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Chapter 1. Introduction

The Maltese archipelago consists of three Islaktidta -246 sq km, Gozo — 67 sg km
and Comino — 2.7 sq km. The country is locatedhim ¥Mediterranean Sea, about 100
kilometres south of Sicily and 300 kilometres eafsTunis. The Maltese archipelago is
on the periphery of the European Union. Malta’pydation stands at 402,700 (2005) of
which approximately 50,000 live on the island ofzGo

Malta’s socio-economic development rests on threénnpillars: sustaining economic
growth and competitiveness through the generatioa knowledge-based and service-
based competitive economy; the safeguarding oh#ttaral and urban environment; and
ensuring continuous investment in human capital edcation. Government’s Vision
for Malta is one which aims to sustain and devealynamic, high value added economy
founded on competence, skills and excellence amdwinch is capable of sustaining a
high standard of living for all citizens. Withinishcontext, the main macroeconomic
policy objectives of the Maltese Government remtia achievement of sustainable
economic growth and a high and stable level of egmknt, restoring fiscal balances to
sustainable levels and ensuring a reduction ind#i®-to-GDP ratio and stability in the
external sector. Achieving a sustainable fiscalitfos remains a priority to ensure a
stable macroeconomic framework, capable of fosjeeoonomic growth, generating
employment opportunities and sustaining social aesibilities. The Budget Speech for
2006, as well as a number of measures taken duzD@p, clearly demonstrate
Government’'s commitment to remain on track to redihe fiscal deficit to below 3.0 per
cent of GDP and to achieve a reduction in the ¢@ieDP ratio in 2006. Furthermore,
Government is committed to ensure the long-terntasahility of public finances. A
number of reforms, such as the pension reform, gllundertaken towards this end. A
stable macroeconomic environment also entails Igtain the external sector, as this is
essential to maintain price stability. This con@auo be a priority, especially in view of
Malta’s participation in ERM II, as from May 2005.

The small, open characteristics of the Maltese @esgnand the continuous resolve for
international competitiveness in an increasinglybglized world, implies the need for
greater strides towards capability development ustasn and improve the current
standard of living. Improved competitiveness cdrb@achieved only by focusing on the
cost component of competitiveness, although thisares important. The Government
believes that competitiveness is enhanced by isgrgaproductivity, sustaining the
development of a knowledge based economy and lijtdéing the shift to higher value-
added economic activities. Indeed, the most impontaeans through which an adequate
standard of living for the Maltese population cam decured in the longer term is by
maximizing the country’s productivity and compefness in the international sphere
through innovation and knowledge. Within this comtestructural reforms to instill
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greater efficiency and to enhance the supply sileéhe economy are important.
Government remains committed to increase efficiemtythe public sector whilst
focusing on its role as a regulator rather tharig@pating as an operator in economic
activities.

In May 2004, Malta became a European Union MemkateS Through the strategic
frameworks set out by successive National Budgetsesthe late nineties and other
programmey the country has been undertaking a specific time¢owards convergence
at the European Union level. In recent years, tha&nmstrategic focus was on
strengthening the competitiveness of the Maltesen@ny, whilst maintaining a
sustainable use of the environment. Much of Malt'dsnestic manufacturing industry,
agriculture and fisheries had developed behindeptiie barriers which created an
artificial scenario of market stability and encayed these enterprises and farmers to
move into areas of production in which it is diffitto compete in an open economy. At
the same time, due to the pressures on the envaanresulting mainly from the very
high population density and environmental fragilifythe Islands, Malta needed to take
action to ensure the sustainability of its futuseis-economic development.

Malta’s strategy under Cohesion Policy 2004-2006sayed an urgent need to address
the socio-economic infrastructure, in particulag #nvironment and transport sectpes
need to support the productive sector in its effdd restructure and diversify and
compete within the internal market, and a needddress the issue of human resource
development, particularly in the area of vocatioedlicational training. The paramount
importance ofeconomic competitivenessnvironmentand educationremain important
cornerstones of Malta’s development objectivegtiernext round of Cohesion Policy.

Cohesion policy for the period 2007-2013 can berattarised by a strengthened
strategic approach with two new elements: the CominuStrategic Guidelines’ at
European level and the National Strategic Referdfreenework at the Member State
level. Both elements as presented in the draft Gibiegulation of 14 July 2004, are
aimed at a better integration of the Community fitiess into national and regional
development programmes.

In Malta, the National Strategic Reference Framéw®SRF) has been drafted in an
intensive dialogue process and an extensive aseassofi the country’s needs and
challenges, strategic objectives for developmentttie medium and longer terhiThe
NSRF provides the goals and the basic strategimeweork for the operational
programmes on the objective of sustaining econ@amiopetitiveness through innovation
and entrepreneurship and facilitating a knowledgged economy through investment in
the necessary physical and social infrastructuegdabilities, education and social
inclusion. The NSRF is based on and builds upenNhtional Reform Programme and

! Including Malta’s Pre-Accession Programmes, the Strucfuatl Programme and the Cohesion Fund
2004-2006, and the V th Italo Maltese Financial Protocol.

2 Malta was not eligible for ISPA, SAPARD and PHARE.

% Information is contained in Chapter 3 of this document.
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the Pre-Budget Document published by the Governrire2005? It also links to the
Nati%nal Strategy Plan (for Rural Development) dhd National Fisheries Strategic
Plan:

This National Strategic Reference Framework cosgis number of Chapters.

Chapter 1 serves as an introduction to the st@atégmework of Malta. Chapter 2
presents a diagnosis of Malta’s territorial andie@conomic context. It consists of an
overview of Malta’s territorial characteristics, amalysis of most recent economic
performance, and a review of the sectors considargdal for Malta’s convergence. The
scope of Chapter 2 is to provide the contextuahage in which to ascertain Malta’s
position vis-a-vis the European Union 25 benchmarke latter position is presented in
Chapter 4. Chapter 3 provides a detailed overvitthe national strengths, weaknesses,
opportunities and threats (SWOT) analysis. Thidyamais the outcome of an intensive
public dialogue process undertaken to assess thdrgés needs, challenges and strategic
objectives.

Following the delineation of this socio-economiataxt and Malta’s position in the EU
wide context, Chapter 5 enlists the principal nemuis challenges Malta is facing up to
the 2013 period. In relation to these needs andectiyges, Chapter 5 presents the NSRF
strategic objectives and provides a descriptioreath objective. Chapter 6 highlights
how the NSRF strategic objectives relate to theegung visions of the country mainly
those emerging from the Pre-Budget Document ‘A &eQuality of Life’ (2006) and
Malta’s National Reform Programme.

* Strategic consistency and coherence is contained in Chapter 6.

® These refer to the strategic documents for the agrieditual development and fisheries sectors
respectively for the period 2007-2013.
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Chapter 2. Malta’s Territorial and Socio-economicContext

2.1 Territorial context

The Maltese Islands, consisting of Malta — 246 8Yq &0z0 — 67 sq km and Comino —
2.7 sq km, are located in the Mediterranean Seatal¥0 kilometres south of Sicily and
300 kilometres east of Tunis. The Maltese archgmlés on the periphery of the

European Union. The population of Malta is 402,7Q005) of which approximately

50,000 live on the island of Gozo. This populatioiermingles with 1.12 million tourists
who visit the Islands on an annual basis.
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Malta exhibits a number of territorial, and therefgpermanent, characteristics that
impact on its socio-economic development. The dedadrom mainland Europe together
with its fragmentation, constitute permanent chia@stics of peripheral territories as
recognized in the Treaty of Amsterdam. Malta’s keut peripherality results in direct

problems with respect to accessibility to the wsthe European Union and as a result
the country is extensively dependent on air andtssesport. In turn, this dependence
results in higher costs, creating problems witlhakeality of supply and limited physical
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access to the European market. Taken togetherpahpheral location and insularity
reflect the permanent vulnerability of the Maltesehipelago. Within this archipelago,
Gozo, faces the real constraint obuble insularity as a result of its dependence on
Malta for the movement of people and imports angloeis of goods and services. As a
result, improving both Malta’s and Gozo’s accesybiincluding the link between Malta
and Gozo, is a key factor in improving the coustigverall economic performance and
general standard of living.

The insularity of the Maltese islands is furthelgie@yated by the population density
factor. Although Malta is one of the smallest coi@st in Europe with a total population
of 402,668 at the end of 2004 and with a currertaye annual growth rate in the region
of 0.4 per cent, it is by far the most densely pajmd. Between 1931 and 2004,
population density increased from 764 to 1,276 geser square kilometer. Maltade
facto the smallest, mostly dense populated Member Stateuropean Union with an
average population density which is almost 11 tinles EU25 average. Malta’s
population density is further accentuated by tihgdannual influx of tourists. Out of the
ten recently acceded member states, Malta ranksiddn terms of international tourist
inflows per 100 residents. This exerts several ues on the island’s environment,
infrastructure and socio-economic structures. Tlo@ufation density issue and its
emerging problems are further accentuated by tige lamflux of illegal immigrants Malta
has been experiencing in recent years.

