of GDP. Nevertheless, the deficit
target remains unchanged. The indications and data available up to September 2015 are
broadly consistent with this target, in particular since these developments are expected
to persist over the last quarter of 2015.

In structural terms, the deficit is expected to register an improvement of 0.5 percentage
points of GDP annually in both 2015 and 2016. While in 2015, the anticipated narrowing
of the deficit is expected to be mainly revenue-based, supported by buoyant economic
growth, fiscal consolidation in 2016 is primarily expenditure-based, reflecting the expiry
of temporary expenditure measures implemented in 2015. Government budgetary targets
are presented in Table 2a.

The general Government gross debt ratio is expected to decrease by 1.7 percentage
points of GDP in 2015 and by a further 1.3 percentage points in 2016, reaching 65.2 per
cent of GDP. In particular, the positive impact of nominal growth and the projected
primary surplus will more than offset the upward pressure that the interest burden and
the stock-flow adjustment are expected to have on the debt ratio. The sizeable stock-flow
adjustment, especially in 2016, is mainly due to the contribution to the Malta Government
Stock sinking fund, and also complemented, to a lesser extent, by an increase in the
cash holdings on the part of Government. Developments in gross Government debt are
presented in Table 2b.
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3.1.1 Discretionary Measures

A number of revenue and expenditure measures are to be taken by Government in 2016
on the back of strong economic growth being achieved.

Permanent discretionary revenue measures particularly include:
1. Continuing the shift from direct to indirect taxation:

a. Further revenue in indirect taxation equivalent to 0.23 per cent of GDP will be
levied on consumer goods including revisions in excise on fuel, cement, cigarettes and
tobacco, plastic bags and chewing gum. The impact from higher excise duties will be
partially offset by lower revenue from Eco-contribution equivalent to 0.06 per cent of
GDP as the latter scheme is being phased out and replaced by specific excise duties.

b. The lowering of income tax bands is estimated to cost the Government 0.13 per
cent of GDP. This is in line with Government policy to shift the tax burden away from
labour income while still keeping the same Value Added Tax (VAT) rates.

C. As of 1st April 2016, an environmental contribution will be paid by all tourists
aged 18 or over, the proceeds of which will go to upgrade, improve and maintain main
public spaces and tourist zones. The contribution will be €0.50 per night and capped
to €5 for each visit. This is expected to yield 0.07 per cent of GDP.

2. The increase in pensionable age announced as part of the 2006 pension reform
is expected to contribute an additional negligible amount as a per cent of GDP in
national insurance contributions (equivalent to an incremental amount of €3.2 million
in level terms). The Government has also announced that the years of contributions
to pensions will be increased from 40 to 41 years for those born after 1968. For the
private sector, the retirement age is no longer mandatory if the employer consent
to an extension. Furthermore, incentives to encourage late retirements in the private
sector, were also announced in the 2016 Budget which could further improve pension
sustainability.

3. The International Investor Programme is expected to render an additional €5 million
in revenue in 2016 over and above the revenue recorded in 2015. However, in terms
of GDP, the expected impact is negligible.

The net impact of temporary and permanent discretionary revenue measures for 2016
(including those implemented in previous budgets but which will still have an impact in
2016), is estimated at €16.3 million, equivalent to 0.08 per cent of GDP. It is noteworthy,
that the estimated impact of discretionary revenue measures excludes the impact of
a reduced final withholding tax rate on rental income of commercial property from 25
per cent to 15 per cent, which measures are expected to increase revenue by improving
the tax base due to higher declared income.

Incremental discretionary expenditure measures (including those implemented in
previous budgets but which will still have an impact in 2016), are expected to improve
the budgetary balance of 2016 by €45.5 million, equivalent to 0.55 per cent of GDP
particularly due to temporary expenditure in 2015 which will not to be affected in 2016,
including:
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1. The final equity injection to Air Malta in 2015, equivalent to 0.5 per cent of GDP,
will exert a positive impact on the budgetary balance in 2016 due to the temporary
nature of this transaction.

2. Aone-time additional bonus to compensate those employees, pensioners and other
beneficiaries who did not benefit from the reduction in income tax of previous
budgets also equivalent to 0.1 per cent of GDP will not take place in 2016.

