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ECONOMIC DEVELOPMENTS AND KEY POLICY

CHALLENGES

Economic growth remains robust,
despite heightened economic
uncertainty.

Malta's economy grows strongly, driven
by robust domestic consumption and
tourism. This growth is driven by private and
public consumption and is further supported
by a solid performance in key export sectors.
Real GDP grew by 4.0% in 2025 and is
forecast to grow by 3.7% in 2026 (see Graph
1.1) The contribution of net exports to growth
is positive, resulting from large net positive
services trade outweighing the negative
balance of trade in goods. More pronounced
effects of labour shortages, capacity
constraints, such as in land-use, infrastructure
bottlenecks, and expected slowdown in
external demand are set weigh down on the
growth momentum. Despite these factors and
the current geopolitical uncertainty, real GDP
growth is set to remain robust.

Graph 1.1: Malta - Real GDP growth and
contributions
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Employment growth continues, but labour
shortages are likely to persist.
Employment growth is projected to remain
strong. It is projected to have grown by 3.9%
in 2025 and to increase by 3.2% in 2026. Job
creation continues to rely heavily on foreign
workers, although inflows are expected to
moderate. This, however, did not lead to
decreasing labour shortages, as vacancy rates
continued to increase, particularly in tourism,
healthcare, and other service sectors. The
unemployment rate is expected to remain low
at around 3.2% in 2026. Nominal wage growth
per employee is projected to ease from 4.2%
in 2025 to 3.5% in 2026 and 2.1% in 2027.
Thus, real wage growth is expected to remain
positive.

Inflation set to increase following the
global trends. Headline inflation moderated
to 2.4% in 2025 and is forecast to increase to
2.7% in 2026, as the increases in international
energy prices indirectly drive up transport,
food and services inflation. The direct effect
on local energy inflation of global energy
prices is neutralised by the measures of the
Maltese authorities to keep retail energy prices
unchanged.

Favourable economic conditions
reduce headline deficit, but strong
underlying expenditure growth
persists

Government deficit fell to 2.2% of GDP in
2025 and is projected remain stable in
2026. In 2025, the deficit fell to 2.2%
reflecting a strong revenue growth driven by
favourable economic conditions and significant
tax windfalls. This more than offsets increased
expenditure, including from higher public
sector wages. In 2026, the deficit is forecast
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to remain stable at 2.2% of GDP, largely
reflecting lower intakes from personal income
taxes and higher expenditures as a result of
the increased cost of energy subsidies. In
2027, the deficit is projected to fall marginally
to 2.1% of GDP, as revenue continues to
increase despite the moderation in economic
growth. Fiscal commitments made by Malta
under its medium-term fiscal structural plan
(MTFSP) for 2025-2028 would imply an
improvement of the structural primary balance
of 1.4 pps, from -2.2% of GDP in 2025 to -
0.8% in 2028. This would allow to maintain a
broadly stable public debt ratio of around 46%
of GDP. However, the projected future growth
in health, long-term care and pension
expenditure could put a strain on the long-
term fiscal sustainability and adequacy of
Malta’s social protection system.

Malta’s tax system continues to face
structural challenges affecting its
fairness, efficiency and transparency. In
particular, addressing aggressive tax planning
risks remains the key policy challenge in
Malta's tax system, as highlighted in the 2025
CSR. Despite improvements, certain features
of the corporate tax system continue to create
risks of profit shifting and double non-
taxation. Malta’s refund tax system allows
international companies to reduce their
effective tax rate from 35% (nominal tax rate)
to between 5% and 10% through tax credits
and refunds. The implementation of the EU
Minimum Tax Directive, ensuring a minimum
15% effective tax rate for large corporations,
together with the recent introduction of the
optional Final Income Tax Without Imputation
regime, may lead to higher effective corporate
taxation in Malta for companies falling within
its scope or choosing to opt in. Still, the lack of
systematic reporting on tax expenditures
undermines fiscal transparency and makes it
difficult to evaluate the effectiveness of tax
policy measures.

Malta's supplementary pension sector has
scope for growth to support the adequacy
of retirement income and counter future
fiscal pressures. While voluntary second and
third pillar pension schemes are available,
participation remains limited. To address this,
the Maltese government considers introducing

automatic enrolment in occupational pension
schemes with an opt-out option. This could
help expand participation, ease the pension
adequacy gap and strengthen the role of retail
and institutional investors.

Malta’s defence expenditure is expected
to remain at very low levels. Malta follows
a policy of neutrality. Total government
expenditure on defence amounted to only
0.5% GDP in 2024 and is forecast by the
Commission to remain broadly unchanged at
around that level for 2025-2027.

Malta faces challenges to its
competitiveness, long-term growth
and social cohesion

Graph 1.2: Relative change in foreign born
population 2020-2024 (%)
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Malta's economy expanded rapidly,
accompanied by strong population
growth. This expansion was powered by an
influx of foreign workers in fast-growing
volume-based sectors, such as tourism,
construction, and retail. Malta’s population has
therefore grown at an unprecedented rate in
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recent years (see Graph 1.2). While supporting
robust economic performance, it has led to
increased population density and has put
strain on infrastructure, land use, natural
resources, and public services, which highlights
the difficulty of sustaining the current growth
model (see Annex 18). Malta could benefit
from a more balanced growth strategy by
prioritising high-productivity and knowledge-
intensive sectors, which would require greater
efforts to develop, attract and retain high-
skilled workers, as well as to strengthen the
use of skills intelligence tools in economic
development policy.

Malta’s economic security is shaped by
its small and highly open economy, the
current pressure on its natural resources,
and infrastructure, and its exposure to
disruptions in external connectivity.
Limited external transport connectivity and
relatively high international transport costs
impact its supply chain resilience and can
constrain diversification of trade and economic
activities. In this respect, the modernisation
and expansion of its maritime infrastructure
could improve Malta’s economic resilience.
Malta’'s energy mix is skewed towards
imported fossil fuels, exposing it to energy
supply shocks. Increasing the share of
renewable energy sources and improving
energy efficiency could boost the country’s
energy security. The country’s tight labour
market faces severe shortages of labour and
skills, which is worsened by population ageing.
Well targeted measures towards skills
development and attracting foreign talent are
needed to address these shortages without
imposing additional strain on the country’s
scarce natural resources.

Malta’s labour market is thriving, yet
there are ongoing challenges. Significant
disparities in employment remain between
men and women as well as people with and
without disabilities. Job quality, particularly for
third country nationals, and in certain sectors,
including workplace safety, is a concern,
aggravated by limited capacity for labour
inspections and gaps in social dialogue.
Turnover rates are notably high. This makes
skilled labour shortages systemic, arising from
education and training-related challenges in

the country, such as low participation in
vocational education and training (VET),
especially in science, technology, engineering,
and mathematics (STEM) areas, and in adult
learning for the low skilled.

Malta's social outcomes are uneven, with
specific and persistent vulnerabilities.
While overall poverty rates remained stable,
third-country nationals, people with
disabilities, people with a low education level
and older people, especially women, remain
particularly vulnerable. There is room for
improvement in benefits adequacy,
accessibility, and coverage. The effectiveness
of social transfers in alleviating monetary
poverty ranks among the lowest in the EU.
While participation of children under three in
early childhood education and care increased
in recent years, there is a wide gap related to
poverty risk in participation.

Strengthening research and innovation is
essential for Malta to move towards a
more productivity-driven growth model.
Persistent low levels of investment continue to
constrain  innovation  performance, with
research and development (R&D) intensity
remaining among the lowest in the EU (see
Annex 4). Structural challenges such as limited
uptake of support schemes, scientific and
digital skills shortages, and weak links
between academia and businesses, highlight
the need to strengthen the innovation
ecosystem, improve access to support, and
encourage collaboration to unlock growth in
high-potential sectors.

Access to external financing remains
limited for Maltese businesses. Although
institutions such as the Malta Development
Bank provide instruments to address financing
gaps, challenges related to accessibility, timing
and administrative procedures continue to
constrain the effective use of alternative
funding sources. The underdeveloped venture
capital and private equity ecosystem,
characterised by very low investment levels,
limits financing opportunities for high-growth
firms. The limited uptake of public support
schemes, such as the Malta Venture Capital
Fund, points to structural weaknesses in the
financing landscape and highlights the need to
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UN Sustainable Development Goals (SDGs)

Malta performs well (SDGs 4 and 8) or is improving (SDG 9) on SDGs related to
productivity. However, it still needs to step up efforts to close the gap with the EU
average on industry, innovation and infrastructure (SDG 9).

Skills shortages in Malta are at risk of rising due to worsening education outcomes, and
a very low share of R&D workers. This further hampers economic growth and
competitiveness. Out of the 17 indicators, 7 SDGs remain below the EU average.
Besides SDG 9 highlighted above, the affected SDGs relate to environmental
sustainability (SDGs 12, 13 and 15), macroeconomic sustainability (SDG 17) and

fairness (SDGs 2 and 5) (see Annex 17).

strengthen access to risk capital and improve
the effectiveness of existing initiatives.

Scope remains to improve the efficiency
of Malta’s justice system. Lengthy judicial
proceedings continue to be made worse by
structural constraints such as limited judicial
resources, including a low number of judges
per head resulting in a high caseload per
judge, as well as staff shortages and limited
court premises. While Malta took steps to
improve performance through digitalisation
and institutional reforms, including better
online access to judgments and the
implementation of a national digital justice
strateqy supported by the Recovery and
Resilience Fund (RRF), challenges remain in
areas such as the production of machine-
readable decisions and broader system
capacity.

Maltese firms face a relatively high
administrative and regulatory burden.
Barriers to business activity, trade and
investment remain above the EU average and
contribute to delays and a less favourable
business environment, particularly for licensing
and permitting procedures. While efforts are
underway to streamline processes through
digitalisation, including the introduction of
eProcurement services based on the ‘once-
only principle’, structural challenges persist, in
particular, the absence of a centralised public
procurement service capable of supporting
comprehensive data analytics.

Sustained demand is accelerating price
growth in Malta’s property and rental
markets. Residential property transactions
reached new highs in 2025 (see Annex 16),

continuing a long-term upward trend. This
continues to drive nominal property prices,
which have risen steadily since 2014 and
consistently outpace EU average growth.
However, with income growth exceeding these
gains, the price-to-income ratio has actually
declined, tempering the impact on overall
affordability (see Annex 16). Meanwhile, rental
prices continue to climb, boosted by high
demand from foreign workers and tourists.

Vulnerable groups in Malta face housing-
related pressures. While housing challenges
affect the population at large, their impact is
particularly acute for vulnerable households,
including non-EU nationals, children, single-
parent families and those at risk of poverty.

Over-crowding and energy poverty remain
significant challenges for vulnerable groups.
Housing support, delivered by the Housing
Authority, covers the provision of social
housing, affordability schemes, private rental
regulation and property  management.
Although the government has launched
credible initiatives and is expanding the social
housing stock, current provisions appear
insufficient to meet demand. Coverage and
adequacy of housing support remain limited,
despite ongoing efforts to strengthen existing
schemes (see Annexes 12 and 16).

The green transition is progressing
slowly

Malta’s uptake of renewable energy
sources is progressing slowly. In 2025,
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renewables accounted for only 16.7% of
Malta’s electricity mix, which is considerably
below the EU average of 45%. Malta saw a
3% year-on-year increase in renewable energy
sources (RES) installed capacity in 2024. Most
of this power is derived from solar
photovoltaics and water heaters. Further
expansions of small-scale RES installations are
expected to come from solar energy, which are
beneficial in the short term. Plans to develop
large floating offshore wind and solar farms
are a step in the right direction. However,
fossil fuel subsidies are keeping retail energy
prices well below the EU average, creating a
disincentive to adopt energy-saving measures,
invest in renewables, and decarbonise the
transport sector.

Rising transport emissions and traffic
congestion continue to undermine Malta’s
economic competitiveness and green
transition. The transport sector remains the
biggest source of Effort Sharing Regulation
emissions in 2024 (48%), which are projected
to be well above Malta’s target in 2030. While
the uptake of zero-emission vehicles has risen
significantly above the EU average, these
gains are being undermined by low fuel prices,
which sustain a heavy reliance on private
internal combustion engine vehicles (see
Annex 8). Heavy reliance on private car use
leads to persistent traffic congestion,
diminishing the population's quality of life.
Despite the introduction of free public
transport, policy measures remain insufficient
to discourage private car use in favour of an
efficient public transport system facilitating
multimodality. Major active mobility
infrastructure investments are largely absent
(see Annex 18).

Rapid economic growth, coupled with
climate-related vulnerabilities, puts
significant pressure on Malta’s natural
resources and infrastructure. High landfill
rates and low recycling rates persist in Malta,
despite recent reforms and investments in
waste management (see Annex 8). Increasing
water demand from the tourism sector,
domestic and industrial sectors and,
agriculture irrigation has left much of the
island water stressed. Despite marginal gains
in water quality, surface and groundwater

quality remains precarious (see Annex 18).
Malta is highly vulnerable to extreme weather
events, including floods, heatwaves and
drought events, even as climate resilience
measures begin to improve.

EU funding instruments provide
considerable resources to Malta. They
support investments and structural reforms to
increase  competitiveness,  environmental
sustainability, skills, social fairness and
security, while helping to address challenges
identified in the CSRs. Key instruments include
the Recovery and Resilience Facility (see Box
2) and Cohesion policy funds (see Box 3). In
addition, the Common Agricultural Policy (CAP)
provides Malta with an EU contribution of EUR
122 million under the CAP strategic plan for
2023-2027 (}). A further EUR 144 million are
available under the Asylum, Migration and
Integration Fund (AMIF), together with the
Border Management and Visa Instrument
(BMVI) and the Internal Security Fund (ISF).
Other EU programmes also  support
competitiveness in Malta, for instance through
open calls under Horizon Europe and the
Connecting Europe Facility.

() Anoverview of Malta’s formally approved strategy to
implement the EU’s common agricultural policy
nationally can be found at
https://agriculture.ec.europa.eu/cap-my-country/cap-
strategic-plans/malta en
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Key achievements of the recovery and resilience plan

Malta’s recovery and resilience plan (RRP) represents a total budget of EUR 328 million,
corresponding to 1.60% of GDP. The aim of the RRP is to support reforms and investments
contributing to the green and digital transitions, strengthening economic resilience, and
addressing long-standing structural challenges identified in the European Semester.

As of 27 May 2026, EUR 234 million (around 71% of the total allocation) have been disbursed
to Malta following the satisfactory fulfilment of 102 milestones and targets. Implementation
has progressed steadily, with a growing number of reforms and investments already fulfilled
and delivering real results on the ground.