Peripherality, insularity and population densitystret local market economies. In
particular, contrary to the conventional notion ttreees high population density
constituting an advantage for socio-economic degraknt, Malta’s case represents the
particular exception where high population denaitis as a severe constraint rather than
a driver to economic growth. Malta’'s small sizeupled with its high population
density, result in very acute environmental presswand a high degree of urbanization.
Whilst impacting negatively on Malta’s physical @ewment, high population density
does not secure adequate economies of scale athieyéoeconomic growth, it negatively
affects the environment and acts as a constraiateas such as waste disposal, air and
water pollution. For example, large infrastructupabjects are not easily undertaken
since minimum efficient scale of production aresaftoo large in relation to the size of
the domestic market.

Malta is distinctively different from the other Méer States because of its limited
resource endowments, economic constraints on itétyabo reap the benefits of
economies of scale due to indivisibilities and tedi scope for specialization, the high
dependence on international trade, production piiggi limitations, and effects of
insularity. In order to counter these problems, thladims to gradually upgrade its
physical infrastructure systems, develop effici@md high quality transport methods and
improve widespread accessibility in concomitancéhwie country’s medium and long
term requirements, economies of scale and inhetemttural characteristics. Malta also
aims to deepen its resource base by investing enatlractive elements of its urban
environment mostly composed of rich cultural assets
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The challenges Malta faces are magnified in the césts sister island, Gozo. Gozo is a
significantly smaller island in terms of land assa has an extremely restricted internal
market. Malta’s sister island sensitivity is undergd by an environmental fragility
compounded with high population density in a sneatid area supporting an economy
primarily based on tourism and agriculture. A cati factor underpinning Gozo’s
logistical difficulties relates to its overtly dep#ence on the port at Mgarr. The island’s
economic dependence on fisheries, maritime freggitt passenger transport imply that
the requirements of competing users on the porilittes need to be constantly
reconciled. The island’s geographical and econoeatities prevent the development of
a second port. Transport through Malta createpartency on the inter-island ferry and
helicopter services. Both services are limited amgtontinuous, due to operational
restrictions primarily for climatic reasons.

Overall, the small size of the Maltese territotg,Separation into multiple islands and the
distance between the islands generate increaseddqs, higher costs for production and
market access. Malta’s small size coupled withigdh population density result in very
acute environmental pressures. Size heightens theenability of the islands to
environmental issues as well as leads to a highedegf urbanization. The islands’ small
size and their separation from mainland Europe aigmact on high demand for an
economic and social infrastructure particularly totternal and internal accessibility,
waste management and public utilities infrastruegur

2.2 Economic context
2.2.1 Overview

The Maltese economy has been performing below atengial in recent years though
positive signs have been registered with a pickaugrowth in 2005. In terms of GDP at
market prices in Purchasing Power Standards (PR&)Maltese economy showed a
decrease for most of the years from 2000 onwardgaced to the EU average. In fact,
on a per capita basis, Malta’'s GDP per head in dR8ned from 78 per cent of the EU-
25 average in 2000 to 69.2 per cent in 2004. Thiavearable global economic
environment prevailing since 2001 has impinged iBgantly on domestic economic
conditions. Exogenous shocks stemming from rigingrgy prices have also affected the
Maltese economy negatively in recent years. Fumbeg, the international economic
environment is becoming increasingly competitivee da stronger market positions by
emerging low-cost countries. On the domestic frdethand is being dampened by the
fiscal consolidation process currently underwayilstta number of economic sectors are
facing competitive challenges both in domestic exyport markets.

In 2001 and 2002, the rate of growth of real GDP Wat per cent and 1.5 per cent
respectively. Negative growth rates of 2.5 per aamd 1.5 per cent were registered in
2003 and 2004 respectively. Nonetheless, posiiiygsshave been registered in 2005,
when real GDP increased by 2.5 per cent.
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In recent years, the Maltese economy was charaetelly subdued growth in private and
general government final consumption expenditurdsivigross fixed capital formation
exhibited significant fluctuations. The relativébw positive or negative growth rates in
consumption reflect the fiscal consolidation undey. Meanwhile, gross fixed capital
formation was influenced by one-off exceptionahgactions, particularly in 2003, whilst
strong investment activity was registered in 200Be external sector has contributed
negatively to real GDP growth between the years320@l 2005. In particular, exports of
goods and services contracted in 2003, increasegimaily in 2004 but declined again in
2005. Exports of goods and services are signifiganfluenced by the performance of
the major company in the semi-conductor sectornMaonomic indicators are presented
in Table 2.1.

Table 2.1
Main Economic Indicators
2000 2001 2002 2003 2004 2005
GDP market prices (Lm millions) 1696.3 1737.7 1796.8 1829.1 1830.4 1927.1
GDP at constant (2000) prices (Lm millions) 1696.3 17025 1727.4 1684.3 1659.4 1700.8
GDP growth at constant (2000) prices (%) 0.4 15 -2.5 -1.5 25
Expenditure Components of GDP at constant 2000 prices (% chan ge)
Private final consumption expenditure 0.8 0.3 24 1.2 1.4
General government final consumption expenditure 0.7 4.0 3.0 1.8 -1.9
Gross fixed capital formation -14.0 -18.7 28.6 3.8 6.1
Exports of goods and services -2.2 3.6 21 0.4 -3.9
Imports of goods and services -8.6 -2.3 7.0 2.0 0.2
Inflation rate (%) ® 2.9 2.2 1.3 2.8 3.0
Employment growth (%) © 0.7 0.1 0.5 0.3 0.6
Unemployment (%) 5.1 5.2 5.6 5.6 4.9
Labour productivity (% change) © 0.3 1.6 2.0 1.7 1.6

@ ncludes NPISH final consumption expenditure

@ As measured by the Retail Price Index (RPI)

@ Data for 2005 is as at October 2005

“ Based on Part | and Part Il registered unemployed data of the Employment and Training Corporation (ETC) as at October 2005
© pata for 2005 refers to the period January-September 2005

Source: National Statistics Office

Malta has registered relatively high fiscal defiam recent years. However, since 2004
the fiscal deficit has been contracting, reflectitite ongoing implementation of
Government’s fiscal consolidation program (Tabl2)2The general Government deficit
declined from 5.1 per cent in 2004 to an expect8cp@r cent in 2005. As outlined in the
Budget Speech for 2006 and in the Update of thev@gence Programme 2005-2008,
the deficit will be below 3.0 per cent of GDP in0®0) The fiscal deficits incurred over
the years have been reflected in rising debt-to-@&&i8s. General Government debt as a
percentage to GDP increased from 56.0 per cend@® 20 an expected 75.6 per cent in
2005. In order to restore public finances to aanable path, Government is not solely
addressing the current imbalance in public finabcg importance is attached to the need
to reduce the debt-to-GDP ratio at a satisfact@agep Fiscal targets project a decline in
the debt ratio in 2006 to 70.8 per cent of GDP.
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The Maltese economy faced a relatively difficultezral environment during the past
recent years. The internationally exposed sectonsirtued to be adversely affected by
the downturn in Malta’s main European markets agajpglitical uncertainty world-wide.
Real exports of goods and services increased bpdr.4ent in 2004 but declined by 3.9
per cent in 2005, whilst imports increased by 20gent and by 0.2 per cent in 2004 and
2005 respectively. The decline registered in th@oeixsector is partly a reflection of the
relatively subdued international economic environtneespecially in Malta’s main
trading partners, combined with an increasingly petitive international market. The
decline in exports was mainly attributed to develepts in a major manufacturing
company in the semiconductor industry. Indeed, sother sectors managed to register
positive results, despite the unfavourable conaitim the external market. Tourism also
suffered a slowdown. This is partly a result ofrantl towards land based means of
transport as opposed to air transport.