These improvements to the budget balance will be partially offset by an estimated 0.18
per cent of GDP increase in expenditure in respect of 2016 Budget Measures initiatives,
particularly the increase in the minimum pension for those under €140 per week and the
Expropriation Compensation. The Minimum Pension measure is expected to gradually
lift a number of pensioners from the risk of poverty in line with EU2020 objectives.
This initiative is estimated to cost Government an equivalent of 0.06 per cent of GDP in
2016. Other initiatives aimed at supporting low income households include the changes
to the widows’ pension, the exclusion of child’s income from the means test for social
assistance, the setting up of a live-in carers fund and the extension of the in-work benefit.
These 2016 Budget initiatives which exclude the mentioned tax cut together total 0.12
per cent of GDP will replace the supplementary children benefit equivalent to 0.1 per
cent of GDP given in 2015.

For 2016, all expropriation cases up to €50,000 will be paid in full subject to proof
of title. In addition, Government is estimated to increase expenditure towards cases
where families cannot finalise their final purchasing contract because the expropriation,
which has been pending for decades, has not been finalised by the Government. The
expropriation compensation and the Home Ownership Schemes initiatives are estimated
to cost Government 0.05 per cent of GDP.

A description of discretionary measures is illustrated in Table 5a.

Furthermore, for 2016 and in line with the Fiscal Responsibility Act (July, 2014), a
contingency reserve of 0.1 per cent of GDP has been established by the Ministry for
Finance to ensure that unforeseen expenditure or revenue slippages do not jeopardise
the compliance with fiscal rules enshrined in the same Act. If unused this will contribute
towards further improvement in the budget balance and the structural balance, beyond
what is being targeted in this Plan.

3.2 Expenditure and Revenue Projections under the No-
Policy Change Scenario

Under the no-policy change scenario, revenue is expected to grow by 0.5 per cent
in 2016. Projected increases in revenue relative to GDP for 2016 under the no-policy
change scenario are primarily driven by increased economic activity, the composition
of economic growth and improvements in the efficiency of revenue collection. It is
therefore essential to underline the growth projections which sustain revenue growth
under the no-policy change scenario.

Economic activity in 2016 is expected to have a positive effect on the tax buoyancy of
the fiscal system with a strong performance in the indirect tax revenue base, a strong
increase in employment income and an even stronger increase in corporate income.
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Despite the strength of the economic environment underpinning the fiscal projections,
tax revenue elasticity assumptions are rather conservative thus ensuring a measure of
prudence in the fiscal projections.

Revenue from taxes on income is anticipated to be stronger than nominal GDP growth
in 2016 as a result of the expected factor distribution of income gains which is balanced
more in favour of corporate profits. Moreover, employment income is expected to grow at
a marginally slower rate of growth than the nominal growth rate of the economy. Coupled
with the assumed elasticity of social contributions less than unity, social contributions
are expected to grow at a slower pace than nominal economic growth.

Despite the strength of the indirect tax revenue base reflecting the further strengthening
of domestic demand and another strong performance in the tourism sector, the growth
in taxes on production and imports is still expected to lag nominal GDP growth, primarily
reflecting relatively conservative elasticity assumptions. The gaming and lotteries sector,
and car registrations are also expected to influence positively indirect tax revenue.

Overall, despite the relatively strong and tax rich composition of economic growth
forecast for 2015, tax revenue is expected to grow at 5.5 per cent, compared to a 6.2
per cent increase in nominal GDP growth. Indeed, the implied elasticity of tax revenue
to GDP under the no-policy change scenario is estimated at 0.9. This is underlined by
prudent elasticity estimates for the revenue components with their respective tax base.

As a result, the tax burden is expected to decrease from 34.1 per cent of GDP to 34.0
per cent of GDP under a no-policy change scenario as shown in Table 3. This decrease
is primarily due to revenue from social contributions which is expected to decrease
by 0.13 percentage points of GDP. Taxes on production and imports are also expected
to decline by 0.12 percentage points of GDP. Capital taxes are expected to maintain
a relatively unchanged ratio to GDP. On the other hand, current taxes on income are
expected to increase by 0.09 percentage points of GDP.

Property income is expected to decline by 0.07 percentage points of GDP, however,
the largest decline in the revenue ratio is due to a decline of 1.93 percentage points of
GDP in other revenue as a result of lower European Union (EU) fund utilisation and as
the revenue from the guarantee fee moderates.