Highlights and impact of the plan

o Digitalisation. Malta’s plan improves the digital experience for individuals and businesses
by expanding online public services, strengthening government IT resilience and
cybersecurity, and promoting digital inclusion through equipping over 1 000 low-income
individuals with laptops and internet access.

e Rule of Law. The Attorney General’s (AG) Office was reinforced under Malta’s plan by
doubling the number of officers and transferring the decision to prosecute 30 categories of
offences from the police force, with more expected to be transferred in the coming year.

e Waste management: Malta’s plan adopts new construction standards, implements a
strategy for construction and demolition waste, and reorganises regional waste collection.

e Strengthening of the energy distribution network: Under the REPowerEU component,
Malta is investing in four distribution centres, a new 132kV distribution feeder line and more
than 15 km of cables to strengthen its electricity distribution network.

e Grant scheme for the purchase of new electric vehicles: Over 10 000 grants have
been awarded for the private sector to purchase electric vehicles, contributing to the
reduction of road transport sector emissions in Malta.

e Neonatal hearing screening programme. Close to 950% of babies born in 2023 were
screened for hearing problems under Malta’s plan.

e The establishment of a Blood, Tissue and Cell Centre. Aims to limit Malta’s
dependency on other countries for the provision of blood, tissue and cell therapies needed in
medical interventions, and to support social well-being by offering services locally.

e Literacy support programme. At least 1 000 young students have benefited from the
Reading Recovery Programme - a literacy support programme to enable children in need to
reach age-expected levels in basic reading.
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Contribution of cohesion policy funds

EU cohesion policy funding supports Malta’s efforts to increase competitiveness,
environmental sustainability as well as skills and social fairness. In the 2021-2027
programming period, EU cohesion policy funds (?) are providing EUR 773 million (amounting to
EUR 1 179 million with national co-financing), or 3.3% of 2024 GDP, to Malta. This makes
cohesion policy one of the main sources of public investment in the country. The amount of
selected projects corresponds to 80.6% of the total allocation as of March 2026, with additional
calls in the pipeline.

e Innovation, business environment and productivity. Nearly EUR 74 million are
allocated for research and innovation, digitalisation and SMEs competitiveness. By the end
of 2025, around 190 firms have already seen their projects approved.

e Decarbonisation, energy affordability and sustainability. EUR 397 million are
earmarked for clean transition projects, with more than EUR 85 million to drinking water and
wastewater treatment projects. These projects are expected to provide 68 km of new or
upgraded pipes for the distribution systems of public water supply and improve wastewater
treatment facilities for 104 000 people. Another EUR 232 million will support energy
interconnector and related infrastructure, energy storage solutions, energy efficiency and
renewable energy interventions.

e Skills, quality jobs and social fairness. With a total European Social Fund (ESF+) budget
of EUR 124.4 million, EUR 53.3 million supports education and training. Around 53 000 adult
learning opportunities are to be created across nearly 700 SMEs. EUR 27.7 million targets
labour market integration of young people and other vulnerable groups through the ALMA
initiative, skills development and hiring services. More than EUR 30 million is earmarked for
social inclusion, prioritising training and support services for vulnerable groups. EUR 5.5
million is earmarked for fighting child poverty while EUR 4.5 million provides material
assistance, with over 12 500 people expected to benefit from food support.

The mid-term review () boosted the cohesion policy’s contribution to emerging strategic
priorities, reallocating nearly EUR 86 million. The mid-term review has strengthened Malta’s
energy transition, through further support to develop the second electricity interconnector with
Italy, as well as energy interconnectivity and related supporting infrastructure with the island of
Gozo. Additional investments in sustainable and affordable housing are also expected to ensure
the delivery of 60 affordable and sustainable homes with improved energy performance. In
addition to cohesion policy funding, to mitigate the social impact of climate change, Malta will
allocate up to EUR 45 million under the Social Climate Fund for 2026-2032 to help mitigate the
social impact of the new emissions trading system (ETS2), supporting vulnerable households and
small businesses.

(%) ERDF, ESF+, CF and JTF.

(*) The mid-term review is carried out halfway through the
2021-2027 programming period. It is a formal process
required under Article 18 of the Common Provisions
Regulation that aims to assess the implementation of a
programmes and, where necessary, propose
adjustments to improve their performance, ensure their
relevance in light of new and emerging needs and keep
them aligned with other EU policies.
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INNOVATION, BUSINESS ENVIRONMENT AND

PRODUCTIVITY

In 2025, Malta received country-specific
recommendations (CSRs) to address
remaining aggressive tax planning risks,
including the introduction of a
withholding tax on outbound payments or
equivalent defensive measures and
amendments to the rules governing non-
domiciled companies. Malta also received a
CSR to promote public and private investment
in research and innovation (R&l). On defensive
tax measures, further action is needed to
address the remaining aggressive tax planning
risks that identified, including those related to
targeting outbound payments as well as the
tax treatment of non-domiciled companies.
Limited progress has been observed in
promoting research and innovation,
particularly through the development of
several government initiatives in this area.
However, both public and private investments
in R&D remain persistently low compared to
the EU average, and existing policy
instruments supporting private R&D
investment appear insufficient to significantly
strengthen innovation performance.

Aggressive tax planning risks
persist

Addressing aggressive tax planning risks
remain the key policy challenge in Malta's
tax system, as highlighted in the 2025
CSR. Certain features of the Maltese tax
system, including the absence of withholding
taxes on outbound interests, royalties and
dividend payments, can create opportunities
for double non-taxation and profit shifting.
Indicators on the inward and outward foreign
direct investment (FDI) held through special
purpose  entities (SPEs) suggest that
companies use Malta for aggressive tax
planning strategies (see Graph 2.1 and Annex

3). Malta’s recovery and resilience plan (RRP)
provides for a reform targeting the risks of
double non-taxation linked to inbound and
outbound payments. However, no legislative
measures have been adopted yet.

Graph 2.1: Outward and inward FDI positions
for Malta and comparable EU economies (%
EU total)
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The design of Malta’s corporate tax
system results in a large gap between
statutory and effective corporate tax
rates. Malta’'s refunds scheme can
significantly reduce the effective tax burden
for companies. Malta has recently introduced
the Final Income Tax Without Imputation
(FITWI) regime, which could increase the
effective corporate tax rate to 15% for
companies that choose to opt in. Reducing the
current large difference between statutory and
effective  taxation could promote tax
simplification and possibly mitigate potential
top-up taxation in other jurisdictions, also
increasing the overall fairness of the Maltese
tax system.

Malta's tax system relies heavily on
corporate taxation while the overall tax
revenues remain relatively low. Malta's
total tax-to-GDP ratio amounted to 28.9% of
GDP in 2024, well below the EU average of
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39.4%, with corporate income tax accounting
for a large share of revenues (see Annex 3).
The tax mix diversification remains limited.
Environmental tax revenues are among the
lowest in the EU (1.4% of GDP compared with
2.1% in the EU-27). Currently, Malta levies
neither recurrent immovable property taxes
nor wealth, inheritance, or gift taxes.

The absence of reporting on tax
expenditures reduces fiscal transparency
and government accountability. Under the
EU budgetary framework, EU Member States
are expected to regularly report on tax
expenditures to boost transparency. Malta
remains the only EU Member State that does
not publish such reporting (see Annex 3).

Malta’s move towards a
productivity-driven economy
requires better and more targeted
R&l support

Boosting R&l is essential to support
Malta's transition towards a higher-
productivity growth model. Pressures
arising from Malta's current economic growth
model indicate the need to shift from volume-
based growth towards a productivity-driven
economy by increasing and re-focusing R&l
efforts to higher value-added activities. This
also includes improving efficiency in Malta’s
services sectors, where investment in R&l can
support the modernisation of processes.
Targeted reforms and investments in high
value-added sectors of the Maltese economy
could encourage innovation and improve
productivity, including through the
development of digital platforms, data-driven
decision-making and adoption of artificial
intelligence (Al). For example, the information
and communication sector has emerged as a
productivity leader, recording strong
productivity gains, partly reflecting the sector’s
rapid digital transformation and increased
technological investment (see Annex 5).

Persistently low investment in R&l
continues to constrain Malta's innovation
performance. A 2025 (SR called on Malta to

promote both public and private investment in
R&l. Nevertheless, Malta's overall R&D
intensity remains among the lowest in the EU
(at 0.54% of GDP in 2024 vs the EU average
of 2.24%), reflecting limited investment by
both the public and the private sector (see
Annex 4). Malta has announced new tax
incentives aimed at stimulating private
investment in innovation, including a tax
deduction of 175% for eligible spending in R&l
(see Annex 4). Ensuring that companies can

effectively benefit from public support
schemes requires a  well-functioning
innovation ecosystem, including targeted

support instruments which may combine both
direct support (such as grants and subsidies)
and indirect measures (such as tax incentives).
It is also important to facilitate the uptake of
R&l support that is available through
administrative simplification, stronger
outreach, better advisory services, and the
development of entrepreneurial culture in
general.

Low levels of public R&D investment
continue to limit Malta's scientific
excellence. Public R&D spending remains
particularly low, reaching 0.16% of GDP in
2024 compared with an EU average of 0.72%
of GDP (see Annex 4). This limits the capacity
of research institutions to develop strong
scientific capabilities. Malta has taken steps to
strengthen the governance of its R&l system,
notably through the establishment of Science
Malta (Xjenza Malta). However, despite the
progress made in R&l governance, Malta
continues to face a shortage of graduates and
professionals in science, technology,
engineering, and mathematics (STEM) fields.
(*) This challenge is amplified by digital and
ICT skills shortages, alongside limited
investment in digital upskilling. Addressing
these shortages will be important to support
Malta's ambitions in the digital sector and
strengthen the country's scientific excellence.

Business investment in R&l remains
limited, impacting innovation output and
technology diffusion. Private investment in

(“) OECD’s results from TALIS 2024 report training needs
for Maltese teachers remain high in the use of digital
technologies and Al.
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R&D remains well below the EU average and
remains stable, reaching 0.38% of GDP in
2024 against the EU average of 1.49%.
Rapidly  expanding  sectors such as
semiconductors show potential for growth,
supported notably by public investment in a
Competence Centre for Semiconductors and
broader initiatives aimed at accelerating the
adoption of Al by Maltese companies. Boosting
better cooperation between academia and
businesses would contribute to encouraging
stronger private sector innovation efforts (see
Annex 18).

Limited access to financing holds
back innovative businesses’ scale-

up

Access to external financing for
businesses remains limited in Malta,
particularly for small innovative
businesses. Maltese businesses make less
use of external funding compared with their
EU peers, reflecting a landscape dominated by
SMEs and microenterprises that tend to rely
more on internal funds. External funding is
often more costly and less accessible for
smaller businesses, which can constrain their
investment capacity and growth potential. This
is particularly the case for small businesses,
which often have limited collateral and face
difficulties accessing credit in a financial
system that is predominantly bank-based (see
Annex 6). The Malta Development Bank (MDB)
aims to address financing gaps for Maltese
businesses  through  several financing
instruments. However, additional challenges
related to timing and administrative processes
continue to affect businesses when seeking
alternative sources of financing.

Venture capital and private equity
ecosystem remains underdeveloped,
limiting the access to capital for

innovative and high-growth businesses.
Between 2022 and 2024, venture capital
investments averaged around 0.005% of GDP
while private equity investments averaged
0.008% (see Annex 6). Public initiatives aim to
support the development of the ecosystem,

including funding schemes provided by Malta
Enterprise and Malta Venture Capital Fund.
However, the initial EUR 10 million funding
budget of the Malta Venture Capital Fund was
not fully used in 2025, raising questions over
the limited uptake of the schemes designed to
support Maltese start-ups (°).

Delays in judicial proceedings
continue to affect the efficiency of
Malta’s justice system

Graph 2.2: Estimated days needed to resolve
civil and commercial cases at first instance in
EU Member States between 2016 and 2024
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Concerns persist over the efficiency of
Malta's justice system. The time required to
reach judicial decisions in civil and commercial
cases remains one of the highest compared
with other EU Member States (see Graph 2.2).
From 2016 to 2024, the average duration of
litigious civil and commercial cases increased
from 432 to 491 days. In addition to lengthy
proceedings, structural limits continue to
affect its efficiency. Notably, the judiciary
faces limits on resources, including a low
number of judges per head (third lowest in the
EU) and a high caseload per judge for civil,

(°) According to MDB, financing gaps for start-ups are
primarily related to limited availability of private equity
and venture capital rather than loan financing.
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commercial, and administrative cases, (°) as
well as shortages of court staff and limited
court premises. On top of increased resources,
reforms to expedite court procedures could
also help reduce delays. Malta’s legal system
could also benefit from promoting alternative
dispute resolution, such as mediation and
arbitration, to alleviate the burden on the
judiciary (see Annex 7). The length of court
proceedings has a negative impact on Malta’s
business environment(’).

Malta has taken some steps to improve
the functioning of the justice system,
including through digitalisation and
institutional reforms. However, the impact
of these reforms and investments remains to
be demonstrated. The country performs well in
the availability of digital tools to monitor civil
and commercial proceedings and in providing
online access to published judgments.
However, challenges remain in other aspects
of digital justice, such as producing machine-
readable judicial decisions. Though delayed,
the implementation of Malta's national digital
justice strategy for 2022-2027, partly funded
by the Recovery and Resilience Facility (RRF),
aims to address many of these shortcomings.
At the same time, institutional reforms under
the RRP aim to address certain inefficiencies in
the justice system, including boosting the role
and capacity of Malta’s prosecution service.

Further efforts may be needed to
strengthen the independence of the
justice system. While the procedure for the
nomination of the Chief Justice has been
improved under the RRP to require a two-third
majority vote of the national parliament,

(®) In 2023, Malta recorded 2 500 first-instance non-
criminal cases and 9.1 judges per 100 000 inhabitants,
according to the 2025 EU Justice Scoreboard (Figures 1
and 37), corresponding to an estimated 275 non-
criminal cases per judge.

() IMF Malta Staff Report, pages 19-20 (2026); IMF ‘The
Role of the Justice System in Debt Enforcement and
Insolvency, Malta’, pages 4-5 (2026); Chemin, M,
“Judicial efficiency and firm productivity: Evidence from
a world database of judicial reforms’, Review of
Economics and Statistics, 102(1), pages 49-64 (2020);
Palumbo, G. et al, “Judicial Performance and its
Determinants: A Cross-Country Perspective”, OECD
Economic Policy Papers, No. 5 (2013).

difficulties experienced in the appointment of
a candidate for the post highlights the need
for further reforms to involve the judiciary
more directly in this decision. Reforms to
increase the independence of specialised
tribunals will be closely monitored under the
RRP later this year.