Table 2.2
General Government Deficit and Debt
2000 2001 2002 2003 2004 2005
General Government Deficit as a % of GDP 6.2 6.4 5.6 10.2 5.1 3.8
General Government Debt as a % of GDP 56.0 61.7 61.2 71.3 76.6 75.6

Source: National Statistics Office, Ministry of Finance

Table 2.3
Current Account

2000 2001 2002 2003 2004 2005
Current Account (Lm million) -209.2 -73.6 5.4 -105.3 -175.3 -252.5
Net Trade and Services -167.3 -88.5 19.0 -74.8 -128.0 -206.5
Net Income -53.1 11.1 2.6 -11.3 -21.5 -49.9
Net Current Transfers 11.2 3.8 -16.1 -19.1 -25.7 3.8
Current Account Balance (% of GDP) -12.3 -4.2 0.3 -5.9 -9.6 -13.1

Source: National Statistics Office

A significant increase in the trade deficit andexlthe in the positive services balance
were main contributors of the deterioration in tierent account since 2003. In 2004 and
2005, higher reinvested earnings contributed taurghér deterioration in the current
account. An increase in net outflows by way of entrtransfers was also recorded in
2004. However, net inflows of Lm3.8 million werecoeded in 2005. The widening of
the current account deficit experienced in the Yestrs continued during 2005, as the
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deficit stood at 13.1 per cent of GDP. Current aot@erformance is shown in Table
2.3.

Percentage changes in the 12-month moving avenatlpe iRetail Price Index (RPI) show
that the inflation rate in Malta over the last tyears has followed a gradually increasing
trend. The inflation rate increased from 2.8 pent e the end of 2004, to 3.01 per cent in
December 2005. These inflationary developments baea largely due to domestic and
international factors, mainly reflecting the incgean international oil prices.

2.2.2 Labour Market

Table 2.4
Labour Market

2004 2005
2000 2001 2002 2003 2004 October  October
Labour Supply 143,947 145,095 144,981 144,930 145,220 145,869 145,638
Gainfully Occupied 136,759 137,662 137,465 136,755 137,117 137,697 138,517
Private Direct Production 34,332 34,677 34,600 33,337 32,995 33,404 33,416
Private Market Services 53,190 53,322 54,631 55,606 57,444 57,564 59,283
Public Sector 48,031 48,487 47,160 46,832 45,752 45,771 45,231
Temporary Employment 1,206 1,176 1,074 980 926 958 587
Unemployed @ 5.0 5.1 5.2 5.6 5.6 5.6 4.9

@ pased on Part | and Part Il of ETC register

Source: National Statistics Office

The domestic labour market has been characterigecklbtively weak conditions in
recent years, particularly as regards developmentfull-time employment and in
unemployment levels (Table 2.4). The process ofmewcoc adjustment triggered by
industrial restructuring in both public and privateterprises, fiscal consolidation, as well
as sluggish growth in the economies of Malta’s nteading partners and the steep rise in
international oil prices posed an increased uniceytathat affected employment
developments. Nonetheless, the performance of dheutr market during the twelve
months to October 2005 indicates the degree adiemse through the expansion in part-
time employment, increases in the full-time gailyf@ccupied population, as well as the
decline in the number of registered unemplo¥ed.

Employment levels remained substantially unchanigececent years. In fact, a slight
decline of 0.5 per cent was registered in 2003 evaiimarginal increase of 0.3 per cent

® It is notable that over the recent years, increasing importenbeing attached by both economic
operators and employees to part-time work as the main ocmupdthis indicates changing working
patterns and the relative degree of flexibility of the laboarket.
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was registered in 2004. The full-time gainfully apeed population rose by 0.6 per cent
reaching 138,517 as at the end of October 2005nwbenpared to the end of October
last year. Meanwhile, the number of persons wiplad-time job as their main occupation

stood at 22,951 at the end of October 2005, reptiegean increase of 2,272 or 11.0 per
cent over October 2004. The number of unemployesiops registering under Part | and
Part 1l of the Register expressed as a percentadgbour supply was 5.6 per cent in

2003 and 2004. The unemployment rate declined2@édr cent in October 2005. In the

period 2000-2004, employment in the private sedtmiusive of temporary employees,

was on an upward trend. Furthermore, in October52@bivate sector employment

(inclusive of temporary employees) stood at 93, Hlincrease of 1,541 or 1.7 per cent
over October 2004.

In line with long-term trends, this higher employmen the private sector reflects a
significant expansion in private market servicegrothe period 2000 to 2004, most
notably in the auxiliary transport activities amdviel agencies, renting of machinery and
equipment, activities auxiliary to financial integdiation, insurance and computer
sectors. This trend was also present during thévémeonths to October 2005, when
employment in private market services increasedl1i®19 or 3.0 per cent. These
increases in private market services employmenewartly countered by a decline in
employment in private direct production, owing to &ctive restructuring process in the
industrial sectof. On the other hand, due to the restructuring oflipubnterprises,
privatisation initiatives, as well as Governmerpalicy to restrict recruitment in non-
essential categories in Government Departmentslicpgbctor employment has been
following a downward trend over the recent yearsfdct, public sector employment
(inclusive of temporary employees) declined from348 in December 2000 to 45,396 in
October 2005.

2.2.3 Main Economic Sectors

Economic activity in Malta is characterised by &vyalence of small enterprises with
micro enterprises constituting approximately 94 pent of the total number of firms
(2004), operating prevalently in the manufacturgrgd tourism sectors. Overall, the
fragmented composition of Malta’s industrial langise, the economic openness,
insularity and high export concentration of goodsd aservices, underpins the
vulnerability of the Maltese economy. Malta’'s maaatfiring enterprise base
predominantly consists of locally-owned small anddimm-sized enterprises (SMES)
operating alongside a small number of relativelgéaforeign-ownedexport-oriented
subsidiaries of multinational companies.

In recent years, this industry has faced the needsdtructure in order to better compete
at international levels. This need was underpirmethe one hand by the prospect of the
dismantling of protective measures as well as leyrtbed to better face the challenges
from developments in the international marketgarticular with intensified competition
from the emerging countries. International compmtitwill remain a key concern and

" This has been particularly evident in the textiles sector.
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further investments in support infrastructuresrapiired to assist enterprises in dealing
with such challenges.

Manufacturing industry in Malta has been changinth wthe emphasis shifting from the
traditional low cost manufacturing towards highaiuwe added activities. Cases in point
are the contraction of the textile sub-sector dredeémergence of generics manufacturing
activities in the pharmaceutical sub-sector, inclhoperators’ competitive advantage
lies in value added.

Table 2.5
Manufacturing Industry
2000 2001 2002 2003 2004 2005
Output (Lm ' 000) 1,314,596 1,086,776 1,078,156 1,105,179 1,085,847 1,037,373
Output Growth (%) -17.3 -0.8 25 -1.7 -4.5
Gross Value Added (Lm ' 000) 345,828 299,799 307,062 313,150 282,169 284,784
Gross Value Added (%) -13.3 2.4 2.0 -9.9 0.9

Source: National Statistics Office

As highlighted in Table 2.5, aggregate nominal atifpom manufacturing activity has
decreased by approximately 21 per cent from Lm1,8i/ion in 2000 to Lm1,037

million in 2005. However, the decline registered2@05 is mainly attributable to the
difficult and subdued environment of the semi-cartdu international business, which
constitutes a large share in total manufacturimgl, affset positive results registered in
other sub-sectors. The sector’s gross value adeecased from Lm345 million in 2000
to Lm300 million in 2001, increasing subsequently2002 and 2003, but contracted
again to Lm282 million during 2004. During 2005,o0gs value added in the
manufacturing industry increased marginally by pe® cent to Lm285 million. In line

with these developments, manufacturing employmelwwed a downward trend over
the past years. Manufacturing employment declimecthf25,126 at the end of October
2004 to 24,605 at the end of October 2005. Joletossere mainly concentrated in the
manufacturing of textiles and textile product arahefacturing of transport equipment.

Tourisn? contributes significantly to Malta’s economic gitbywemployment creation and
foreign exchange earnings. During recent years,ldbel tourism industry has been
significantly affected by the adverse geopoliticsituation that characterised the
international environment, as well as the econastti@ation in a number of major tourist
markets. The Maltese tourism industry is also fgénctreased international competition,
both from traditional as well as from new emergiogrist destinations. Largely as a
result of international developments, the tourigttar in Malta has declined from a level

8 The analysis of tourism in this section is startingrft2001, as data for tourist departures is only available
from this year due to a change in tourism statistics adtaction system.
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of 1.18 million passengers in 2001 to 1.12 milljpassengers in 2008n improvement
was recorded in 2004 from the decline registeregrevious years. In 2005, tourist
departures increased by 24,108 or 2.1 per ceghrapared to an increase of 3.5 per cent
recorded in the previous year. Nevertheless, gromaths remain relatively modest.
During January 2006, tourist departures declinecatmund 50 thousand tourists as
compared to 52 thousand registered during Janl@0%.2Zrhe domestic tourism industry
continues to face competitive challenges. Malta imature destination which needs to
deepen - through improved quality and presentatrather than widen its tourism offer.
The monthly distribution presented under Table @®ve highlights the prevailing
seasonality in Malta’s tourism trends, with therfouonths between June and September
2004 accounting for 48 per cent of tourist depaduecorded during 2004. This seasonal
concentration involves particular difficulties, lnding the effects on infrastructure, hotel
occupancy, as well as on the labour market andliglgk the need to further invest in
marketing efforts in order to achieve a better geak distribution. Malta’s tourism
industry remains in operation throughout the ye#h whe result that profits made in
summer have to make up for winter losses or redpeefits. Malta does not have the
flexibility of shifting workers from one industrptanother over seasons.