Total expenditure under the no-policy change scenario is expected to decline from 43.8
per cent of GDP in 2015 to 41.8 per cent in 2016. The major decline in the expenditure to
GDP ratio is set to come from lower GFCF due to lower EU-financed capital investment
projects which is estimated to decline by 1.1 percentage points. Social payments as a
share of GDP at unchanged policies are expected to decrease by 0.3 percentage points,
primarily reflecting the expiry of temporary expenditure initiatives in the 2015 Budget
and to the various making-work-pay initiatives including the tapering of social benefits.
Together, interest expenditure and intermediate consumption are also expected to
decline by 0.5 percentage points of GDP.
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3.3 Expenditure and Revenue Targets

General Government expenditure and revenue targets are presented in Table 4a.
Notwithstanding the favourable macroeconomic conditions, and the measures
highlighted in Section 3.1.1, both the revenue and expenditure ratios are planned to
decline significantly in 2016, mainly reflecting lower EU-financed investments, prudent
elasticity assumptions and budgetary measures.

Total revenue is expected to decline by 2.1 percentage points of GDP, from 42.2 per cent
of GDP to 40.1 per cent of GDP. Despite the strong and relatively tax-rich composition of
growth, and the positive net impact of temporary and permanent discretionary revenue
measures, prudent elasticity assumptions underline a relatively stable tax burden,
which is expected to decline marginally by 0.1 percentage points of GDP. Nevertheless,
other revenue is set to decline from 6.1 per cent of GDP in 2015 to 4.1 per cent of GDP
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in 2016 as a result of lower EU fund utilisation and as the revenue from the guarantee
fee moderates.

The ratio of general Government expenditure to GDP is expected to decline by 2.5
percentage points, from 43.8 per cent in 2015 to 41.3 per cent in 2016. The major
decline in the expenditure to GDP ratio is set to come from lower EU-financed capital
investment projects, and to a lesser extent from no further equity injections envisaged
towards Air Malta.

3.4 Divergence from the April 2015 Stability Programme

The targets for the general Government budget balance have remained unchanged since
the latest Update of the Stability Programme. Meanwhile, as can be noted in Table 7, the
estimates for the general Government balance at unchanged policy have been revised by
-0.1and +0.2 per cent of GDP in 2015 and 2016, respectively. These revisions are mainly
attributable to both deviations stemming from changes in the projected macroeconomic
scenario, as well as the fact that the no-policy change scenario is defined differently
for the purpose of the Draft Budgetary Plan as compared to the Stability Programme.
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4. Distributional Implications of Budget Measures

The Budget for 2016 seeks to consolidate on the success registered by measures
introduced over the earlier years of this legislature and build on the robust economic
performance and the fiscal consolidation results attained over the past year. Indeed, the
first two Budgets of this legislature had the aim to strengthen the strategy to make work
pay and ensuring that the social security system positively incentivises work effort and
discourages dependency. In fact, as a result of the measures introduced in earlier Budgets,
Government was successful in reducing dependence on unemployment benefits, social
assistance and single parent benefits. Between December 2014 and September 2015, the
number of beneficiaries decreased by more than 2,100 persons who voluntarily opted
to enter an appropriate scheme. In addition, around 1,000 recipients of social assistance
have now opted to join the tapering system, whereby benefits are not immediately
withdrawn upon entering employment; instead these benefits are reduced gradually.

Whilst Government remains resolute in incentivising work effort and reducing dependency,
the Budget for 2016 is also focused on ensuring that the benefits of economic growth
are felt by the widest possible spectrum of the Maltese society. Government is aware of
the challenges posed by the increase in the number of households that are considered
to be at risk of poverty. Over the period 2010-2014, the at risk of poverty rate or social
exclusion has increased by 2.6 percentage points to 23.8 per cent, even though as
illustrated in Chart 4.1 below, in 2014 the rate has decreased marginally when compared
to the previous year. Consequently, a number of measures outlined below are aimed at
ensuring a better distribution of income, focusing on the more vulnerable groups, such
as the single earner families with children, youths and the elderly.
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Families

One of the measures which broadly affects the redistribution of income, is the adjustment
to the income tax. After widening the income tax brackets in the Budget for 2013-15,
the Budget for 2016 is raising the tax-free income thresholds for the single, married and
parental computations. This measure is specifically designed to reduce the burden of
taxation on persons that have not benefited from the widening in the income tax brackets
legislated in 2013-2015. By specifically targeting lower to middle income earners, this
measure ensures that more working individuals with a relatively lower income will be
exempt from paying any income tax over a larger portion of chargeable income whilst
supporting the work effort of the low to middle income earners. Persons that benefited
from past widening in the income tax brackets, such as single persons above the €19,501
threshold, will remain unaffected by the change thereby this measure will favour those
who earned less than the mentioned threshold, giving the system a more progressive
element.