Regulatory and administrative
burdens continue to affect Malta’s
business environment

Maltese businesses continue to face a
relatively high administrative and
regulatory burden, which affects the
business environment. Indicators suggest
that regulatory barriers remain above the EU
average (see Annex 5). In particular, Malta
ranks among the weakest performers in the
EU for the subcomponents related to
administrative and requlatory burdens for
businesses and barriers to trade and
investment. Obtaining licences and permits
remains a significant obstacle for businesses,
creating delays and increasing compliance
costs for businesses operating in Malta. Survey
data also points to broader concerns related to
lack of good governance and perceived levels
of corruption as key issues affecting the
business environment (8).

Efforts are being made to streamline
administrative procedures and reduce
regulatory barriers, notably through
digitalisation initiatives. The Maltese
authorities are developing a Business Portal, a
single digital gateway for businesses based on
the ‘once-only’ principle for streamlined
government interactions.  Also, Malta’s
centralised eProcurement service provides
businesses with a single point of access to all
national public procurement processes.
However, structural challenges remain as
Malta currently lacks a dedicated service for
public procurement that can serve as a
centralised source for government data

(8) SME Barometer (Malta Chamber of SMEs, Business
Performance Survey 2025, page 23).
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analytics (see Annexes 5 and 7). Besides
strengthening internal controls and improving
tender regulations, additional integrity
measures for politicians and officials, including
publicly available asset declarations, and
comprehensive lobbying legislation, including
disclosure requirements, would be key to
ensure  fair and transparent  public
procurement  supporting a  predictable
environment for investments (see Annex 7).
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DECARBONISATION, ENERGY AFFORDABILITY AND

SUSTAINABILITY

In 2025, Malta received country-specific
recommendations (CSRs) to phase out
fossil fuel subsidies, accelerate the
deployment of renewable energy, improve
energy efficiency in buildings, reduce
emissions from road transport and
address traffic congestion. Malta has taken
no steps to phase out fossil fuel subsidies.
There are plans in the right direction to
increase the uptake of renewables, including
floating offshore wind energy, and measures
are being implemented to improve buildings’
energy efficiency, but meeting EU-level targets
calls for further action. With only limited
improvements in the efficiency of public
transport and investments in active mobility,
emissions from road transport continue to rise.
The number of passenger cars hit a record
high in 2025.

Phasing out fossil fuel subsidies to
promote decarbonisation

Without any phasing out plan in place,
fossil fuel subsidies continue to
discourage the uptake of renewables,
investment in energy efficiency and the
electrification of transport. In 2025, Malta
received recommendations to phase out fossil
fuel subsidies and to wind down emergency
energy support measures. No progress has
been made in addressing these CSRs. In 2024,
fossil fuel subsidies accounted for 1% of
Malta’s GDP, well above the EU average (see
Annex 9). Keeping the retail price of energy
generated by non-renewable sources low
discourages people and businesses from
investing in renewable energy systems,
adopting more energy-efficient behaviours
and electrifying the vehicles’ fleet, while at the
same time creating significant fiscal risks.
Subsidies and measures that do not address

energy poverty in a targeted way, do not
respond to genuine energy security concerns,
hinder electrification and are not crucial for
industrial competitiveness should be
considered for priority phase out.

Excessive car use stifles efficient
public transport and increases
emissions

Transport continues to be the most
polluting sector in Malta, and its share in
total emissions is significantly higher
than the EU average. In terms of Malta’s
effort sharing emissions, transport had a
share of 48% in 2024, with emissions up by
45% since 2005 (see Graph 3.1 and Annex 8).
One factor contributing to this is the high
proportion of old vehicles circulating on
Maltese roads, with 20-year-old cars making
up more than a quarter of the fleet.

Graph 3.1: Greenhouse gas emissions in the
effort sharing sectors, 2005, 2023, and 2024
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Source: European Environment Agency.

Traffic congestion continues to be a
severe problem in Malta. In this regard, the
2025 CSR to reduce emissions from road
transport and address traffic congestion has
not been addressed in a meaningful way. The
economic cost of traffic congestion is
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substantial. Passenger cars still account for
82% of passenger transport in Malta (see
Annex 8). The economic cost of traffic
congestion (°) is projected to reach EUR 917
million per year by 2030, up from EUR 770
million in 2025, unless effective measures are
put in place (*°) (see Annexes 4 and 8). Malta
has made some progress in decarbonising its
vehicle fleet. Support schemes have driven a
sharp increase in zero-emission vehicle (ZEV)
uptake. In 2024, 37.7% of new passenger car
registrations were ZEVs. However, the overall
vehicle fleet continues to grow at a net
average rate of 35 motor vehicles per day (*?).

The quality of public transport could be
improved, together with more effective
measures to discourage private car use.
In 2024, 58% of people in Malta reported not
using any public transport - the eighth highest
share among EU countries - despite Malta
having made its bus service effectively free in
October 2022 for Tallinja card holders (see
Annex 8). Moreover, policy actions have only
provided limited disincentives for private car
use. Measures such as higher fuel duties,
reduced access to congested areas, reduced
parking, or on-street parking charges are in the
most part missing. While public transport has
benefited from fleet modernisation and
digitisation, challenges remain in reliability,
journey times, user perception, as well as in
the absence of dedicated bus lanes with strict
enforcement (see Annex 18). There is potential
for greater use of passenger ferries on certain
routes, which should be supported by closer
coordination of ferry and bus timetables.

Active mobility is often unsafe or
inconvenient, with walking and cycling
routes largely absent. Initiatives in this
area, such as Connections for Safer Active
Mobility, and the National Strategy for Cyclists,

(°) Driven by longer journey times for passengers and
freight, higher vehicle operating costs (fuel,
maintenance, drivers), and related impacts.

(19 National Transport Master Plan 2030:
https://infrastructure.gov.mt/wp-
content/uploads/2026/01/NATIONAL-TRANSPORT-
MASTERPLAN-2030.pdf

(*1) NSO Malta 2026. Motor Vehicles: Q4/2025:
https://nso.gov.mt/motor-vehicles-q4-2025/.

have so far had a limited impact (see Annex
8). More systemic change is needed to make
active mobility a viable alternative, and to
bring the associated quality of life
improvements. The recently launched National
Transport Master Plan 2030 sets out some
proposals in this regard (see Annex 8).

Promoting renewables and
increasing energy efficiency gains
to reach climate goals and ensure
security of supply

The uptake of renewable energy sources
in Malta remains one of the lowest in the
EU, but plans are moving in the right
direction. In 2025, Malta received a CSR to
accelerate the deployment of renewable
energy. Positive steps have been taken but
progress remains slow. In 2024, the share of
renewable energy sources (RES) in gross final
energy consumption was 17.2%, (below the EU
average of 25.2%) while in 2025 the share of
RES in the electricity mix was 16.7%
(compared with 45% in the EU). The
government announced that a new floating
offshore wind farm with a generation capacity
of 280 to 320 MW should be operational by
2033 and that it is assessing the technology
readiness to develop a floating solar farm with
a 50MW  capacity. If  successfully
implemented, these strategically important
projects could more than double installed RES
capacity (see Annex 9). Malta also has some
schemes in place to support the uptake of
photovoltaic systems and of solar water
heaters, and under its RRP has introduced new
requirements for renewable energy generation
in buildings (see Annex 9). Beyond this, the
second 225 MW electricity sub-sea link with
Italy (to be commissioned in 2026 and
supported under cohesion policy funds) should
allow for further integration of renewables
and is also an important step to ensure
security of supply. Investments in grid
flexibility (like promoting energy sharing) could
further support Malta in the uptake of
renewables and in ensuring security of supply
(see Annex 9).
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Energy consumption is rising, highlighting
the need for increased energy efficiency
gains. Final energy consumption has risen
further between 2023 and 2024, adding to a
growing trend in most sectors since 2019 (see
Annex 9). In 2025, Malta received a CSR to
reduce energy demand by improving energy
efficiency in buildings, where the increase was
most pronounced in recent years, fuelled by
population growth and an increase in the
number of dwellings (*?) (see Annex 9). Since
then, Malta has introduced a ‘Renovate your
Home’ scheme to support energy efficiency
renovations, and a ‘Buy Sustainable Property’
scheme. Both are a step in the right direction
but the former covers too few dwellings to
have a meaningful impact, while the latter has
no expected impact in making the existent
building stock more energy efficient (see
Annex 9). The upcoming Social Climate Plan,
currently under discussion, represents an
opportunity to retrofit the social housing stock
and reduce the energy bill for vulnerable
groups. Shifting from fossil fuel subsidies to
providing further support to households and
businesses to make the building stock more
energy efficient would also be beneficial and
lower energy costs for the broader population.

Adopting circular practices and
improving waste management

Malta continues to show persistent
weaknesses in waste reduction and is
falling short of recycling targets. Malta
generates large amounts of waste. In 2024,
municipal waste generation stood at 621 kg
per capita, one of the highest levels in the EU
and significantly above the EU average of
517 kg per capita (see Graph 3.2 and Annex
8). In addition, the recycling rate of municipal
waste remains low at 16.7% in 2024. This is
far below the EU average of 48% (see Annex
8). Malta is also on course to miss the 2025
target to prepare 55% of its municipal solid
waste for reuse and recycling (see Annex 8).

(*2) NSO Malta 2026. Residential Building Permits: Q4
2025: https://nso.gov.mt/residential-building-permits-

q4-2025/.

As part of Malta's Recovery and Resilience
Plan, (RRP) several key reforms have been
enacted to boost recycling rates. These include
the adoption of new construction standards,
the implementation of a strategy for
construction and demolition waste, and the
reorganisation of regional waste collection
systems. Additionally, the 2021-2030 Long-
Term Waste Management Plan has introduced
further measures such as the "Bring Your Own
Container" initiative, aimed at promoting reuse
and recycling, along with the expansion of
reuse infrastructure (see Annex 8). While these
measures illustrate progress, their impact
remains limited. Stricter enforcement of the
regulatory framework and better compliance
with its obligations would achieve a
sustainable increase in recycling rates.

Graph 3.2: Municipal waste treatment
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Despite significant infrastructural
investments to improve the circular
economy, Malta remains heavily reliant
on landfill. Since 2023, Malta constructed
with the support of cohesion policy funds the
Material and Multi-Material Recovery Facility
and introduced an automated glass sorting
line (see Annex 8). Still, the municipal waste
landfill rate recorded only a marginal drop in
the last decade and is still high at 74% in
2023 compared with an EU average of 22%,
while the incineration rate remains low at 3%
(see Annex 8). To achieve the target municipal
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waste landfill rate of 10% by 2035, Malta
would benefit from accelerating its current
investment plans. These include the
construction of a waste-to-energy facility, an
organic waste processing plant, and a skip
management facility.

Climate risks are undermining
natural resource resilience

Malta continues to face significant
challenges linked to climate risks, which
negatively affect the country’s society
and economy. As one of the EU Member
States most exposed to climate risks, such as
heatwaves, droughts and floods, it falls within
two of the three regions identified as hotspots
for such risks — Southern Europe and low-lying
coastal regions (see Annex 10). In this context,
Malta has made progress in improving its
climate adaptation strategy and policy. The
low carbon development strategy (LCDS),
which updates Malta’s adaptation strategy,
covers various sector-specific measures in
water management, infrastructure and
transport, land use and buildings, agriculture
and fisheries. In addition, Malta concluded a
vulnerability risk assessment and is now
preparing a National Plan for Climate
Resilience. It has also adopted the second
cycle of flood risk management plans for

2021-2027. While Malta has advanced its
adaptation  policies, there remains a
measurable gap between current
implementation and long-term resilience
goals. In particular, Malta’s transport

infrastructure remains highly vulnerable to
climate-related risks. Its TEN-T network
vulnerability index is among the highest in the
EU (see Annex 10). Moreover, with insurance
penetration below 50% for all key perils (see
Annex 10), and fiscal instruments largely
underused, the existing framework has yet to
fully leverage available mechanisms for
climate adaptation.

Malta faces structural water scarcity.
Rising temperatures and prolonged droughts,
interrupted by fewer but intense rainstorms,
negatively impact the natural water cycle and
weaken the availability of natural fresh water.

While water productivity is above the EU
average (see Annex 10), Malta faces growing
water scarcity, due to high demand from the
agriculture and tourism sectors, especially
during the summer months. This is evidenced
by the Seasonal Water Exploitation Index +
(WEI+), which reached 66.7% in Q3 of 2023,
second highest among EU Member States and
much higher than the 20% generally
considered as a sign of scarcity (*3).

While some actions have been taken,
there is room for further measures to
expand the collection and reuse of water.
High-density construction and urban sprawl
reduce rainwater infiltration in the ground, and
cause stormwater runoff (see Annex 10).
Malta has made efforts to strengthen water
resilience, including the upgrade of galleries to
prevent saline infiltration and improved
groundwater abstraction controls. However,
room for further policy action include (i)
improvement in wastewater treatment and
reuse; (ii) further investments in rainwater
harvesting; and (iii) integration of nature-
based solutions in urban environments to
reduce flood risks and improve groundwater
recharge (see Annexes 8 and 10).

Nature degradation remains an
environmental and economic concern.
Malta’s economy is closely linked to its natural
capital, as it is among the EU Member States
with the highest dependency on ecosystem
services. An estimated 50% of the gross
added value relies directly on ecosystem
services, above the EU average of 449%. This
dependency is pronounced in the tourism,
agriculture, fisheries, construction and water
utilities sectors (see Annex 10). Construction
places additional pressure on soil and water
quality and, if not well regulated, could
contribute to further deterioration of natural
habitats and ecosystems. Additionally, illegal
hunting and trapping of protected species
remain a serious threat to wildlife in Malta
(see Annex 10).

(%) European Environmental Agency 2025. Water scarcity
conditions in Europe:
https://www.eea.europa.eu/en/analysis/indicators/use-
of-freshwater-resources-in-europe-1.
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SKILLS, QUALITY JOBS AND SOCIAL FAIRNESS

Despite progress, Malta still has scope to
further address its country-specific
recommendation (CSR) on education and
training. Malta received a 2025 CSR to
strengthen the quality and labour-market
relevance of education and training. The aim is
to address low educational outcomes and the
severe shortage and mismatch of skills, also in
science, technology, engineering and
mathematics (STEM) and the green transition.
This could be achieved by improving both the
basic skills of students and the initial and
continuous training of teachers, promoting
enrolment in vocational education and training
(VET), and in adult learning for people with
low-level skills. The 2025 CSR also
recommended that Malta strengthen the
inclusiveness of education and training. Since
then, some measures have been implemented
in all areas but there is still room for
improvement in all of them, in particular on
the inclusiveness of education and training
(see Annex 13).