Table 2.6
Tourist Departures
Air Sea

2001 2002 2003 2004 2005 2001 2002 2003 2004 2005
January 55,790 47,305 49,480 48,819 52,270 313 563 522 441 855
February 54,847 47,320 49,020 50,900 45,053 522 461 398 232 84
March 81,029 78,751 71,678 65,019 70,562 486 1,108 823 980 715
April 102,308 91,352 93,287 90,875 87,433 1,571 2,207 1,353 1,291 846
May 105,923 95,160 102,580 103,272 112,001 2,633 2,332 3,156 2,130 558
June 107,161 101,626 104,094 112,514 112,177 3,611 1,931 2,132 2,365 1,754
July 127,519 120,828 126,043 130,202 134,575 6,144 5,465 5,395 4,164 1,176
August 154,782 149,941 157,670 162,910 167,614 11,994 13,952 9,442 14,187 10,680
September 130,152 122,798 118,472 126,402 131,217 4,192 4,182 3,604 3,023 2,374
October 115,393 124,460 109,805 128,070 128,806 1,945 1,580 784 957 528
November 67,432 70,283 65,781 67,434 69,527 1,350 644 587 310 125
December 42,830 47,003 41,179 40,990 40,280 828 1,025 951 195 133
Total 1,145,166 1,096,827 1,089,089 1,127,407 1,151,515 35,589 35,450 29,147 30,275 19,828

Source: National Statistics Office

Growth in cruise passenger arrivals was registbetdleen 2001 and 2003, increasing by
31.7 per cent and 14.0 per cent in 2002 and 20§@entively. During the subsequent
year, cruise passenger arrivals registered a &gnif drop from 389,456 passengers in
2003 to 291,821 passengers in 2004 due to interratioperators re-assessing their
operations in the Mediterranean region. More rdgemt 2005, a turnaround was

registered whereby the number of cruise passemgeala increased by 9.7 per cent over
the previous year following more cruise liner opers: started using Malta as a home
port. Moreover, positive signs were also registetedng January 2006, when the cruise
passenger arrivals increased to 5,551 passengemgmred to 3,144 registered during
January 2005. Since this concept involves toufigiisg to Malta from where they start

and end their cruise, this concept provides ina@gaslue added to the economy that



MALTA — National Strategic Reference Framework 2RP0Z3 Draft Dooent for Consultation

goes beyond the cruise liner industry. The newdgeruiner Terminal, which should open
in the very near future, will continue to bolsteralkh as an important cruise liner
destination in the Mediterranean.

Malta’s main tourism source markets are the Unk&agdom, Germany, France and
ltaly and hence it depends on a restricted marRetis highlights the need to further
invest in the development of niche tourism markstsch as cultural heritage, rural
tourism, sports tourism and language tourism, whilgintaining the holiday market.

Investment is required to improve Malta’s tourismoguct both in terms of human
resource development and in the marketing of fla@dls. This would not only help to tap
new market segments and achieve market diversditdiut also to achieve a better
seasonal distribution. International developmetsgs point to the need to invest in newer
forms of capturing business. In this context, ICpplecations provide Malta the

opportunity to further its market penetration.

NSO data indicates that between 2001 and 2003, tmiast expenditure for visits to
Malta increased from Lm415.5 million in 2001 to L&¥3 million in 2003.
Subsequently, declines were registered in touxigérditure in 2004 and 2005 of 0.2 per
cent and 1.1 per cent respectively. On a per capises, expenditure by tourists followed
an upward trend up till 2004, however, in 2005, papita expenditure by tourists
decreased from Lm191.70 in 2004 to Lm185.80, ackaln of 3.1 per cent. The average
number of nights spent by tourists followed an uplMiend between 2001 and 2003,
increasing from 9.2 nights in 2001 to 10.2 in 200Bereafter, the average number of
nights spent declined to 9.7 in 2004 and 9.5 irb20is performance must be viewed in
the context that generally, internationally thevgito rates for short breaks continue to
outpace the growth in outbound travl.

Malta’s tourism activity is highly dependent on tbeuntry’s culture both in terms of
cultural heritage and in terms of living culturéhig provides Malta with an opportunity
to create jobs in the creative industries whicheh#hwe potential to support economic
growth in tourism'!

For decades, the financial services sector in Madta played a supportive role as a
provider of services to the economy with the mafketbanking and insurance services
being predominantly a domestic one. Since 1994,dénelopment of the sector was
characterised by the implementation of a legistatprogramme, which involved

upgrading the existing legislation taking into dodesation EU standards and moving
towards the establishment of a single regulator hmewn as the Malta Financial

Services Authority (MFSA). The market for bankingdainsurance services adopted a
broader focus, while the Investment Services Aghalcreated a whole new business in

® Although over the past three years increased tourisnictraffulted from Denmark and Sweden, these
represent a small proportion of tourism traffic.

191n fact in the last years, growth rates in tourist depeston an international level have tended to outpace
nights spent.

" This has the potential to further increase the multipliercefsf tourism in the economy.
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financial intermediation, accounting for some li@@msed investment services providers.
Today, the amount of investment funds under managetops the Euro 1 billion mark.
The financial services sector accounts for aroud@® per cent of Malta’s GDP and is
considered to be one of Malta’s key growth areagpleyment in the sector has grown to
around 5,500 and financial services are now fastodméng an attractive career
proposition for well-trained, highly motivated gretes and support personnel.

The construction industry has always been considere of the significant drivers of

Maltese economic activity, as it represents a ldghree of local value added with a
significant multiplier factor. National infrastruce programmes have provided a
considerable impetus to the sector in recent ya@siely the new hospital project as
well as a number of infrastructural projects fineahcby the Fifth Italian Financial

Protocol and EU Cohesion Policy 2004-2006.

Over the last five years, the share of gross valdded of the construction industry
expressed as a percentage of total value added4viager cent. Output by the
construction industry followed an upward trend frdtm108.6 million in 2000 to
Lm144.0 million in 2005. Output by this industrygistered an average annual growth
rate of 5.8 per cent over the 2000-2005 period. Thward trend in output by the
construction industry was reflected in positivewgtio rates in gross value added during
the 2000-2005 period registering an annual avegagwth rate of 5.7 per cent.

2.2.4 Competitiveness

Maintaining and improving competitiveness is a cangoal in Government’s economic
and industrial policy. National competitivenessaifunction of multiple factors, varying
from factors such as macroeconomic stability togkils and flexibility of employees,
from the regulatory regime to the way that compsriperaté? An indicator of a
country’s international price competitiveness isvyided by the real effective exchange
rate (REER) which captures movements in the domestirency against movements in
competitor countries corrected for inflation diffetials. Over the recent years, the
Maltese economy registered a decline in internatiamompetitiveness. Malta’s real
effective exchange rate (REER) increased at a loaterthan that for the EU25 between
2002 and 2004. Meanwhile, the REER for 2005 dedlth®ugh at a lower rate than that
for the EU25. This suggests that competitivenessstii of concern although
improvements were recorded.

The divergence between the REER and its nominaitegpart reflects domestic inflation
relative to that registered in Malta’s competitountries. Inflation in Malta, based on the
Harmonised Index of Consumer Prices (HICP), ranigech a high of 3.0 per cent in
2000 to a low of 1.9 per cent in 2003. Malta’s atithn rate was above the EU25 average
during the 2000-2005 period, except in 2001 and32@@en it was equal to the EU
average. In 2005, Malta’s inflation rate basedlm HICP stood at 2.5 per cent in 2005,
compared to 2.2 per cent for the EU25.

12 Given this complexity, there is not a unique way eBsuring competitiveness in its broadest sense.
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Unit labour cost growth compares remuneration (cemsption per employee) and
productivity (Gross Domestic Product per employmeand serves to show how the
remuneration of employees is related to the pradtgctof their labour® Unit labour
costs increased substantially in 2001 and 2003h&n wake of higher growth in
compensation per employee and contraction in ptodiyc During 2002, an easing in
wage pressures together with an improvement inyatbdty contributed to a relatively
deceleration in unit labour costs. Marginal incesag/ere registered in unit labour costs
in 2004 reflecting lower productivity levels. Foasts for unit labour cost growth in 2005
show that Malta is expected to register a negatnrelabour cost growth of —1.8 per cent
- hence productivity is anticipated to outweigh ¢newth in remuneration of employees,
thereby increasing Malta’s competitiveness.