The In-Work Benefit (IWB) is going to be extended to those families who are dependent
on a single earner, declaring an income in the range between €6,600 and €12,700. The
scope of extending this benefit is to further reach a balance between increasing equality
through redistribution whilst also incentivising individuals to enter employment. It is
estimated that around 3,700 will benefit from this extension. Indeed, if both parents
enter work, the benefit would increase substantially. Both the income tax measure and
the extension of the IWB are expected to impact positively single earner families with
children, which according to statistics from the Survey on Income and Living Conditions
(SILC), tend to be at a relatively higher risk of poverty or social exclusion.

Another measure which is expected to have a positive impact on families’ incomes,
relates to the entitlement to Social Assistance. Indeed, as from the Budget for 2016, the
children’s income will not feature in the means test of the main earner. This measure is
targeting lower income households with the objective of supporting efforts to continue
working whilst remaining entitled to welfare, subject to satisfying the other means testing
conditions. This measure is estimated to affect around 2,000 families. Other redistributive
measures include the extension of unemployment benefits to cater for those individuals
living with their parents and an extension of unemployment benefits for those who wish
to continue studying. These are all aimed at ensuring the fair treatment of those unable
to find a job whilst ensuring that sufficient opportunities are being given to those who
are truly unable to find work.

Furthermore, the extension of assistance is being given in the form of social security
contributions credits to persons that left their in order to take care of their children and
for those who continued to study and specialise. This measure will ensure that future
pensioners will not be penalised in terms of their pension entitlement.

Government is also encouraging more persons to take up voluntary third pillar pensions.
In particular, the tax incentive is being extended for persons making contributions on
behalf of their partner and children under the age of sixteen.
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Youths

With respect to youths, Government shall continue to adjust stipends in line with a
pro-rata increase in COLA. Furthermore, mature students will now also be entitled to
receive a stipend. Such measures, including also the grant being given to ITS students,
are aimed at promoting participation in higher education and also to serve to support
students who, due to their studies, are unable to engage in a full-time job.

The Budget for 2016 shall also extend the exemption from stamp duty on property for
first time buyers in order to relieve some of the burden that is borne by young adults
in setting up a home. It is estimated that this measure will relieve first time buyers up
to €5,000 worth of taxes. Furthermore, Government is also reducing stamp duty on
property purchased in an ‘Urban Conservation Area’ from 5 per cent to 2.5 per cent.
Government is planning to develop new housing estates to meet the increasing demand
for social accommodation.

Elderly

Statistics for SILC also indicate that households with no dependent children with a one
person above the age of 65 years or two persons, one of which is 65 years or older, tend
to experience arelatively higher risk of poverty or social exclusion when compared to the
national benchmark. Consequently, the Budget for 2016 is raising the minimum pension
to €7,280 per annum in the case of a person that fulfils the contributory record. With
respect to beneficiaries who are entitled to a minimum pension for married couples,
these will experience an increase in their pension of around €4.15 per week. This measure
is going to be beneficial to more than 12,000 beneficiaries.

In addition, survivors will be entitled for the full pension of the higher between their own
pension and the pension of their deceased spouse, if they are entitled to a contributory
pension in their own right. The Budget for 2016 is also raising the amount of service
pension not taken into consideration for Social Security pension assessment purposes
by another €200, thus enhancing the adequacy of pensions for this group of pensioners.

Furthermore, the Carers Pension and the Social Assistance for Carers schemes shall be
merged with the objective of extending the number of persons eligible for assistance
and thus ensuring more elderly persons remain living in their homes.

A pilot project is also being launched, whereby in the case of families with a dependent
elderly requiring constant care, Government subsidises up to half the minimum wage
upon engaging a qualified carer. Such measure is intended to ensure that elderly remain
living in their community whilst reducing the pressure on state long-term care institutions.

Other vulnerable groups

Various measures are being introduced to cater for persons with disabilities. For instance,
as from the Budget for 2016, persons entitled to the disability pension will now receive
a pension equivalent to non-contributory old age pension. Furthermore, other measures
include the establishment of a call centre by the National Commission Persons with
Disability aimed at enhancing the delivery of services as well as the development of a
hub aimed towards the holistic provision of services, based on a one-stop shop.
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Other efforts at the redistribution of income are planned through improved access to
healthcare services. Such measures include improving the primary healthcare services,
reducing waiting lists, screening for cervical cancer, increasing the bed stock at the
acute care hospital, improving access to medicines for those suffering from diabetes
and rare diseases and an increase in the financial assistance to persons suffering from
coeliac disease.
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