Skills shortages and specific social gaps
could put the labour market’s strong
performance at risk. Malta records one of
the highest employment rates in the EU, but is
still affected by skills mismatches and
shortages. The skills supplied by the Maltese
education and training system do not keep up
with the growth and structure of labour-
market demand. Fragmented skills governance
and forecasting capacity, along with adults’
low participation in learning, especially
amongst people with low-level skills, make it
harder to adapt to evolving skills needs.
Appropriately skilling the labour force of the
future is hindered by weak basic skills, also as
a result of teacher shortages and inequalities
starting already in early childhood education
and care. Finally, job quality is also an ongoing
challenge, in particular for low skilled, third-
country nationals (TCNs) and in some sectors.
Despite narrowing, gender and disability
employment gaps persist.

Human capital development needs
further progress

Teacher shortages contribute to weak
basic skills and undermine early skills
development. Malta received a 2025 CSR to
strengthen the quality of education and
training, in particular by improving students’
basic skills and strengthening the initial and
continuous training of teachers. Some steps
have been taken, yet their implementation
remains partial. Malta has continued
implementing the National Education Strategy
2024-2030 and related initiatives, including a
peer learning cluster on basic skills, and
targeted literacy and early-learning
interventions. The introduction of a Secondary
School Qualification and Profile framework
(SSQ&P) integrated continuous assessment,
broadened the skill offer and strengthened the
connection between compulsory and post-
secondary educational pathways (). A
sectorial agreement concluded in 2024
improved teachers’ salaries, career progression
and working conditions, while continuous
professional development has been expanded,
including training in inclusive teaching
methods, digital skills and emerging
technologies (*°). Despite these efforts,
evidence continues to point to persistently low
basic and digital skills among students and
recurrent shortages of qualified teachers,
particularly in  science-related  subjects.
Weaknesses in teacher supply, professional
development and support for increasingly
diverse  classrooms risks  limiting the

(%) European Commission (2025). Education and Training
Monitor 2025: Malta.

(%) European Commission (forthcoming), Directorate-
General for Education, Youth, Sport and Culture. The
teaching profession in the EU: a comparative analysis
building upon the TALIS 2024 results. Country profiles —
Malta
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effectiveness of ongoing reforms and the
capacity of the education system to improve
learning outcomes.

Weak vocational STEM pathways and
uneven adult learning participation
contribute to persistent skills
mismatches. In the 2025 CSR, Malta was
invited to strengthen the labour-market
relevance of education and training, also in
STEM and the green transition by promoting
VET and adult learning for the people with
low-level skills. STEM graduates represent only
13.8% of all post-secondary graduates,
significantly below the EU average of 25.2%.
This share is expected to drop further given
that Malta had the lowest share of post-
secondary students enrolled in STEM fields in
the EU in 2023. Malta has taken several steps
in this direction, including the implementation
of the Digital Education Strategy 2025-2030,
initiatives to strengthen STEM and digital
competences, and actions to boost the role of
the National Skills Council in identifying
emerging skills needs. Measures have also
been introduced to promote vocational
pathways, including through new applied
vocational certificates, expanded cooperation
between education providers and industry, and
initiatives supporting adult upskilling and
reskilling under the National Lifelong Learning
Strategy. Yet, work-based learning in VET
remains limited as well as enrolment in STEM-
related VET programmes, particularly among
women. Participation of adults in learning is
uneven, with significantly lower engagement
among adults with low-level skills (16.3%)
compared with the overall adult population
(39.9%). These trends reflect the supply
constraints of vocational and STEM-related
skills, contributing to labour shortages in
technical and digital occupations. The
percentage of ICT specialists has stagnated
throughout the last four years. ICT job
vacancies reached 4.6%9% in Q4-2025 while
women’s participation in ICT careers remained
the second lowest in the EU. At the same time,
persistent overqualification further weighs on
productivity growth (see Annex 13).

Graph 4.1: The share of students enrolled in
tertiary STEM education, by level (%, 2024)
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The limited inclusiveness of education
and training hinders the potential of
people in vulnerable situations. The 2025
CSR also called on Malta to boost
inclusiveness in education and training.
However, only limited progress has been
observed so far. Malta has implemented
several measures to support this objective,
including the Early Leaving from Education
and Training Strategy, targeted literacy
initiatives and additional support for students
at risk of dropping out. Efforts have also been
made to improve the inclusion of students
with disabilities in mainstream schools
through expanded support services, recovery
and resilience plan (RRP)-backed measures in
inclusive learning environments and
strengthened teacher training on diversity and
special educational needs. Persistent gaps in
learning and employment outcomes linked to
socio-economic background and school type
suggest that significant fairness challenges
remain. Early school leaving remains
particularly high among young people with
disabilities, reaching 36.6% in 2024 (EU:
24.6%), while 45.2% were not in employment,
education or training.

Strategic weaknesses in skills
intelligence remain a barrier to reducing
skills mismatches. In the 2025 CSR, Malta
was invited to address the severe shortages
and mismatch of skills. However, structural
challenges remain. Initiatives were developed
to assess and anticipate skills needs, including
labour force and employer surveys and
analyses of graduate outcomes. Yet, the
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system remains fragmented and largely ad
hoc, with limited sectoral analysis and limited
integration across existing institutionalised
mechanisms to regularly update and integrate
skills intelligence (see Annex 13). Enhanced
labour demand anticipation and skills
intelligence tools and governance are still
lacking. Due to this, skills governance and
intelligence still cannot sufficiently contribute
to tackling skills mismatches and labour
shortages.

Quality of jobs is a key challenge

Third-country nationals continue to face
multiple challenges affecting the quality
of jobs. Labour migration is one of the main
drivers of the recent demographic expansion
of the country. Several sectors increasingly
rely on TCN workers, such as healthcare.
However, TCN workers in low-skilled jobs often
face weaker labour conditions and low job
quality in multiple dimensions: long working
hours, higher turnover, restricted career
progression prospects, limited rights in case of
job loss and worse health and safety
workplace conditions (see Annex 11). In-work
poverty is also disproportionally impacting
TCNs (17.3% vs 54% of native-born
population). The introduction of the Labour
Migration Policy in 2025 and the mandatory
Skill Pass aim to tackle this segmentation of
the labour market. However, their impact is yet
to be assessed. The recently published Malta
Vision 2050 aims to shift the country’s growth
model towards higher productivity and value
creation, reducing reliance on volume-driven
expansion and focusing instead on innovation,
skills and higher-value economic activities. The
transition towards a higher productivity
economy could contribute to improved wages
and work conditions, but it is also contingent
on Malta’s ability to attract and retain high
skilled labour and making more effective use
of existing skilled TCNs.

Uneven job quality hinders the retention
of workers. The share of low-paid jobs has
increased, with over 10% of workers
remaining in low-paid jobs for the last four
years, disproportionally affecting women and

TCNs. Malta also records a relatively high
share of atypical working hours. In-work
poverty among single households is the
highest in the EU. Labour inspection capacity
increased but remains below International
Labour Organization (ILO) standards and
sanctions for breaches are still relatively low.
High labour turnover, particularly among
foreign workers (both TCNs and EU nationals),
and in some sectors like healthcare, reflect
limited job attractiveness (see Annex 11).
Malta faces one of the highest job vacancy
rates in the EU (3.3% vs EU: 2.1% in Q4-
2025), with some sectors, such as services,
construction, or ICT, particularly hit. Addressing
quality job concerns and further boosting
labour inspections could have a positive
impact on labour turnover and high vacancy
rates.

There is further scope for strengthening
collective bargaining. In 2022, collective
bargaining coverage was low at 31.0%, mostly
taking place in the public sector. In the private
sector, agreements were usually made at the
company-level and typically covered only
workers represented by unions. Trade union
density was 36.5% in 2023, with low union
membership  among  foreign  workers.
Inadequate resources for capacity building and
training for social partners is a barrier to full
and meaningful involvement of social
partners, which Malta aims to address soon.
Bipartite social dialogue faces challenges due
to fragmented representation and poor
inclusion of non-standard workers (see Annex
11). Malta could further promote a higher level
of coverage of collective bargaining, enable
effective collective bargaining at all levels, and
further strengthen the capacities of social
partners to represent all workers, including
third-country nationals and those with non-
standard contracts.

Despite improvements, wide employment
gaps point to persistent challenges in
equal opportunities. Despite a gradual
downward trend over time and women’s
employment rate being above EU average, the
gender employment gap remains one of the
widest in the EU (124 pps vs EU: 9.6 pps),
especially impacting older women (55-64).
This is further reflected in a very high gender
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pension gap (36.6% vs EU: 23.9%). The
disability employment gap has increased in
2025 and is now further above the EU
average, showing persistent barriers to the
integration of persons with disabilities in the
labour market. Closing these gaps through
targeted policies could enable Malta to exploit
its existing potential.

Promoting equal opportunities

Social outcomes showed improvements in
Malta. The overall poverty rates remained
stable, and severe material and social
deprivation and income inequalities decreased.
Nonetheless, in-work poverty remains on an
increasing trend. Some groups remain
particularly vulnerable, including third-country
nationals, people with low-level education,
persons with disabilities, and older people,
especially women. In this context, energy
poverty slightly decreased but
disproportionately affects those at risk of
poverty, despite being below EU levels. Malta
adopted a National Poverty Strategy in 2025,
whose impact is yet to be seen (see Annex 12).

While child poverty decreased,
inequalities persist in access to early
childhood education and care (ECEC).
Nevertheless, some groups are more at risk,
including  single-parent  households, and
children whose parents have low-education
levels. In this context, while participation of
children under three in early childhood
education and care (ECEC) increased in recent
years, there is a wide gap related to poverty
risk in participation. While 48.2% of children
not at risk of poverty or social exclusion
(AROPE) participated in more than 25 hours
per week in ECEC, only 24.9% of those AROPE
did. ECEC is still not universal, mainly
accessible to parents in employment or
education and relies partially on private and
church provision. However, recent provisions
expanded to some groups of unemployed
parents. Concerns also remain over the quality
of ECEC as more than one fifth of childcare
staff lack relevant pedagogical qualifications,
which may limit its potential to support early
skills development and improve children’s life

chances, particularly for disadvantaged
groups. Malta has published the Social Plan for
the Family 2025-2030 and the Children's
Policy Framework 2024-2030, which includes
measures to support families in vulnerable
situations. The country is also advancing in the
implementation of the European Child
Guarantee, also via ESF+ funding.

Despite a comprehensive system, gaps in
the social protection system remain. The
country offers a broad range of monetary and
in-kind benefits. Nonetheless, in 2025, social
transfers only managed to reduce the
monetary poverty rate by 24.9%, significantly
below the EU average of 33.2%. The impact of
benefits remains limited due to limited
coverage, insufficient adequacy, and other
structural barriers such as, in some cases,
restricted access and short durations. In this
context, social protection expenditure remains
below the EU average and is unevenly
distributed. While Malta reports one of the
lowest and decreasing levels of unmet needs
for medical care in the EU, out-of-pocket
healthcare payments are high in the context of
population ageing and the prevalence of
health risk factors.
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KEY FINDINGS

In areas covered by the existing country- skills shortages and mismatches
specific recommendations (CSRs), Malta by fostering the quality, inclusiveness
would benefit from: and labour market relevance of

improving fairness in corporate
taxation by curbing the scope for
aggressive tax planning;

strengthening research and
innovation (R&l) by increasing public
research and development (R&D)
investment, encouraging its uptake,
and stimulating private R&D
investment to promote productivity
through innovative products and
processes,

phasing out fossil fuel subsidies,
which discourage investments in
renewables, energy efficiency and
electrification of transport;

tackling the growing costs of
traffic congestion and rising
transport emissions by discouraging
car use, improving the efficiency of

public transport, facilitating
multimodality and investing in active
mobility infrastructure; and

strengthening the climate resilience of
transport infrastructure;

promoting the uptake of
renewables, including by advancing
with the planned investment in
offshore floating wind to enhance
economic security;

improving energy efficiency gains
by curbing energy consumption in
buildings;

promoting human capital
development by boosting basic
and STEM skills and addressing
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education and training, including VET
and adult learning for people with low-
level skills.

In other areas, Malta would benefit from:

promoting the supplementary
pension sector through occupational
pension schemes;

reducing administrative and
regulatory complexity to improve
the business environment;

strengthening the efficiency of the
justice system, notably by
addressing the length of proceedings
and the backlog of cases;

stepping up waste management by
promoting recycling and circular
economy practices as well as reducing
reliance on landfill;

improving water management and
quality by expanding collection and
reuse of water while tackling pollution
of surface water and groundwater;

developing, attracting and
retaining  high-skilled labour,
including through skills intelligence
tools;

addressing job quality concerns in
low-skill jobs, including for non-EU
nationals, notably through
strengthened labour inspections and
social dialogue;

strengthening equal labour market
participation, particularly for women
and for people with disabilities;



promoting equal opportunities by
improving access to and the quality of
early childhood education and care
(ECEQ);

tackling poverty risks for
vulnerable groups, including children,
non-EU  nationals, people  with
disabilities and older people by
promoting equal opportunities and
addressing specific coverage and
adequacy gaps in the social protection
system.
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ANNEX 1: CSR IMPLEMENTATION

Table A1.1:

Malta faces challenges in a wide range of policy areas, as identified in the country-specific recommendations (CSRs). Malta was
recommended, among other things, to address remaining aggressive tax planning risks, promote public and private investment in
research and innovation, phase out fossil fuel subsidies, accelerate the deployment of renewable energy, improve energy
efficiency in buildings, reduce emissions from road transport and address traffic congestion, strengthen the quality, inclusiveness
and labour-market relevance of education and training, address low educational outcomes and the severe shortage and mismatch
of skills.

The Commission has assessed the degree of implementation of the 2025 CSRs considering the policy action taken by Malta to
date*. To do so, the Commission has taken into account the information provided by Malta in its Annual Progress Report as well as
other information sources. This annex provides summary information on the policy actions taken or planned by Malta for each
CSR. More detailed information on these actions is included in the relevant chapters and other annexes of the report.