Table 2.7
Labour Productivity per Person Employed (EU25=100)

change change
2000 2001 2002 2003 2004 2005 2004/2005 2000/2005
EU25 100.0 100.0 100.0 100.0 100.0 100.0 0.0 0.0
Austria 111.1 108.3 105.8 106.6 110.8 111.2 0.4 0.1
Belgium 125.9 126.4 127.6 128.6 128.8 128.7 -0.1 2.2
Cyprus 73.2 73.2 72.0 70.5 73.7 4.7 1.4 2.0
Czech Republic 58.5 59.6 60.0 62.1 64.4 69.0 7.1 17.9
Denmark 105.0 104.6 102.2 103.1 104.1 106.0 1.8 1.0
Estonia 42.4 43.5 45.7 48.0 51.0 54.0 5.9 27.4
Finland 109.4 108.9 107.7 106.8 107.9 107.5 -0.4 -1.7
France 122.2 122.5 120.5 120.3 118.9 119.5 0.5 -2.2
Germany 101.2 100.2 99.8 100.5 100.3 100.6 0.3 -0.6
Greece 89.2 91.7 97.2 100.5 98.2 99.4 1.2 11.4
Hungary 60.6 64.2 66.7 66.9 68.2 70.4 3.2 16.2
Ireland 121.6 123.8 127.7 128.3 129.4  129.0 -1.1 -9.8
Italy 121.2 118.7 115.2 111.9 110.5 109.3 7.7 20.1
Latvia 38.3 394 40.2 41.4 42.7 46.0 7.7 20.1
Lithuania 41.0 44.8 44.8 47.1 49.6 51.8 4.4 26.3
Luxembourg 153.4 143.8 141.0 145.5 148.3 148.7 0.3 -3.1
Malta 89.5 84.9 86.4 85.6 81.1 81.9 1.0 -8.5
Netherlands 101.0 107.1 105.9 106.4 108.0 108.4 0.4 7.3
Poland 51.3 50.3 51.6 59.6 62.1 63.0 1.4 22.8
Portugal 72.0 71.4 71.1 65.8 65.7 65.3 -0.6 -9.3
Slovakia 54.1 55.3 58.3 58.4 59.1 61.0 3.2 12.8
Slovenia 69.8 71.3 71.0 72.5 75.2 77.2 2.7 10.6
Spain 97.6 97.4 98.7 100.0 99.3 97.2 2.1 -0.4
Sweden 106.6 102.7 101.5 104.1 106.5 107.8 1.2 1.1
United Kingdom 103.4 105.0 107.4 106.8 106.3 106.6 0.3 3.1

Source: Eurostat

Apart from price competitiveness, Malta's natior@mpetitiveness is dependent on
labour productivity. Labour productivity as measirby real output per employee
increased by 1.6 per cent in the first nine mormhs2005 when compared to the

13 A negative growth rate of the unit labour cost indexdatiis that the output value created is higher than
the cost of labour.
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comparable period in the previous y&amhis improvement in productivity reverts the
recent trend recorded in the data for 2003 and 20@h labour productivity declined by

2.0 per cent and 1.7 per cent respectively. As ligigted in Table 2.7, the labour

productivity index (relative index of GDP per pansemployed) represents the relativity
of national measures of labour productivity to Eheopean Union (EU25) average. Over
the period 2000 to 2005, Malta’s labour producyivitas declined by 8.5 percentage
points, highlighting an important area of concernMalta to improve on its international

competitiveness.

2.2.5 Future Economic Prospétts

Being a small and open economy and operating widmnincreasingly competitive
international environment implies that the Maltesenomy must continue to improve its
competitiveness not only by focusing on cost bgbdby increasing productivity and
shifting to higher value-added economic activitiéshieving a sustainable fiscal position
is fundamental for a stable macroeconomic framewodpable of fostering economic
growth, generate employment opportunities and sustasocial responsibilities, which
are key goals of the Maltese Government.

A stable macroeconomic environment also entailsilgtain the external sector, as this is
essential to maintain price stability. Price sidbitontinues to be a priority, especially in
view of Malta’s participation in ERM 1l as from Mag005 and the intention of the
Maltese authorities to adopt the Euro dhlanuary 2008.

Table 2.8
Macro-economic Indicators &

2004 2005 2006 2007 2008
GDP real growth rates (%) -15 25 1.1 1.2 2.0
GDP nominal growth rates (%) 0.1 5.3 3.9 3.9 4.0
General Government Net Lending (%) © 51 -38 27 23  -12
General Government Gross Debt (%) @ 766 756 708 689  67.3
Employment growth rates (%) 0.3 0.3 0.9 1.0 1.2

@ Data for 2006-2008 and employment growth rate for 2005 are forecasts as per Malta: Update of Convergence

Programme 2005-2008.
@ Absolute levels for deficit and debt for 2005 are estimates as per Malta: Update of Convergence Programme 2005-2008.

Source: National Statistics Office, Ministry of Finance

14 Real GDP data is available quarterly up to 2005 while latest for gainfully occupied is available
monthly up to October 2005. Thus, labour productiigtgalculated for Jan-Sep 2005.

15> Data for 2004 and 2005 reflect actual data available by thefcdate being 10 March 2006. Similarly,
projections are as on 10 March 2006.
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Over the coming years, the economic recovery ieebgu to be moderate (Table 2.8).
Malta's economic performance is expected to beuanited by the sluggish rate of
economic growth in Malta’'s main trading partners, \well as the increase in the
international price of oil. Additionally, domestaemand is expected to be somewhat
dampened by the unfolding of Government's consttidgprogramme, slow growth in
personal incomes and the globalisation challengesd by a number of sectors. On the
other hand, investment expenditure is expecteddmstbdemand and overall output
growth in the short-term. GDP is expected to grgwlkl per cent in 2006 and 1.2 per
cent in 2007. Whilst the external sector will coni to be the main contributor to
economic growth in 2008, domestic demand will atemtribute positively to GDP
growth during the same period. As a result, theneoty is expected to grow by 2.0 per
cent in 2008.

As outlined in the Update of the Convergence Progna 2005-2008, Government's
fiscal consolidation programme is proceeding ockira he general Government deficit
as a per cent of GDP is projected to decline betlwev3.0 per cent of GDP reference
value in 2006 and to continue to fall thereafterfdct, the general Government deficit
ratio is expected to follow a downward path fror@ Ber cent in 2005 to 2.7 per cent and
2.3 per cent in 2006 and 2007 respectively. By 2008 general Government deficit ratio
is expected to decline further to 1.2 per cent DIPGThe gross debt as a percentage of
GDP is also expected to decrease gradually fro gér. cent in 2005 to 67.3 per cent in
2008.

2.3 Accessibility
2.3.1 Transport

Within the context of the limited national physiteiritory and population density, Malta
gives particular importance to its accessibilityuiss, notably aspects related to the road
network, sea and air ports infrastructure. In tlomtext of the Maltese archipelago,
internal accessibility is primarily dependent oaddransport with sea transport ranking
second in terms of importance, while external asibddy is based on either sea or air
transport. Malta’s transport infrastructure corssist one airport (including heliport) in
Malta and a heliport in Gozo; four sea ports (M#dle Marsaxlokk, Cirkewwa and
Mgarr); and the road network. In 2002, a Transpoftastructure Needs Assessment
(TINA) was carried out where the network componeiots a future Trans-European
Transport Network (TEN-T) in Malta were identified.

The length of Malta’s road network has not changeghificantly since the early 2000
and currently stands at around 2,227 km (2004}this road network, the arterial and
distributor roads account for a total length of 184. Malta’s road network has been
catering for an increasing motor vehicle populatwhich has been contributing to a

16 Malta: Update of Convergence Programme 2005-2008, Miro§tinance, December 2005
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considerable increase in traffic congestion. Pevedar ownership and usage is on the
increase, whereas public transport patronage hagrnassumed rising trends in
consumption.

Four of Malta’s seaports, namely Valletta, MarskkladCirkewwa and Mgarr, have been
identified as being motorways of the sea and aré gfathe planned TEN-T Maltese
network. The sea ports of Cirkewwa and Mgarr handter-island transportation of
passengers and cargo between Malta and Gozo amdfiaifgeconstitutes a critical service
and a socio-economic life-line for the island ofzZBoThe volume of passengers, vehicles
and cargo using the ferry service between Malta@ozo has increased substantially in
recent years. The trends show that the number sfgmggers and cars using the Gozo
ferry service has increased over the years asdexpected that the demand for crossings
is likely to increase. Inter-island transportatiererts considerable pressure on the
existing port infrastructure, both in terms of péacilities and actual transportation
modes.