*CSR 2 is not assessed in CeSaR. RRP implementation is monitored through the assessment of RRP payment requests and analysis
of the bi-annual reporting on the achievement of the milestones and targets, to be reflected in the country reports. Progress with
the cohesion policy is monitored in the context of the Cohesion Policy of the European Union.

Recommendation text Main measures adopted or | Preparatory steps/ credibly | Assessm. of
implemented announced measures progress
By 30 April 2026 By 30 April 2026

1.1 Reinforce overall Total general government | Limited progress

defence and security Total general government defence | defence expenditure in 2027 is

spending and readiness expenditure in 2026 is projected at 0.6% of | projected at0.6% of GDP,

while ensuring debt GDP, corresponding to an increase | corresponding to an increase

sustainability in line.with of 0.1 ppt. compared to 2024. of 0.1 ppt. compared to 2024.

the European Council

conclusions of 6 March

2025.

1.2 Adhere to the Substantial

maximum growth rates of | Annual and cumulated deviations in 2025 amounted to -0.1% of GDP and | progress

net expenditure 2.3% of GDP, respectively.

recommended by the Annual and cumulated deviations in 2026 projected at 0.1% of GDP and

Council on 21 January 2.2% of GDP, respectively. The Commission has proposed to abrogate the

2025, with a view to EDP.

bringing an end to the
situation of an excessive

deficit.

1.3 Wind down the No plans to wind down the emergency | No plans to wind down the | No progress
emergency energy support | energy support measures. Since the start | emergency energy support

measures. of the Middle East escalation, government | measures.

has reaffirmed its commitment to
maintaining stable energy prices for
households and businesses and provide
“unlimited energy subsidies” despite
ongoing international uncertainty.

1.4 To address remaining No progress made on the introduction of a | No measures announced by | No progress

aggressive tax planning withholding tax (or equivalent defensive | the authorities to address the
risks, introduce a measures) on outbound payments. No | CSR on ATP risks.

withholding tax on plans to change the rules on non-domiciled

outbound payments or companies.

equivalent defensive
measures, and amend
rules on non-domiciled
companies.
.1 Promote investment in . ) - Launch of Innovation for
?esearoch(;tled inr?(j\tat(ieor: Main measures fall under National R& Induil:rycpro(;rammz-ato ’
’ Strategic Plan 2023-2027. Implemented at ’ )
- Launch of EIT Regional

this stage: .
- EUR 4 mn awarded via "Thematic I2rl8§\6/itlon Booster (by Q1

Program Calls"; .
. : - IPCEls on semiconductors
- Horizon Europe brought over EUR 9 mn in
and heterogenous

EU funding. manufacturing.

Limited progress

(Continued on the next page)
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Table (continued)

Recommendation text

Main measures
implemented
By 30 April 2026

adopted or

Preparatory steps/ credibly
announced measures
By 30 April 2026

Assessm. of
progress

3.2 including by increasing
public R&D investment
and stimulating private
R&D investment, for
example through R&D tax
incentives.

- EUR 10 million of funding to be provided
via. Malta Venture Capital Fund,
- Malta Enterprise assisted 7 beneficiaries
for R&D, amounting to a total of EUR 2.7
million via tax credits and cash grants.

- Increasing budget of FUSION
Research and  Innovation
Programme by 10% in 2026;

- EUR 8mn investment in MT's
Semiconductor ~ Competence
Centre;

- Announcement of 175% tax
reduction eligible expenditure
in R&l;

- 60% tax credit on eligible
capital expenditures and 2-
year tax reduction for tech and
innovation investments.

Limited progress

4.1 Accelerate the
deployment of renewable
energy by promoting
large-scale projects and
small-scale investments in
direct energy production
and consumption.

- REWS grant scheme to support the
installation of solar water heaters, heat
pumps with water heaters and PVs with
boilers (launched in December 2025);

- REWS feed-in-tariff scheme for PV
installations with capacity of 40kWp or
lower (launched in January 2026).

- Commissioning of IC2 second
Malta-Sicily interconnector (Q4
2026/Q1 2027);

- Two utility-scale Battery
Energy Storage Systems in
Delimara and Marsa (ERDF
funding) - in the tendering
phase;

- Offshore floating wind farm
(280-320 MW capacity) - fully
operational in 2033.

- Offshore floating solar farm
(50 MW capacity) - in the
incipient phase, no clear
timeline of completion.

Limited progress

4.2 Reduce energy
demand through improved
energy efficiency in
buildings.

-The five-year Irrinova Derek ('Renovate
your Home') grant scheme, providing a
grant of up to EUR 15,000 to homeowners
for EE renovations (new call for
applications published in January 2026);
-The Buy Sustainable Property grant
scheme, providing a grant of up to EUR
9,000 to those who buy newly built,
energy efficient properties (launched in
May 2025).

- Re-allocated EUR 95 mn
during the mid-term review
of the 2021-2027
ERDF/CF/ESF+/NDICI/IPA
programme for the delivery
of energy-efficient dwellings
(prices 25-40% below
market rates) through an
Affordable and Sustainable
Housing financing model. The
aim is to provide affordable
and sustainable  housing
solutions for middle-income
households.

Limited progress

4.3 Reduce emissions
from road transport and
address traffic congestion
by promoting quality and
efficient public transport,
stepping up investments in
active mobility
infrastructure and
discouraging car usage.

- Improvements to the public bus service
introduced in April 2025 as part of the
Reshaping Our Mobility' initiative (new
bus routes, increased frequencies to
existing ones, earlier bus departures,
new P&R services);

- RRP EV incentive scheme continued into
2025 with a further 3,000 grants made;

- In January 2026, the first driving license
surrender scheme was launched, which
applies to persons under 30 years of
age. It provides a EUR 25,000 grant for
giving up a car licence for five years
(given the EUR 5 million annual budget,
1000 driving licenses could be
surrendered).

- First

- New ferry landing site in

Bugibba (operational in June
2026) and Marsascala (to be
completed in Q1 2027).
phase of the
Connections for Safer Active
Mobility initiative to be
completed by end of Q3
2026. Investments worth
EUR 7.4 mn in the first phase
(new cycling paths,
pedestrian pathways, etc.).

- Measures addressing traffic

congestions were announced
in March 2025 (spanning an
18-month period of

Limited progress
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Table (continued)

Recommendation text

Main measures
implemented
By 30 April 2026

adopted or

Preparatory steps/ credibly
announced measures

Assessm. of
progress

By 30 April 2026

implementation from
announcement). The
measures include, among
others, new P&R services;

EUR 1,500 per year over four
years for 17-year-olds who
drive a scooter and give up
their licence; EUR 6,000 grant
for giving up a licence and
using a scooter for four
years; conclusion of the
National Strategy for Cyclists.

4.4 Phase out fossil fuel
subsidies.

No plans to phase out fossil fuels
subsidies. Since the start of the Middle East
escalation, Malta has reaffirmed its
commitment to maintaining stable energy
prices for households and businesses and
provide “unlimited energy subsidies”
despite ongoing international uncertainty.

No plans to phase out fossil
fuels subsidies.

No progress

5.1 Strengthen the quality
and labour-market
relevance of education
and training to address
low educational outcomes
as well as the high
shortage and mismatch of
skills, also in the area of
science, technology,
engineering and
mathematics (STEM) and
the green transition,

- Work on a National Skills Strategy has
started (OECD/TSI project);

- MT government published in 2025 the
Digital Education Strategy 2025-2030
which aims to improve education quality,
reduce  skills  mismatches, promote
inclusion, strengthen STEM and green skills,
and to ensure that learners and workers
are equipped for a digital and future-
oriented labour market;
- New Labour Migration Policy launched in
2025: proposes an array of
recommendations to address challenges in
labour migration in Malta including a skills-
based approach to migration;

- RRF-funded Data Warehouse project
(2025) provides data that enhances
decision-making policies based on evidence
and assists in addressing early-school
leavers through a general tracking system;
- Skills Card requirement (2024): Requires
non-EU workers in the tourism sector in
Malta to obtain a Skills Card validating
their skills and competencies.

National Skills Strategy (draft
Ql 2026; final Q3 2026) to
strengthen skills governance
and adult learning pathways.

Some progress

5.2 in particular by
fostering basic skills of
students, the initial and
continuous training of
teachers.

- Preparatory work on a curriculum and
assessment school reform started end-
2025;

- National Education Strategy 2024-2030
and early school leaving (ELET) Strategy
2023-2030 under implementation;
completed actions include targeted funding
by school/social context and literacy access
measures for ELET-risk groups;

- PISA 2022 Action Plan (with OECD)
launched: curriculum reform (see above),
combined with targeted literacy/numeracy

- TSI application for systemic

basic-skills enhancement
(2026-2029);

- Continued participation in
peer-counselling cluster for

Basic Skills Support offered by
DG EAC (2026-2027).

Some progress
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Table (continued)

Recommendation text

Main measures
implemented
By 30 April 2026

adopted or

Preparatory steps/ credibly
announced measures
By 30 April 2026

Assessm. of
progress

initiatives and improved support for at-risk
learners (implementation ongoing);

- Data Warehouse (RRP) milestone reached
in 2025 to improve evidence-based policy
and tracking of early school leaving (also
see above);

- Teacher profession measures: 2024
sectoral agreement improved pay/well-
being/career progression and expanded
CPD (inclusive pedagogy, digital skills/Al,
transversal skills); mandatory sustainability
training (roll-out to all primary educators
over 4 years);

- Teacher supply and shortages: approval
of a new 3-year bachelor in Primary
Education (increasing entrants).

5.3 as well as promoting
enrolment in vocational
education and training,
and in adult learning for
the low-skilled.

- Work on a National Skills Strategy has
started (OECD/TSI project);

- Adult learning expansion under National
Lifelong Learning Strategy 2023-2030:
free basic skills programmes (literacy,
numeracy, digital); circa half of deliverables
completed by end-2024;

- Jobsplus training offer (ongoing): free
training courses pegged to the National
Qualifications Framework (NQF);

-Youth Guarantee 3.0 (2025, €10m) offers
guidance, training, placements (including in
emerging green/digital sectors);

- VET attractiveness/quality actions: Applied
Vocational Certificates (9 areas) as
alternative pathways; career guidance
strengthened via National Options Fair and
1-to-1 guidance; Bridge2Industry
placements for educators;

- Malta College of Arts, Science and
Technology (MCAST) scale and flexibility:
over 200 programmes (MQF 1-8); micro-
credentials/modular learning; MQF 1-3
foundation provision; strong
WBL/apprenticeships engagement;

- Validation of non-formal/informal

National Skills Strategy (draft
Q1 2026; final Q3 2026) to
strengthen skills governance
and adult learning pathways.

Some progress

learning:  VNFIL regulations amended

(approved 2025).
5.4 Strengthen the The following measures have been | ECEC equity/quality reforms | Limited progress
inclusiveness of education | implemented under the RRP: | under preparation: update
and training. - Two multi-sensory leaming rooms and | national  standards  (0-3),

two autism units have been set up in
schools, supported by continuous training
in inclusive pedagogy for teachers and
learning support educators.
- The revised Policy on Inclusive Education
in  Schools has been  published.
- The Individual Education Plans (IEP)
Module has been acquired allowing for the
digitalisation of the individual education
plans (IEPs) of pupils with disabilities within

raising minimum qualification

requirements for ECEC
teachers;  discussions  on
adjusting  Free  Childcare

Scheme eligibility to reduce
disadvantage gap are ongoing.

International Early Learning
and Child Well-being Study
(IELS)-OECD results (expected
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Table (continued)

Recommendation text

Main measures
implemented
By 30 April 2026

adopted or

Preparatory steps/ credibly
announced measures
By 30 April 2026

Assessm. of
progress

the  mainstream  education  system.
- The obligation for State schools to
organise events at least once every term
that recognise and celebrate diversity has
entered into force by means of a circular.
- The obligation that State school mission
statements include evidence of values of
diversity and inclusion has entered into
force by means of a circular.

However, still early school leaving among
18-29-year-olds with disabilities is 42.1%,
compared with 17.1% among those
without disabilities; among 18-24-year-
olds with activity limitations, the rate is
36.6% in Malta versus 24.6% in the EU. In
2024, 45.2% of young people aged 15-29
with some or severe activity limitation in
Malta were neither in employment nor in
education or training (NEET), compared
with an EU average of 29.89%. This
represents a sharp increase from 2022,
when the rate stood at 33.0% in Malta and
285% at EU level, indicating a rapidly
widening gap.

in 2026) to quide targeted
early-years interventions and
family support. The study
assesses 5-year-olds in four
key areas: emergent literacy,

emergent numeracy, self-
regulation, and social-
emotional skills.

The 'l Belong Programme' is
expected to support inclusion

of  third-country  nationals
(TCNs)  through  language
learning and cultural

orientation, facilitating access
to education, training, and
community life in 2026.

Source:
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ANNEX 2: FISCAL DEVELOPMENTS AND DEBT SUSTAINABILITY

This annex discusses selected topics in public
finance and developments in fiscal-
structural country-specific recommendations
(CSRs) addressed to Malta in July 2025. These
CSRs include a call to strengthen defence spending
and readiness while adhering to the maximum
growth rates of net expenditure recommended by
the Council on 21 January 2025, with a view to
bringing an end to the excessive deficit. Malta also
received a recommendation to wind down its
emergency energy support measures and address
remaining risks of aggressive tax planning by
introducing a withholding tax on outbound
payments or taking equivalent defensive
measures.

On 8 July 2025, the Council adopted the
Recommendation endorsing Malta’s medium-
term fiscal-structural plan ('®). The plan
includes a fiscal adjustment over four years. At the
same time the Council also adopted a
recommendation under Article 126(7) TFEU to
correct the excessive deficit in Malta (*7)(*8).

Developments in the government
balance debt and public expenditure

(*)

Malta’s government balance was equivalent
to 2.2% of GDP in 2025, and the government
debt-to-GDP ratio amounted to 46.4% at the
end of 2025. Based on the Commission Spring
2026 Forecast, Malta’s government balance is
projected to remain stable at 2.2% of GDP in
2026 and 2.1% of GDP in 2027. The debt ratio is
set to stabilise at around 46.2% of GDP by 2027.

(*6) 0J C, C/2025/649, ELI:EUR-Lex - 32025H00649 - EN - EUR-
Lex.

(*7) Council Decision of 26 July 2024 on the existence of an
excessive deficit in Malta (OJ L, 2024/2128, 1.8.2024, ELI:
http://data.europa.eu/eli/C/2024/2128/0j).