Valletta and Marsaxlokk are the main ports servintgrnational traffic both capable of
providing a comprehensive package of maritime ses/and cargo storag&he port of
Marsaxlokk hosts a major Mediterranean containemiteal and an independent oll
terminal. The Port of Valletta is a natural deegtev harbour with a generally good
commercial port infrastructure. The further depahent of the port infrastructure
depends on required dredging works, quay extensams$ expansion of the port
hinterland areas. It does however have the patdot increased inter-harbour trips for
residents’ and tourists’ use and pleasure.

Malta’s international airport and a heliport in ®osupport the requirements of the
country which is heavily dependent on air transporinectivity. There are a number of
airlines operating to and from Malta. Air transpgolicy is crucial to the further

development of tourism, trading and commercialvétts in general. Air transport is

also critical to support the development of the ntous manufacturing capacity by
providing air cargo solutions.

2.3.2 E-Society

Malta has shown that it can attain success givemigt vision, leadership, commitment
and investment. The progress attained in ICT hadtoliferation of an E-Society is one
area of success.

Government is committed to achieve a first clagsrmation society and has launched a
national strategy with a number of objectives, udahg the attainment of extensive e-
accessibility in a number of sectors. In 2004, picatly all households were connected to
the telephone network and mobile telephony penetratas rapidly converging with the
EU average. A national ICT strategy for the pe28@4 to 2006 was launched. The aim
is to also extend the information society to tasrigisiting the island and to potential
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visitors. This strategy is based on the e-Eurog®maglan, identifying a number of
strategic objectives with the aim of obtaining exsige e-accessibility.

Government intends to further exploit the countrgtslities in ICT, both to improve
Malta’'s competitiveness in an increasingly knowkedtgpendent world, as well as
establish ICT as a value added contributor to ttedtdde economy. Moreover, ICT is
one way to mitigate against insularity. The impletagon of the ICT strategy began in
earnest in 2005 and will continue with measurethe) national budget and also in the
relevant Operational Programme (2007-2013).

2.3.3 Challenges

The main challenges for the said period will baipgrade the physical condition of the
road network, improve port infrastructure, enhaimter-island transport facilities, bridge
the digital divide by furthering the investment IET education and accessibility,
continue to develop E-Government services, prorn@iein SMEs and internationalize
the Maltese ICT industry.

2.4  Environment and Energy

Malta’s environment is essential for our qualitylitéd and health, as well as being part of
the country’s national identity. With strong linlegy with economic resources
management, this sector strategic to Malta’s futleeelopment. Recent years have seen
a dramatic increase in the extent of environmemtgiatives, principally relating to
upgraded regulation. Besides legislation, othertrumsents and measures such as
permitting regimes, guidelines, economic instruraegmid administrative arrangements
have been used. Further changes in behaviour&rpatin the public and private sector,
however, remain to be made.

2.4.1 Energy generation and supply

Malta’s electricity generation is exclusively reltaon non-renewable energy sources
(liquid fossil fuels) and this has been adverséigcied by developments in international
pricing of petroleum products. Electrical powegenerated in two conventional thermal
power stations owned by Enemalta Corporation amaténl at Marsa and Delimara.

These power plants utilise heavy fuel oil for comi@nal steam plant (boiler/turbo

generation) and gas-oil for gas turbines. The Maswer station houses the older
generation plant, whereas the Delimara power statiaelatively more modern, albeit

still in need of upgrading particularly in relatiom energy efficiency and cleaner fuels.
Investment is also required in certain critical tsets of the distribution system to

prevent distribution failures.

Consumption of electrical energy has been incrgasieadily. This can be attributed to
a number of factors including growth in economitivaty, higher standards of living and
improved distribution network and increased uselettrical energy. Electricity demand
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has increased from 1,603 GWh in 1995 to 2,263 GRVROO5 which is equivalent to an
average increase of 3.3 per cent per annum ovéashéen yearS. Currently, the active

power maximum demand has surpassed the winter riaxidemand in terms of
magnitude.

Malta currently depends on imported fossil fuelsgoactically all its energy needs. The
production of energy from fossil fuels is the magdivious source of environment
pressure because of the combustion processes @u/0lie energy sector contributes to
approximately 63 percent of Malta’'s GHG emissidmnsrecent years, Government has
introduced a number of measures in order to redoeeharmful effects of electricity
generation. Technical modifications were made oteoto increase the efficiency of the
power plants. Coal was phased out in 1995 anchtheduction of low sulphur heavy fuel
oil in 2004 reduced sulphur dioxide emissions. Eff@re underway to assess both the
potential and applicability of renewable energyrses and recently, Government has set
up a Waste to Energy committee entrusted with thjeotive to assess the feasibility of
recovering energy from waste generated.

2.4.2 Water

The geology of the Maltese islands allows the aenge of natural groundwater in two

distinct rock formations: the upper-coralline lir@se where groundwater accumulates
over the impermeable blue clay and the lower comalimestone where groundwater

occurs as a freshwater lens floating over seawhtalta has no surface waters that can
be economically exploited, in that the islands aepen frail groundwater resources that
are subject to fierce competition and are underesming pressure from intense human
activity over a relatively small territory.

Besides agriculture and industry, groundwater & a valuable source for drinking
purposes. Half of the drinking water comes fromugiegs, whilst the remaining part is
procured from three seawater desalination plantatéml at Pembroke, Cirkewwa and
Lapsi. The desalination facilities are amongst st significant users of electricity in
Malta and water production utilizes an overall §ér cent of the total electricity
production.

Due to its topographical and climatic features, tslas vulnerable to the effects of flash
floods, more common during the Autumn and Wintenthe. Flooding results in damage
to infrastructure, disruption to economic activatiyd occasionally, loss of human life. At
the same time, storm water presents an alternstivece of fresh water that can be stored
and made good use of.

In 2004, approximately 6.5 percent of the sewagse tveated. The Sewage Master Plan
foresees the setting up of a number of waste-wedatment plants to treat all Malta’s

liquid waste. The use of treated sewage efflueBE)Tfor non-potable purposes offers a
cost-effective alternative to more costly sourcewater supply. Being less responsive to

" Enemalta Corporation sources.
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seasonal fluctuations, TSE is a more reliable sotivat offers challenging possibilities to
the agricultural sector. Modeled projections of T@@&duction show an annual output of
14hnt once the new facilities are commissioned.

Malta’s coast and sea are essential to the qualiliye of the resident population and to
economic activity. Malta uses sea water for thedpotion of potable water. Moreover,

coastal waters also have an intrinsic value in sup@ some of Malta's richest

ecosystems thus contributing to a better qualityifef Even though coastal waters are
constantly monitored, more investment is requiredirhprove national capacity to

monitor coastal waters in line with the Bdquis.*®

Efforts are being directed so as to mitigate anskiidy eliminate discharges that harm
the coastal environment. In addition to marine lisges from public sewers,
considerable volumes of wastewater are discharged Malta’'s power stations; from
the fishing sector, mainly through net washingh fienetration and packing; and from
the oil and fuel terminals, of which the most sfg@int contaminant contributing to
marine pollution is petroleum hydrocarbons. Otheurses of marine contamination
include landfills, marinas and other related atiggi, as well as the ship building and ship
repairing yards. Monitoring programmes show thatai2002 the overall water quality
has improved. In 2004, 83 percent of sites werasdiad as First Class under the
Barcelona Convention, indicating a marked improvetrfeom 55 percent of sites in
1996. Between 2001 and 2004, all bathing sites tiechpvith Bathing Water Quality
Directive criteria.

Malta’s implementation of the Water Framework Diree is aimed towards achieving
good status of these waters by 2015, to monitorqgtnaity of inland surface and to
include measures for their protection in a Watetchment Management Plan for Malta,
by ensuring long-term sustainable use of watenness

2.4.3 Emissions

Even though between 1990 and 2000, Malta’s GHGs®aris increased by 44 percent
(compared to the EU as a whole), it had one ofltleest emission rates per capita
(approximately 7 tonnes in 2002). It is estimatbdttaround 20.0 per cent of total

emissions are caused by road transport. As a resirtreased usage of unleaded petrol
in recent years, benzene concentrations in theaaie declined significantf§?. Similarly,

'8 Monitoring is based on a number of parameters specified uinder alia, the Dangerous Substances
Directive, the Bathing Water Directive, the Protection of Hisle Directive, the Urban Wastewater

Treatment Directive and the Nitrates Directive.