(*8) Compliance by Malta with the maximum growth rates of net
expenditure recommended by the Council is assessed in
COM(2026)200.

(*°) Figures underpinning fiscal surveillance (net expenditure
growth) are provided in the Fiscal Statistical Tables
SWD(2026)200) providing background data relevant for the
assessment of the budgetary policies of the Member States.

In 2025 Malta received a CSR to take action
to wind down its emergency energy support
measures. These emergency energy support
measures were introduced in early 2022, following
Russia’s invasion of Ukraine, but were kept in place
despite the significant fall in internal energy prices
in the country in subsequent vyears. These
measures thereby became permanent fossil-fuel
subsidies that have reduced the incentives for
investment in renewable energy and energy
efficiency. The measures include cuts to indirect
taxes on energy consumption and subsidies for
fossil-fuel-based  energy  producers.  Taken
together, these measures have kept electricity and
fuel prices in Malta fixed and among the lowest in
the EU (%°). Based on the European Commission
Spring 2026 Forecast, the net budgetary cost of
Malta’s energy support measures is estimated at
0.9% of GDP in 2025 and projected to be 1.4% of
GDP in 2026.

The type of expenditure that has a greater
impact on GDP had remained broadly stable
over three decades, although it was higher in
2024 than it was in 2019. Zooming in on the
composition of spending between 2019 and 2024,
social protection accounts for the largest share of
total expenditure (at or above 20%, followed by
economic affairs(?!), health, education and general
public services (each of which are above 10% of
total spending). Since 2019, public expenditure on
other economic affairs, transport and culture has
increased strongly (See Graph A2.3). Spending on
public order has risen more modestly. By contrast,
spending on education, health, defence and R&D
has declined (although growth-friendly spending
has overall increased since 2019, see Graph A2.1).
This trend deserves attention, as these four
categories are generally considered growth-
friendly spending categories. In particular, the

(%9 Eurostat [nrg_pc_204] Electricity prices for household
consumers - bi-annual data (from 2007 onwards). Weekly
Oil Bulletin.

(°%) This refers to the set of government activities, policies, and
expenditures aimed at regulating, supporting, and developing
economic activity across major sectors, including general
economic and labour policies, agriculture and natural
resources, energy, industry, construction, and other economic
functions not elsewhere classified. Although transport and
communication, as well as research and development
activities, are normally considered part of this function, they
are treated separately in the graph presented.
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decline in education spending is especially
concerning given that Malta’'s educational
performance remains comparatively weak (See
Annex 13 for further details).

Malta has relatively low tax revenues as a
share of GDP and relies heavily on corporate
income taxation. In 2025 Malta’s total tax
revenues as a percentage of GDP (including
compulsory social contributions) amounted to
29.7%, compared with an EU average of
39.9%. Total tax revenues are projected to
decrease to an average of 29.5% of GDP in 2026
and 2027 according to the Spring 2026
Forecast (°). The tax mix in Malta relies heavily on
corporate income taxation (219% of tax revenue vs
an EU average of 8%). The strong reliance on
corporate income taxation, mainly originating from
foreign-owned companies, poses risks for Malta’s
tax base in the medium term. In contrast, some
tax types are largely absent in the Maltese tax
mix, such as wealth, inheritance, estate or gift
taxes (see Annex 3).

Graph A2.1: Primary spending evolution and
compositional change
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Note: Based on economic literature, the categories considered
to have a greater growth impact include education, R&D,
health, transport and communication (See Barbiero and
Cournede (2013), Gemmel et al. (2016), Lupu et al. (2018),
Cepparulo and Mourre (2020) and OECD (2025)).

Source: Eurostat

The costs of ageing

Total ageing-related spending in Malta is
projected to fall by about 1 pp. of GDP
between now and 2040, to around 16% of
GDP, but rise thereafter, with an increase of
9 pps between 2025 and 2070 (see Table
Al.1). The overall increase is the result of a
projected rise in spending on pensions, healthcare
and long-term care. Total spending on ageing-
related items is projected to rise to the EU average
by 2070.

Public pension spending as a share of GDP is
projected to decline by about 1 pp. over the
coming decades, but increase by 4.5 pps
between 2040 and 2070. Nevertheless, at
10.5% of GDP in 2070, gross spending on public
pension benefits is forecast to still be below the
projected EU average of 12%.

Supplementary pension schemes can make
the pension system more resilient by
diversifying retirement income sources. In
Malta, however, the uptake of these
supplementary schemes remains limited. By the
end of 2024, participation in supplementary
schemes covered only around 2% of the working-
age population (*?). This coincides with rising
pressures on public pension spending and a
projected decrease in the replacement rate of 0.5
pps between 2025 and 2040 (Table A2.1 and
A2.2) (¥). In June 2025, the Maltese government
published a consultation document proposing the
creation of an auto-enrolment occupational
pension system.

Public healthcare expenditure is projected to
be 5.1% of GDP in 2025 (below the EU
average of 6.6%) and is expected to increase
by 0.4 pps between 2025 and 2040 and by a

(??) Source: Government of Malta. Consultation Document -
Proposal for an Auto-Enrolment Occupational Pension
Regime (June 2025). Data on Malta on assets and
participation in supplementary schemes are available from
the OECD (Pension Market in Focus 2025). However, for
Malta, they largely relate to non-residents and are, therefore,
not taken into account.

(%) The (gross) replacement rate refers, depending on data
availability, to both public and private pensions. It is based
on projections from the 2024 Ageing Report.
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Table A2.1: Projected change in ageing-related expenditure in 2025-2040 and 2025-2070

ageing-related

change in 2025-2040 (pps GDP) due to:

ageing-related

expenditure pensions healthcare long-term care education total expenditure
MT 166 i -08 | 03 1] 04 -04 ## 16.1 M1
EU 243 ] 05 ] 03 ] 04 , -0.3 ] 0.9 252 EU
ageing-related change in 2025-2070 (pps GDP) due to: ageing-related
expenditure pensions healthcare long-term care education total expenditure
MT 166 I 425 W 21 A

EU 243 ] 02 1| o6 1

0.8 -0.3

22 | 02
1.3 256 EU

I 5.0 256 M1
i

Source: 2024 Ageing Report (EC/EPC).

Table A2.2: Supplementary pension schemes - Scope for expansion

Assets in 2024 . .
at retirement:

Gross replacement rate

Participation in 2024
(% working-age

[o)

(% GDP) (pps change 2025-2040) population)
MT n.a. -0.5 n.a. MT
EU 32.4 -2.8 55.9 EU

Source: European Commission.

further 1.8 pps between 2040 and 2070 (*).
Public expenditure on long-term care in Malta is
projected to be 1.2% of GDP in 2025 (below the
EU average of 1.7%) and is expected to increase
by 0.4 pps of GDP between 2025 and 2040 and by
a further 1.8 pps of GDP between 2040 and 2070
(*). These increases in expenditure, due to an
ageing population, pose a risk to fiscal
sustainability in Malta in the long term.

National fiscal framework

The Malta Fiscal Advisory Council (MFAC) is a
relatively small independent fiscal
institution (IFI) with a narrow mandate. It
focuses on endorsing the macroeconomic and
budgetary forecasts of the government, and
monitoring the government’s compliance with
fiscal rules. Members of the MFAC are appointed
solely by the Minister of Finance (after consulting
the opposition). The MFAC indicates that it needs
more resources, as its budget has been frozen in
real terms by law since 2015. On external

(?*) Key performance characteristics, recent reforms and
investments of the Maltese healthcare system are discussed
in Annex 15.

(?°) The adequacy and quality of the Maltese long-term care
system are covered in Annex 12.

communication, the MFAC recently set up social
media accounts to reach a wider audience. Both
the MFAC’s policy dialogue with the government
and the MFAC’s relations with Malta’s Parliament
are not fully developed.

The practice of spending reviews is in its
early stages in Malta. Technical support
instrument projects for spending reviews have
helped Malta to: (i) design a methodology for
spending reviews; and (ii) identify relevant
performance metrics. The governance
infrastructure to improve the quality of public
finances through spending reviews is limited.

Although the planning of public investment
has recently improved in Malta, gaps remain
in terms of project assessment/selection and
multiannual capital budgeting. Malta’s Vision
2050, published in February 2026, provides an
integrated long-term strategic vision for public
investment, and includes performance indicators
to measure performance. This all helps to
strengthen Malta’s planning of public investment.
However, details on the capital allocations required
to achieve the vision are not available, while
capital budgeting continues to follow an annual
cycle, with little or no protection of capital
availability beyond the budget year. Moreover,
there is no widespread use in Malta of
standardised assessment or selection
methodologies for projects, although external
quality reviews are carried out on ad hoc basis. Ex
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Table A2.3: Fiscal governance database indicators and public accounting maturity

2024 Malta EU Average
Country Fiscal Rule Strength Index (C-FRSI) 1360 1481
Medium-Term Budgetary Framework Index (MTBFI) 0.72 0.72
2025 Public accounting maturity of general government 34% 65%

(1) "The Country Fiscal Rule Strength Index (C-FRSI) shows the strength of national fiscal rules aggregated at the country level
based on: i) the legal base; ii) how binding the rule is; iii) monitoring bodies; iv) correction mechanisms; and v) resilience to shocks.
The Medium-Term Budgetary Framework Index (MTBFI) shows the strength of the national MTBF based on: i) coverage of the
targets/ceilings included in the national medium-term fiscal plans; ii) connectedness between these targets/ceilings and the
annual budgets; iii) involvement of the national parliament in the preparation of the plans; iv) involvement of independent fiscal
institutions in their preparation; and v) their level of detail. A higher score is associated with higher rule and MTBF strength.

The score for public accounting reflects the degree of maturity in relation to the International Public Sector Accounting Standards
(IPSAS). Countries with an accounting maturity of 70% or more in relation to IPSAS are deemed to apply accrual accounting. For
more information, see the report on public accounting in the EU (COM(2025)746 and accompanying Staff Working Document

SWD(2025)396)."
Source: Fiscal Governance Database, European Commission

post reviews are carried out on a sampling basis,
while asset registers are not maintained.

Accrual accounting improves transparency over a
public body’s financial position and performance. It
can also support sustainability and
intergenerational equity. Most (14) Member States
have implemented accrual accounting across the
general government sector and a further five,
including Malta, are set to do so by 2030 (%).
However, currently Malta still lags behind the EU
average for the maturity of its public accounting
system (see Table A2.3) (¥).

(%) Report on public accounting in the EU (COM(2025)746 and
accompanying Staff Working Document SWD(2025)396).
Countries with an accounting maturity of 70% or more in
relation to International Public Accounting Standards are
deemed to apply accrual accounting.

(?7) Annexes 3.1 and 3.4 of SWD(2025)396.
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This annex provides an indicator-based
overview of Malta’s tax system. It includes
information on the tax mix, on competitiveness
and fairness aspects of the tax system, on tax
collection and compliance, and on aggressive tax
planning. In the area of taxation, the 2025 CSRs
for Malta highlighted the need to address
aggressive tax planning risks, by introducing a
withholding tax on outbound payments or
equivalent defensive measures and by amending
rules on non-domiciled companies. They also
suggested phasing out fossil fuel subsidies,
including emergency energy support measures
(see Annex 9).

Graph A3.1: Tax revenue by economic function in
2024, MT (outer ring) and EU-27 (inner ring)

31.0

= Taxes on labour

Taxes on consumption

Taxes on capital

Source: Taxation Trends Data, DG TAXUD

Malta’s tax system features a relatively low
tax burden, with a high reliance on corporate
income taxation. Malta’s total tax revenue in
2024 represented 28.9% of GDP. This was an
increase of 2.7 percentage points (pps) from 2023,
but broadly in line with the average figure for the
last decade, compared with an EU average of
39.4% as shown in Table A3.1. The Maltese tax
system continues to display a pronounced reliance
on corporate taxation, which is linked to the
features of its corporate tax system. Revenue from
corporate income taxes constituted 6.2% of GDP
(21.5% of total tax revenue) in 2024, up from 4%
in the previous year. This figure is twice as large
as the EU average, which stood at 3.1% in 2024
(7.8% of total tax revenue). Taxes on labour as a
percentage of total tax revenue have significantly
increased from 32.9% in 2015 to 39.2% in 2024
(versus respectively 51.9% and 51.4% in the EU),
mirroring the strong labour expansion of the past
decade. By contrast, consumption taxes as a
percentage of total tax revenue have been
declining (from 37% in 2015 to 29.8% in 2024). In
fact, in 2024 the capital tax base surpassed the

ANNEX 3: TAXATION

consumption tax base for the first time (see
Graph A3.1).

Revenues from environmental taxes are
below the EU average. In 2024 environmental
tax revenue in Malta was equivalent to 1.4% of
GDP, compared to 2.1% in the EU-27. In particular,
Malta has the second lowest taxation on energy in
the EU (0.68% of GDP compared with the EU
average of 1.63%). This figure also reflects the
decline of excise duty on fuel products (including
gas oil) introduced by the Maltese government in
2021, to support the post-pandemic recovery.
Moreover, Malta’s effective carbon rate stood at
EUR 75.9/tC02e in 2023, below the EU average of
EUR 84.8/tC02e, indicating limited price signals to
reduce carbon emissions.

The tax mix is characterised by the absence
of certain tax types. The Maltese tax system
does not impose wealth, inheritance, estate, or gift
taxes (although stamp duty may be due on
inheritance of certain assets). In addition, Malta
does not levy a recurrent tax on immovable
property, and does not currently have a single
comprehensive national property register.

As highlighted in previous CSRs, tackling
aggressive tax planning is a key challenge to
improve the efficiency and fairness of
Malta’s tax system. The combined features of
Malta’s tax system can result in double non-
taxation for certain income, creating scope for
aggressive tax planning and profit shifting. In
particular, Malta currently has no withholding tax
on outbound interest, royalty and dividend
payments to prevent firms from shifting profits to
zero and low-tax jurisdictions. Furthermore, the
treatment of resident non-domiciled companies
may result in double non-taxation between Malta
and most countries with which Malta has bilateral
tax treaties.