¥ In September 2000, leaded petrol was replaced with a Imadr content fuel and by January 2003
leaded petrol was completely phased out. Bio diesel, whiotade up of less polluting sources of diesel,
was also introduced. With the abolition of leaded petmotl the supply of bio diesel, there were
corresponding improvements in air quality. Subsequerhdointroduction of unleaded petrol, benzene
concentrations in air have declined, with notable declines izepenconcentrations occurring in most
aggravated areas.
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an 8.0 per cent reduction was also achieved ilogetn oxide concentrations. Given its
territorial conditions and population density, Malattaches great importance to the
environment. It has numerous international obl@atirelating to environmental issues
and is a member of several international instingidealing with these issu@s.

2.4.4 Waste Management

Malta’s solid waste originates from constructiord anunicipal waste. Municipal solid

waste as well as mixed trade and municipal waste hacreased by 53.0 percent since
1996%' Malta’s solid waste management strategy aims toipiplace an integrated

approach to waste management, which also involwesréduction in the quantity of

waste and an increase in recycling and compostm@004, the Maghtab and Qortin

waste disposal sites were closed and a projecthenrghabilitation of the Maghtab,

Qortin and Wied Fulija landfills is currently beiegrried out.

In terms of waste collection, households have beecouraged to undertake waste
separation at source. To-date, a number of projesteh as the setting up of bring-in-
sites which encourage the collection of materialgable for recycling - are being

organised through local councils. A number of gctg on waste collection, recycling
and education campaigns related to the implementatf the solid waste management
strategy are currently being co-financed by theoRean Regional Development Fund,
the European Social Fund and the Cohesion Fundieof2004-2006 European Union
Cohesion Policy.

2.4.5 Bio-diversity

The main threats to Malta’s biodiversity are thevalepment in the rural and marine
areas, the introduction of alien (non-native) speecthat may compete with native
biodiversity and the exploitation of wildlife. Ambkanced legal framework has been put
in place to ensure the protection of ecologicathportant sites in the Maltese Islands
such as marine protected areas. Maltese canditiedesabmitted for the EU Nature 2000
network of protected areas cover approximately #b cent of Malta’s land area.
Effective management of protected areas has begtim,management plans approved,
covering 1.3 per cent of Malta’'s Special Areas oh€ervation. This process needs to be
significantly accelerated in order for Malta to ¢kaits target of halting loss of
biodiversity by 2010.

20 Malta is also signatory to a number of multilateral agreemaerttich affect environmental policies and
practices at the national level. Malta has been transposing thenkitbriinental Acquis through the
upgrading of environmental legislation and the introduatibapecific legislation. By 2004, approximately
130 pieces of legislation under the 2001 EnvironmentakPtion Act had been published.

L|n 2001, municipal waste collected amounted to 549 kgagita comparatively higher than EU average.
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2.4.6 Urban Development

The urban fabric in the Maltese Islands plays apairtant role in the development of
society and the economy. The Maltese archipelagodn@ of the highest densities of
cultural heritage sites in the world. The countryish repertoire of cultural heritage
include the oldest free standing megalithic buidinn the world, one of the most
extensive and complex systems of fortifications andemarkable concentration of
baroque art and architecture. Government’s stratelgjectives focus on the regeneration
and rehabilitation both in terms of continuouslygrgaling the urban environment of
localities in the country as well as conservingstoseng and safeguarding the unique
heritage sites found in the Maltese Islands.

2.4.7 Challenges

Malta’s primary environmental challenges are idexdiby the State of the Environment
Report 2005. These include the need to enhanceeth@onmental and economic
sustainability of future electricity generationgtheed to continue efforts at achieving
compliance with EU legislation - particularly ineas of water and waste management —
the protection of bio-diversity including the cadstones, the need to mitigate the impact
of economic activity on the environment (also intthg issues related to land use and the
restoration and conservation of cultural heritaged the strengthening of the country’s
monitoring capacity. Challenges for the energy mectlate to measures aimed at
improving efficiency - including distribution - agell as the further assessment of the
application of renewable energy sources.

2.5 Human Resources Development

Government is well aware that human resource dpuatnt is a determinant factor to
economic growth and development. Human capitatusial to the country’s ability to
compete in the high-value-added, knowledge intensnarkets that are the key to the
country’s future prosperity. Government believestth highly skilled workforce is the
product of life-long education which starts fromrlgachildhood - through effective
primary and secondary schooling — continues witbational or tertiary education and
which is subsequently followed up by continuous-liing professional training process.

Public expenditure on education as a percentageDd? amounts to approximately 6.5
per cent and there is an ongoing commitment andegssto improve and upgrade the
quality of education system in Malta. All three yeald children have access to
kindergarten services. A new national curriculurepires a new vision and strategy in
primary and secondary schooling. Government hdsaéged on a ten-year multi-million
project to build new and upgrade State school200i, a vocational College, the Malta
College of Arts, Science and Technology (MCAST),swestablished resulting in an
increase of around 35.0 per cent (until 2004) udent participation take up of post-
secondary courses. Investment in infrastructure rasdurces have been undertaken in
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the tertiary sector to accommodate the increagt8ef per cent between 2000 and 2004
in the university student populatiéh.

To enhance the quality of educational experienae@ment has embarked on a wide-
ranging education reform process. During the pastde, emphasis has been placed on
subjects as the national curriculum, school devaku plans, inclusion, literacy
programmes, ICT diffusion, quality assurance arwbagtability as a driver for education
improvement. Government has established a NatiGoaimission for Higher education
as an advisory commission for the development eartstormation of the post-secondary
and tertiary sectors. The Malta Qualifications CoufMQC) has been established to
ensure that formal, informal and non formal quedifions are accredited and certified.
Investment in the education sector is being unlertato overcome a number of
challenges. For example, Malta has a high ratees$gns without a higher level of
education (51.0 per cent of 20-24 year in 2004)igh rate of early school leavers and
low rates of participation in life-long learniig.Currently there are few pathways for the
flexible development between VET and non-VET streaiihe national employment and
training service offers a wide range of trainingises for skill development.

Public service administrative capacity is vital feational economic competitiveness.
Over the years, Malta’s Public Service has provsrability to implement government
programmes, to deliver services adequately, armdeide continuity during changes of
government. The Public Service underwent extenséferms during the 1990s and
subsequently with a view to modernizing careercstmes and upgrading staff skills in
order to render the service more productive and-effsctive. Major investments were
also made in the utilization of information techogy in public administration. In the
years running up to EU Accession, Government haeased investment in its human
resources through national budget which was comghéead by a number of programmes
under the EU pre-accession funds and later thesitram Facility (2004-2006). The
investment focuses on strengthening the countmieimistrative capacity to implement
EU legislation and foster exchange of best practice

2.5.1 Challenges

It is Government’s intention to maintain a steadee of reform in education so as to
further increase existing participation rates irttfar and higher education in an inclusive
manner in line with the nations socio-economic dtgwment. The Government will take
measures to increase inclusive education and migapolicies aimed at reducing illiteracy
and the number of early school leavers; enswedtiucation and training pathways are
attractive and flexible; continue and strengtherrenut ICT programmes and promote e-
learning; expand science and technology educatigaspond (in a timely manner) to

22 Approximately 42.0 per cent of the University studeopulation were pursuing social studies, business
and law courses.

2 School leaver rate was 42.6 per cent (Source: National Refamgnaime October 2005). One should
note the difference in measuring school leaving age, which is Malta and 18 for Eurostat calculation
purposes.
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new occupational needs, key competences and fakilie requirements; promote new
forms of work organizations that are sensitiveh® heeds of life-long learning through
adult training and re-training programmes; andlfyn@nsure investment in education and

training infrastructure.
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Chapter 3. An Analysis of Malta’'s Strengths, Weakpsses,
Opportunities and Threats

The information emerging from the previous Chaptsrsupplemented with an analysis
of the current socio-economic context through aan@ration of Malta's strengths,
weaknesses, opportunities and threats (SWOT).

The SWOT analysis has been undertaken throughies sgrmeetings held in September
2005 with relevant public and private sector stak@érs. The SWOT meetings were
organised along the thematic areas of accessibikyonomic development and

competitiveness; employment, education and sooigdlsion; environment; and Gozo

special needs. Meetings were open for all Line Bimes and public agencies, non-
governmental organizations, social partners andrattakeholders. In addition to these
SWOT meetings, a dedicated e-mail address wasecr¢atreceive feedback. In the first
qguarter of 2006, a number of public dialogues weelel on the same thematic areas in
various locations, including GoZb.