Despite some recent progress, risks of
aggressive tax planning remain a significant
concern. The percentage of inward and outward
FDI stock held through special purpose entities, at
respectively 96% and 97% in 2024, is the highest
in the EU (%®). This indicator is strongly associated
with higher risks of aggressive tax planning. Malta
has taken steps to address aggressive tax

(?8) Eurostat; EU direct investment positions by country, ultimate
and immediate counterpart and economic activity (BPM6).
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Table A3.1: Taxation Indicators

Malta EU-27
2019 2022 2023 2024 2025|2019 2022 2023 2024 2025
T . 'g;ts)l taxes (including compulsory actual social contributions) (% of 301 281 262 289 399 397 390 394
Taxes on labour (% of GDP) 105 115 109 113 206 201 199 203
of which, social security contributions (SSC, % of GDP) 48 49 46 47 130 127 127 13.0
By tax base Taxes on consumption (% of GDP) 104 9.6 8.8 86 112 109 105 10.6
of which, value added taxes (VAT, % of GDP) 6.4 6.6 6.1 6.1 71 74 7.1 7.1
Taxes on capital (% of GDP) 92 7.0 6.6 89 81 87 85 85
Personal income taxes (PIT, % of GDP) 6.7 77 73 7.7 96 94 93 96
Corporate income taxes (CIT, % of GDP) 55 45 4.0 6.2 26 32 32 31
Total property taxes (% of GDP) 11 08 0.8 08 22 21 19 18
Some tax types
Recurrent taxes on immovable property (% of GDP) 0.0 0.0 0.0 0.0 12 1.0 09 09
Environmental taxes (% of GDP) 24 16 15 14 26 21 21 21
Effective carbon rate in EUR per tonne of CO, equivalents na na 759 na na na 848 na

Tax wedge at 50% of average wage (single person) (*)

Tax wedge at 100% of average wage (single person) (*)
Progressivity &

216 225 230 243 218 324 316 315 315 316
303 305 308 310 292| 401 397 399 399 400

- Corporate income tax - effective average tax rates (1) (*) 281 262 251 251 200 192 190 193
Difference in Gl.rll coefficient before ar.1d after taxes and cash social 60 63 55 59 78 80 79 78
transfers (pensions excluded from social transfers) (2) (*)

e O OutsFandlng tax arrears: total year-end tax .debt (including debt 1130 1313 1198 na 318 326 307 na
" considered not collectable) / total revenue (in %) (*)
compliance
VAT gap (% of VAT total tax liability, VTTL) (**) 260 237 242 229 105 73 8.2 na

) Forward-looking effective tax rate (KPMG).

(
(
(*) EU-27 simple average.
(

applied, see the Data on Taxation Trends webpage.

1
2) A higher value indicates a stronger redistributive impact of taxation.

**) Forecast value for 2024. EU-27 refers to the median value. For more data on tax revenues as well as the methodology

Source: European Commission, OECD, International Survey on Revenue Administration (ISORA).

planning  practices. These steps include
implementing previously agreed international and
EU initiatives and fulfilling RRP commitments, such
as the introduction of transfer pricing legislation
(which became applicable as of January 2024).
Malta’s RRP also includes a milestone on the
adoption of new legislation in the area of interest,
royalty and dividend payments. However, Malta
has not yet announced any such legislation or any
other measure to prevent double non-taxation of
business income.

The Maltese corporate tax system results in
a potentially large gap between statutory
and effective tax rates. The statutory corporate
income tax (CIT) rate for domestic enterprises is
35% (a flat rate). However, Malta operates a full
imputation system with a tax refund mechanism,
which significantly reduces the effective tax
burden. In particular, shareholders receiving
dividends from a Maltese entity may be entitled to
a tax refund of part of the tax paid in Malta (based
on the nature of the income to be distributed). In
practice, the design of Malta’s refund system
allows most shareholders to claim a refund of 6/7
of the corporate tax paid in Malta, reducing the
effective tax rate from 35% to 59%. Business
surveys point to corporate taxation as one of
Malta’s biggest attractiveness factor, while global

tax reforms are seen as a relevant - albeit

increasingly less important - risk factor (%).

A recently adopted reform is expected to
raise the effective corporate tax rate on an
elective basis. Malta has recently introduced a
regulation on a Final Income Tax Without
Imputation (FITWI). This provision allows qualifying
entities to voluntarily elect to pay a 15% corporate
tax rate on chargeable income, without the
application of the imputation system. Electing to
pay the FITWI requires a minimum commitment of
five years. In addition, the FITWI liability must in
no case be lower than the net effective tax liability
the entity would have had under the standard
system. The EU Global Minimum Tax Directive,
expected to be applied in Malta by
31 December 2029, establishes an effective tax
rate of minimum 15% for multi-national entities
with a consolidated financial revenue of more than
EUR 750 million a year (*°).

Malta offers tax incentives aimed at
encouraging investment. A new R&D tax
incentive scheme has been recently announced to
foster business innovation, in a context of
persisting weakness of the innovation ecosystem

(%) EY Attractiveness Survey Malta — October 2025.

(*9) Council Directive (EU) 2022/2523 of 14 December 2022.
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(see Annex 4). Malta’s 2026 Budget speech also
mentioned a 60% tax credit on eligible capital
expenditures (machinery, tools, IT, cybersecurity)
and two-year accelerated depreciation for

investments  related to Al, digitalisation,
modernisation, automation, and cybersecurity.
Malta Enterprise (the national economic

development agency) administers several schemes
to incentivise investment, including by providing
tax credits to eligible undertakings. For example,
the ‘smart and sustainable investment grant
scheme’ supports industrial decarbonisation (*%).
Tax credits are also available to support skills
development and micro entrepreneurship, and to
help start-ups raise equity finance.

The labour tax wedge in Malta is consistently
below the EU average across income levels.
The labour tax wedge in Malta in 2025 was 26.6%
for a low-wage single worker (67 % of average
earnings), compared with the EU average of
35.8%, and is below average across most income
levels and family types, including for second
earners (3?). Furthermore, the difference in tax
wedge between lower- and higher-income earners
is small, indicating limited progressivity in labour
taxation. As Graph A3.2 shows, the tax wedge for
single earners at 167% of the average wage is
even lower than the one at 100% of the average
wage. This is explained by the regressive impact of
employer and employee social security
contributions, due to their upper limit.

The limited progressivity of the personal
income tax (PIT) reduces the redistributive

(*}) See Commission Recommendation C(2025) 4319 final of 2
July 2025 on tax incentives to support the Clean Industrial
Deal and in light of the Clean Industrial Deal State aid
Framework.

(*2) The tax wedge is an indicator of the tax burden on labour
that can be assessed at various levels of eamings. It is
calculated as the sum of personal income tax, employee
social-security  contributions, employer  social-security
contributions and other mandatory contributions, net of cash
family benefits where relevant, expressed as a percentage of
total labour costs (composed of the gross wage plus
employer social-security contributions). In other words, the
tax wedge measures the gap between the total cost of
employing a worker and that worker's net earnings, as a
share of total labour costs. Tax wedge data in the 2026
country reports are calculated by the Joint Research Centre
of the European Commission and based on the EUROMOD
model, while in the past country reports they were based on
the OECD tax and benefit model. While the underlying
methodology is very similar, differences in the assumptions
can lead to different results between both models.

impact of the tax and benefit system, which
is low compared to the EU average. Given the
relatively low level of taxation and the modest
progressivity of Malta’'s tax structure, the
contribution of Malta’s tax and benefit system to
ensuring income redistribution and inequality
reduction is lower than the EU average. In 2024,
the tax and benefit system reduced the Gini
coefficient by 5.9 points on average, while the EU
average reduction was 7.8 points (**).

Graph A3.2: Tax wedge for single and second
earners as a % of total labour costs, 2025
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Note: The second earner tax wedge shows a household’s tax
wedge resulting from the wage that a second earner taking
up a job at 67% of the average wage receives. It does not
show the total tax wedge of the household. The household is
assumed to have a first earner at 100% of the average wage
and no children. For the methodology of the tax wedge for
second earners, see OECD (2024), Taxing Wages 2024.
Source: European Commission

In 2025, the government budget introduced
some changes to PIT increasing its
progressivity. These changes include increases in
the tax-free income thresholds as well as
increases in the lower bounds of the 15% and
25% tax brackets. EUROMOD and EUROLAB
simulations(**) indicate that this reform will result
in an average decrease in tax liability that is fairly
even across the income distribution, but with
larger relative gains made by households in the
lowest deciles (**). The simulations also show that

(*3) The Gini coefficient measures the extent to which the
distribution of income within a country deviates from a
perfectly equal distribution. A coefficient of O expresses
perfect equality where everyone has the same income, while
a coefficient of 100 expresses full inequality where only one
person has all the income.

(**) The simulation was performed by the European Commission,
Joint Research Centre, based on the EUROMOD model, J2.0+

(*>) See also Abela, G. and I. Debattista (2025), The economic
impact of Malta's 2025 Personal Income Tax reform, Policy
note, Central Bank of Malta, Valletta.

www.parlament.gv.at


https://www.parlament.gv.at/le/link?gp=XXVIII&ityp=EU&inr=75552&code1=COM&code2=&gruppen=Code:C;Year:2025;Nr:4319&comp=4319%7C2025%7CC

an increase in labour supply could offset around
6% of the revenue loss. Overall, the reform is
expected to improve the redistributive capacity of
the tax system. The 2026 Budget included the
gradual introduction of new tax brackets (to be
implemented over three years), aimed at providing
tax relief to support families with children.

Malta is the only EU country that does not
publish tax expenditure reporting. While the
EU’s budgetary framework includes an obligation
to report on tax expenditures, currently the
Maltese authorities have no dedicated tax
expenditure reporting and no plan to introduce it.
Tax expenditures are an indirect form of public
spending and can have significant fiscal
implications, particularly in a context of budget
constraints (*°).

Available evidence suggests that there is a
large potential to reduce tax compliance
gaps in Malta. Malta’'s VAT compliance gap
remains large and is among the highest in the EU.
For 2023, the VAT compliance gap was estimated
at EUR 405 million (*’), or 24.2% of the VAT total
tax liability (*®), well above the EU average of
9.5%. Apart from its involvement in the EU VAT
gap estimation exercise, Malta does not produce
and report tax gap estimation figures, for example
on personal and corporate income taxation. The
size of the shadow economy in Malta is also
estimated to be above EU average (*°), suggesting
further scope to strengthen tax compliance.

Malta has a comparatively weak record on
the recovery of tax arrears. Available
indicators point to some challenges with collection
efficiency. The closing stock of tax arrears as a
percentage of total revenue collected at year-end
in Malta has increased between 2018 and 2023,
from 98.7% to 119.8%, compared to the EU

(*%) See European Commission, Directorate-General for Taxation
and Customs Union, (2025). Mind the gap: challenges and
opportunities for tax compliance and tax expenditures in the
EU. Full report. Publications Office of the European Union..

(*) See European Commission, Syntesia, Poniatowski, G., Bonch-
Osmolovsky, M., Smietanka, A. et al, VAT gap in Europe —
Report 2025, Publications Office of the European Union,
Luxembourg, 2025.

(*8) The VAT total tax liability is the theoretical tax revenue that
would be collected in a situation of perfect taxpayer
compliance, assuming an unchanged net VAT base.

(*9) European Parliament (2022), Taxation of the informal
economy in the EU.

average of 30.7% in 2023 (*°). In 2025, to help
tackle the high level of tax arrears, the
government proposed new legislation that would
allow taxpayers to avoid criminal prosecution by
paying substantial fines up to EUR 1 million (*).

Graph A3.3: E-filing rates for VAT, CIT and PIT
returns in Malta and EU-27, 2018 and 2023
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Progresses on digitalisation of the tax
administration are ongoing. The Malta Tax and
Customs Administration (MTCA) has recently
adopted a number of specific measures and IT
tools to enhance its technological capacities for
data management and analysis, and increase the
efficiency of tax collection (*?). In terms of front-
end digitalisation, e-filing rates for CIT and PIT are
slightly above the EU average, as shown in Figure
A3.3. The MTCA also provides a variety of online
tools and services, including pre-filing for PIT
returns, and the level of taxpayers’ satisfaction on
the support for filing tax returns is among the
highest in the EU (*).

(“°) Source: International Survey on Revenue Administration
ISORA), indicators: ‘Closing stock of arrears at year end as
percentage of total revenue collected’ and ‘Closing stock of
collectable arrears as percentage of closing stock of arrears’.

(%) Act No XXX of 2025 — An Act to amend Various Revenue
Laws, Government Gazette of Malta No.21485 of
11 August 2025.

(*) Malta Tax and Customs Administration,
Transformation Strategic Plan 2023-2025".

‘Delivery

() European Commission, Directorate-General for Taxation and
Customs Union and Directorate-General for Communication,
2025: Citizens' attitudes towards taxation — Eurobarometer
report.
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PRODUCTIVITY

ANNEX 4: INNOVATION TO BUSINESS

Malta's innovation potential is constrained
by persistently low R&D investment in both
the public and private sectors, which
undermines its competitiveness. Total research
and development (R&D) intensity is limited and
continues to be on a declining trend (at 0.54% of
GDP in 2024 vs the EU average of 2.24%). Malta
remains a ‘moderate innovator’ according to the
European Innovation Scoreboard(**), performing at
959% of the EU average in 2025. For Malta, the
2025 country-specific recommendations (CSRs)
highlighted challenges in boosting R&D investment
and incentivising stronger business R&D efforts,
challenges which remain acute today. In addition
to very low R&D investments, innovation remains
hampered by a lack of human resources for
research and innovation (R&l) and difficulties in
access to venture capital (VC) for companies. By
announcing the launch of new R&D tax incentives,
Malta has taken a first preparatory step towards
improving public support to business R&D, but
further efforts, such as expanding direct support
through grants and subsidies, are needed.
Moreover, while science-industry linkages are
gradually improving, there is considerable scope to
boost collaboration and knowledge transfer
between academia and the businss sector. In the
area of digitalisation, Malta performs well on the
adoption of digital and advanced technologies by
businesses.

Excellent science

Persistently low and declining public R&D
investment remains a significant challenge
for Malta, hindering advancements in
scientific excellence. Public R&D spending
decreased again, reaching the record low level of
0.16% of GDP in 2024 against an EU average of
0.72%. Such underinvestment undermines the
possibilities to improve scientific excellence. The
quality of Maltese scientific outputs, as reflected
in the proportion of its publications ranked among

(*4) 2025 European Innovation Scoreboard (EIS), country profile:
Malta. The EIS provides a comparative analysis of innovation
performance in EU countries, including the relative strengths
and weaknesses of their national innovation systems (also
compared to the EU average).

the top 10% most-cited globally, continues to fall
short of the EU benchmark (6.50% against an EU
average of 9.449%). Additionally, the number of
researchers per thousand active population
employed by the public sector remains low (2 per
thousand active individuals in 2024, vs the EU
average of 4.30). Despite these key challenges,
Malta’s research landscape benefits from a robust
international orientation, a critical factor given its
geographic constraints. This is evident in the
growing presence of foreign doctoral students and
a high rate of international collaborative
publications — 67.52% of all publications in 2024,
exceeding the EU average of 57.24%.

The establishment of Science Malta
represents an important step in reforming
R&l governance, although its effects on the
efficiency and functioning of the R&l system
remain to be assessed. R&l governance was
reformed in 2024 with the creation of a
government agency, Science Malta (Xjenza Malta),
with the aim of ensuring stronger governance for
R&l policy. The government agency brings together
under its responsibility all activities related to
research and innovation, including policy
development and implementation, management of
national, European and international financial
programmes and space-related initiatives. Such
reform has not translated yet into the additional
public R&D investment urged by the 2025 CSRs,
and its impact on the functioning and efficiency of
the public research system will have to be closely
monitored and assessed.

Graph A4.1: Public R&D investment as a % of GDP
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Business innovation

Maltese companies do not invest enough in
R&D and innovation output remains limited.
However, the semiconductor sector shows
potential for growth. Private investment in R&D
remains well below the European average
(reaching 0.38% in 2024 against the EU average
of 1.49%) and Malta innovation activity remains
modest in terms of product and business process
innovation(**). The level of intellectual assets is
limited, with poor patenting activity and design
applications, pointing to limited activity in high-
tech and design-intensive sectors(*). Yet there is a
good number of trademark applications and high-
tech exports are nevertheless growing(*’). A sector
that is emerging and has the potential to expand
its innovation activities is the semiconductor
sector. Malta’'s semiconductor-related exports
generate about EUR 1.2 billion and represented
about one third of total good exports in 2024(*).
Moreover in 2025 the country attracted the largest
foreign direct investment in its history in this
field(**). The government of Malta has
demonstrated a commitment to strengthening the
semiconductor sector as a key pillar of advanced
manufacturing. This commitment is reflected in an
investment of EUR 8 million in a competence
centre for semiconductors(*°), cofinanced by the
Chips Joint Undertakings and established in
partnership with the University of Malta, the Malta
College of Arts, Science and Technology (MCAST),
Malta Digital Innovation Authority (MDIA) and
Silicon Catalyst EU Ltd, an early-stage incubator
programme for startups. If accompanied by proper
public investment for research and incentives for
businesses, the initiative has the potential to

(%) 2025 European Innovation Scoreboard, country profile: Malta.
The EIS provides a comparative analysis of innovation
performance in EU countries, including the relative strengths
and weaknesses of their national innovation systems (also
compared to the EU average).

(%6)_EIS Country Profile Malta
(*) Global Innovation Index 2025 — Malta

(“8) STMicroelectronics Malta facility officially recognised as the
first advanced manufacturing backend plant in the EU -
TVMnews.mt

(*%) Budget-Speech-2026.pdf

(°9) PRESS RELEASE BY THE MINISTRY FOR THE ECONOMY,
ENTERPRISE, AND STRATEGIC PROJECTS Ekonomija
b’Sahhitha — Futur ghal Uliedna: Malta’s role within Europe’s
Semiconductor Ecosystem is growing

foster growth and innovation and create new
opportunities for researchers.

Malta is well advanced in terms of
digitalisation of businesses. In 2025, 83.50%
of Maltese small and medium enterprises
(SMEs) achieved a basic level of digital intensity,
well above the EU average of 71.39%. Malta also
performs above the EU average in relation to cloud
and artificial intelligence (Al) In contrast, while the
adoption of data analytics by Maltese businesses
increased between 2023 and 2025, it remains
around the EU average (39.01% vs 39.85%). The
recent realignment of Malta’s national Al strategy
prioritises widespread Al adoption by businesses.
Adoption efforts are concentrated in industries
critical to Malta, such as financial services, where
Al is used for predictive maintenance and real-
time risk analysis. Furthermore, SMEs and startups
have access to Al, high-performance computing,
and cloud computing through Malta’s first high-
performance computer (HPCMT), which was
launched in October 2025, via the Digital
Innovation Hub. The purpose of HPCMTis to
provide the advanced computational power
necessary to accelerate digital transformation, by
providing the infrastructure to SMEs to perform
large-scale data analytics. Furthermore, in October
2025, the Maltese government announced EUR
100 million would be invested specifically in
accelerating the adoption of  emerging
technologies, with a strong focus on Al for
businesses(®!). This funding aims to help

enterprises implement Al systems to remove
manual processes and strengthen global
competitiveness.

New R&D tax incentive schemes have been
announced to boost business innovation but
additional support, such as direct public
support instruments, must be ensured. Public
support for business R&D has declined over the
last decade, from 0.09% of GDP in 2012 to 0.01%
in 2023, one of the lowest percentages in the EU.
To tackle this key challenge and in response to the
2025  country-specific  recommendation  on
incentivising stronger business R&D efforts, the
government announced a tax deduction of 175%
for eligible expenditure in research and
innovation(®*?) in the 2026 budget speech. This

(°}) Budget-Speech-2026.pdf

(°?) Budget-Speech-2026.pdf
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initiative aims to encourage companies to invest in
technology, knowledge and innovative
development. Moreover, a two-year tax reduction
will be introduced for investments related to Al,
digitalisation, modernisation, automation and
cybersecurity. While these announcements are first
steps in the right direction, appropriate public
support through grants and loans, currently
limited, need to be strengthened to ensure an
efficient and well-balanced policy mix capable of
fostering stronger business R&D efforts.

There is a positive trend in academia-
business cooperation, although further
progress is needed. There have been some
positive results in terms of public-private
collaboration, as reflected in the steadily
increasing proportion of public-private scientific
co-publications, which reached 10.75% of the total
number of publications in 2024, above the EU
average of 7.62%. Moreover, the post-doctoral
fellowship scheme, allowing PhD graduates to join
local businesses to conduct research, has been
renewed for the third time in 2025, indicating a
positive uptake of the previous two editions(*3). In
addition, the launch of a transdisciplinary research
programme(**) has been announced for 2026, with
the aim of further fostering connections between
academia, industry, public services and civil
society. Despite these positive developments, the
proportion of public R&D funded by businesses as
a percentage of GDP remains well below EU
average (2.62% in 2023, compared to 7.51% for
the EU average), pointing to a low propensity of
businesses to contract with public research labs
and highlighting a key area where policy attention
is still needed.

Entrepreneurial dynamism

The Maltese business ecosystem is quite
dynamic with a good birth rate and different
public initiatives in place to support startups.
Malta scores quite well in the speed of startup
creation(®®). The startup sector is supported by
different government initiatives such as ‘Start in

(°3) Post-Doctoral Fellowship Scheme Relaunched for the Third
Time - Newspoint

(°%) Budget-Speech-2026.pdf

(°°) sns-report-2024-5.pdf

Malta’, aimed at enhancing the Maltese startup
ecosystem. It focuses on attracting innovative
business investments and providing support for
startups through different schemes, including the
Malta startup residence programme, startup
finance for reimbursable loans or business start
for seed capital. The residence programme grants
a three-year residence permit, extendable for an
additional  five-year period, during which
beneficiaries are able to reside in Malta while
launching their startup(*®). Moreover, the University
of Malta offers support to spin-offs that originate
from research and innovation carried out at the
university, through the TAKEOFF(*’) business
incubator and the Malta University Innovation
Portfolio Ltd.(°®), a private limited liability company
wholly owned by the University of Malta that
provides support through equity. In total, five
unicorn companies have been created in Malta.(>®)

The availability of venture capital remains a
challenge. VC has been declining over the last
decade (0.01% of GDP in 2024, down from 0.03%
in 2014 and well below the EU average of 0.06%).
In 2024, Malta set up Malta Venture Capital; a
fund aimed at providing equity investment in
startup companies focused on innovative
technologies. The initial funding has been EUR 10
million. The first investments were in startups
active in the health, technology, gaming and
financial software sectors. Moving forward, it will
be important to assess the uptake and impact of
such a scheme on Maltese businesses.

There is significant room for improvement in
public procurement for innovation. According
to the 2024 EU Innovation Procurement
Observatory report, Malta ranks 24th out of 30
European countries, with an overall score of
18.35%, well below the European average of
33.05%. While the legal framework allows for
innovation procurement, there is no official
definition for it. Horizontal policies such as the
national research and innovation strategic plan
2023-2027 and the smart specialisation strategy
2021-2027 recognise innovation procurement as
a tool but lack actionable plans or sector-specific
strategies. Challenges include the absence of an

(°%) Schemes - Start in Malta

(°7) Start your own Enterprise - TAKEOFF The Enterprise Campus

(°8) University of Malta's Annual Report

(*%) Unicorns | Dealroom.co
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action plan, spending targets, monitoring systems
and incentives for public procurers().

The availability of human resources with the
right skills remains a key concern for the
Maltese economy, which faces severe
shortages. The number of new graduates in
science and engineering per thousand population
remains critically low, at 4.87 in 2024, which is
well below the EU average of 16.82. The number
of graduates in the field of computing are closer
to the EU average but on a declining trend, (5.87 in
2014 while it decreased to 2.56 in 2024, against
an EU average of 3.84). New graduates in
scientific fields and computing are vital to
achieving Malta’s ambitions in the digital sector
(see Annex 13). Some scholarships schemes are in
place to incentives postgraduate studies, such as
the ENDEAVOUR Il scholarships scheme(®!) or
Reach High 11(®?), which provides post-doctoral
research grants. Moreover, a dedicated tax-credit
scheme, called Get Qualified(®®), is available to
support the professional development of
individuals seeking to obtain industry-relevant
qualifications and certifications. The incentive aims
to strengthen the national workforce by
encouraging the pursuit of higher education and
the acquisition of in-demand skills, offering
financial support of up to 70% reimbursement
through tax credits. In future, it will remain
essential to promote science and engineering
studies, through targeted grants and incentives, to
ensure an adequate supply of skilled talent for
innovation.

Entrepreneurship education is present across
different levels of Malta’s education system,
but its contribution to innovation and
business creation remains constrained by
fragmentation and limited evidence on
outcomes. Entrepreneurship competences are
treated as transversal skills within compulsory
education, in line with the European key
competence framework. Recent policy
developments have reinforced this focus: Malta’s
national education strategy 2024-2030 promotes
an entrepreneurial mindset under its growth and
empowerment pillar, while the national research

(69) COUNTRY PROFILE — Benchmarking of national policy, Malta.

(®1) Endeavour Il - The Department

(62) Reach High Il - The Department

(®%) Get Qualified 2017-2025 (Students Form)

and innovation strategic plan 2023-2027
emphasises the role of entrepreneurship education
in fostering an innovation culture among youth.
However, Malta still lacks a comprehensive
strategy covering entrepreneurship education
across educational levels, including clear learning
outcomes, progression pathways and systematic
monitoring of students’ competences. European
comparative evidence suggests that limited
assessment tools, teacher training requirements,
and evaluation mechanisms may reduce the
effectiveness of entrepreneurship education in
translating skills development into innovation and
entrepreneurial activity. Strengthening
coordination and improving data collection on
learning outcomes would help strengthen the role
of  entrepreneurship  education in Malta’s
innovation-to-business ecosystem.
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Table A4.1: Key innovation indicators

EU average

Malta 2010 2015 2020 2022 2023 2024 2025 )

Headline indicator
R&D intensity (gross domestic expenditure on R&D as % of GDP) 0.58 0.70 0.60 0.58 0.58 0.54 : 2.24 3.44

Science and innovative ecosystems

Public expenditure on R&D as % of GDP 0.23 0.34 0.22 0.22 0.21 0.16 : 0.72 0.64
Scientific publications of the country within the top 10% most-cited publications

worldwide as % of total publications of the country 5.62 758 811 630 : : : 944 12.31
Researchers (FTEs) employed by public sector (Gov+HEI) per thousand active population  1.40 1.70 1.8 2.00 2.00 2.00 : 4.3

International co-publications as % of total number of publications 46.89 56.34 5839 63.85 68.84 67.52 : 57.24 :
Business enterprise expenditure on R&D (BERD) as % of GDP 0.36 0.36 0.38 0.36 0.37 0.38 : 1.49 2.69
Business enterprise expenditure on R&D (BERD) performed by SMEs as % of GDP 0.26 0.29 0.34 0.29 0.31 : : 0.47 0.30
Researchers employed by business per thousand active population 2.00 2.30 2.00 2.20 2.00 2.40 : 5.9 :
Patent applications filed under the Patent Cooperation Treaty per billion GDP (in PPS€)  1.02 1.13 2.09 1.15 : : : 2.81 2.20
Employment share of high-growth enterprises measured in employment (%) : : : : 1.50 1.17 : 0.87

Digitalisation of businesses
SMEs with at least a basic level of digital intensity

% SMEs (EU Digital Decade target by 2030: 90%) 7649 : 8350 7139
%a::;aetgz::ss (E:E[longi“g?;l Decade target by 2030: 75%) ESED : EEIE KRR
%oe‘;t;rlp?i'z:;?w Digi;al Decade target by 2030: 75%) 5819 : 64.93 4669
e Pl e L7 e ZE s

Academia-business collaboration

Public-private scientific co-publications as % of total number of publications 5.25 5.11 6.18 7.92 8.43  10.75 : 7.62

Public expenditure on R&D financed by business enterprises (national) as % of GDP 0.00 0.00 0.00 0.01 0.01 : : 0.06 0.02

Public support for business innovation

Total public sector support for BERD as % of GDP 0.04 0.05 0.01 0.01 0.01 : : 0.21
R&D tax incentives: foregone revenues as % of GDP 0.03 0.02  0.00 0.00 0.00 : : 0.10
BERD financed by the public sector (national and abroad) as % of GDP 0.01 0.03 0.01 0.01 0.01 : : 0.11

Financing innovation

Venture capital (market statistics) as % of GDP (calculated as a 3-year moving average) 001 001 001 0.01 0.00 0.01 : 0.06
Seed stage funding share (% of GDP) 0.00 0.00 0.00 0.00 0.00 0.00 3 0.01
Start-up stage funding share (% of GDP) 0.01 001 0.00 001 0.00 0.00 : 0.03
Later stage funding share (as % of GDP) 000 000 000 000 000 001 : 0.03 :
New graduates in science & engineering per thousand population aged 25-34 : 9.61 5.43 5.78 5.3 4.87 : 16.82 :
Graduates in the field of computing per thousand population aged 25-34 : 4.99 3.29 3.44 3.04 2.56 : 3.84

(1) EU average for the last available year or the year with the highest number of