Malta’s strengths, weaknesses, opportunities arehth are set out in Tables 3.1, 3.2,
3.3, 3.4. This SWOT analysis highlights a numbercafcial realities that affect the

strategic direction of Malta’s socio-economic deyshent for the programming period

2007 — 2013. This feedback has been feeding theeddion of the strategic objectives of
the NSRF process.

Table 3.1 — Strengths

- Politically stable, strong social fabricand s¢ -  Good airport infrastructure
country - Natural strategic seaports
- Strategic location in Mediterranean - Flexible, reliable, and adaptable
- Favourable climate conditions workforce
- Good governance - Multi-lingual population
- Good industrial relations climate
- Well-established tourism sector and financi -  Good welfare framework
services sector - Active voluntary sector and non-profit
- A wealth of cultural heritage organizations

- Established manufacturing base with a goo
reputation of retaining FDI

24 Apart from the general public, relevant civil society parsnand representatives of local government
participated in these meetings.
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Table 3.2 Weaknesses

- Vulnerability as a small island state - Skills mismatches

- Insularity and discontinuity of the - Insufficient take-up of science-based
territory studies

- Double insularity for Gozo - Inadequate continuous VET

- High population density - Lack of flexible pathways between VET

- Small internal market and non-VET streams

- Poor integrated land use and transport - Low female participation rate
planning - Lack of affordable child care and after

- Poor roads infrastructure school care services

- Limited internal (road) access links - Insufficient entrepreneurial culture

- Inadequate investment in seaport - Poor branding of key economic sectors
infrastructure Environmental - Perceived narrow tourism offering
sustainability - Lack of adequate support structures for

- High dependency on non-renewable micro-enterprises and SMEs
energy sources - Level of spending in R&D

Table 3.3 Opportunities

- Potential diversification in the main - Potential increase in Research &
economic sectors (niche markets) Development activities

- Increased trade integration opportuniti - Potential for increased use of renewable

- Growth through better branding of mal energy sources
economic sectors - Improvement of infrastructure and

- Potential focus on higher value added services of general economic interest
economic activity - Potential from the regeneration of urban

- Potential for furthering intra and inter- areas, particularly those linked to
industry linkages historical areas/heritage sites

- More strategic focus on Gozo as a - Potential from the valorization of
region with distinct characteristics cultural heritage assets

- Expansion of back-office operations a - Active ageing
ICT services - Life-long learning and further human

- Expansion of E-Services resource development

- Capitalising on untapped financial - Social inclusion and integration of
services potential different levels of society through ICT

- Expansion of trans-shipment and
logistics
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Table 3.4 Threats

- Declining birth rate - Risk of loosing heritage sites (funds vis-

- Ageing population a-vis volume)

- Widening welfare gap - Volume of tourism to Gozo and high

- Over-utilization of finite resources dependence on day trippers

- Increased vulnerability of some - Further environmental degradation and
economic sectors due to globalisation bio-diversity decline

- Inability to reap economies of scale - Transport congestion

- The burden of over regulation - Insufficient risk prevention measures

- Reduced competitiveness due to current -  Environmental fragility

work practices and reluctance to change
these practices
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Chapter 4. Benchmarking Malta with the EU25

4.1 Introduction

Malta’'s national strategic reference framework aitos assess Malta’'s needs and
challenges for Malta’s progress within the framewof convergence to European Union
benchmarks. Table 4.1 below highlights some strattindicators for Malta and the

European Union 25 Member States on economic pedoca employment and human
capital development, innovation and research amir@mment in a bid to elucidate on

Malta’s comparative position vis-a-vis EU benchnsark

4.2 Economic Performance

In terms of economic performance, Malta’s real eroic growth rate has been lagging
behind the EU-25 average during the period 2004200 2004, a negative rate of 1.5
per cent compared to 2.4 per cent). Declining esoa@erformance is reflected in GDP
per capita decreasing from 74.0 in 2001 to 69.2004. Whereas, Malta’s labour
productivity has been registering a deterioratimerorecent years, total employment
growth has recorded a turnaround in 2004. In 20@Gta&% employment growth was
higher than the EU25 average. The indicators ftdrintegration of goods and services
extensively reflect the high degree of opennesMailta’s economy. In 2004, Malta’s
trade integration of goods stood at 57.8 per centpared to the EU25 average of 9.4 per
cent. In the same year, Malta’s trade integratibrservices reached 21.7 per cent
compared to the 3.3 per cent for the EU25. Malthilets a strong foreign direct
investment intensity indicator compared to the EUR&rage. On the basis of this
comparative performance, Malta acknowledges thel ieeboost its economic growth
fundamentals, improve productivity and foster intdional competitiveness in the goods
and services market.

4.3 Employment

In terms of employment, the disparity between thelenmand female activity rates in
comparison to the EU trends is quite evident. Ha@vethe consistently lower trend for
female employment rates should be seen in terrtfseoivide socio-cultural factors rather
than merely from a restricted economic analysisvp@nt. Malta’s employment rate of
older workers and adult participation in educatsond training are both lower than the
average for EU25. Malta’s unemployment rate hasistently been lower than the EU25
average, partly highlighting the resilience of #gx@nomy in maintaining employment
levels despite sluggish economic growth trends. Téw female labour market

participation rate partly results from a mixturesotio-economic factors which seem to
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Table4.1 Various Structural Indicators - EU25  and Malta

Indicator BU2 Malta
2001 2002 2003 2004 | 2001 2002 2003 2004
General Economic Background
GDP per capita in Purchasing Power Standards (PPS) (EU25=100) 1000 100.0 100.0 1000| 740 742 727 692
Real GDP growth rate - Growth rate of GDP at constant prices (1995=100) -
Percentage change on previous year 19 12 12 24 03 15 (25 (15
Labour productivity per person employed - GDP in PPS per person employed
relative to EU25 (EU25=100) 1000 100.0 100(f) 100(f)) 849 864 856 8Ll
Total employment growth - Annual percentage change in total employed
population 14 05 0.3 0.6 21 (07 (09 14
Inflation rate - Annual average rate of change in Harmonised Indices of
Consumer Prices (HICPS) 25 21 19 21 25 26 19 27

Unit labour cost growth - Growth rate of the ratio: compensation per employee in|

current prices divided by GDP (in current prices) per total employment 03 ©04) ©02 @yl 41 (0§ 25 07

Market integration - Trade integration of goods - Average value of imports and

exports of goods divided by GDP, (x100) 9.6 9.1 89 94( 607 618 600 578
Market integration - Trade integration of services - Average value of imports and
exports of services divided by GDP, (x100) 34 33 32 33 245 234 231 217

Market integration - Foreign Direct Investment intensity - Average value of

iinward and outward Foreign Direct Investment flows divided by GDP, (x100) 24 13 13 08 40 53 145 55

Business investment by the private sector as a percentage of GDP 178 17.2 16.9 171] 154 111 146 164

Employment

Total employment rate - Employed persons aged 15-64 as a share of the total

population of the same age group 62.8 62.8 62.9 633 543 544 542 540
Employment rate - females - Employed women aged 15-64 as a share of the

total female population of the same age group 54.3 54.7 55.0 557 321 339 336 327
Employment rate - males - Employed men aged 15-64 as a share of the total

male population of the same age group 71.3 71.0 70.8 709( 762 747 745 751
Total employment rate of older workers - Employed persons aged 55-64 as a

share of the total population of the same age group 375 387 40.2 410| 204 301 35 315

Life-long learning (adult participation in education and training) - Percentage of

the population aged 25-64 participating in education and training 7.8) 79 9.2(b) 103 46 44 42 48(D)

Total unemployment rate - Unemployed persons as a share of the total active

population 84 838 9.0 9.0 7.6 75 7.6 73
Innovation and Research

193(s) 193(s) 1.92(s) 21.9(ps) ;028 027 0.29(u)
Gross domestic expenditure on R&D (GERD) - As a percentage of GDP 110 114 123 1 27 31 31 :
Science and technology graduates - total - Tertiary graduates in science and
technology per 1000 of population aged 20-29 76.1 76.5 76.5 766( 401 390 430 514
YYouth education attainment level - total - Percentage of the population aged 20-
24 having completed at least upper secondary education 789 794 79.0 796| 387 422 462 541

Youth education attainment level - females - Percentage of the female
population aged 20-24 having completed at least upper secondary education 733 735 739 77| 414 381 3208 488
Youth education attainment level - males - Percentage of the male population

aged 20-24 having completed at least upper secondary education 211 188 184 182| 581 565 555 559

Highrtech exports - Exports of high technology products as a share of total
exports 553(s) 55.0(s) 54.3(s) 18.6
R & D expenditure financed by business sector, as a percentage of total

Environment 914 9.7 920 | 1244 1297 1291
Total greenhouse gas emissions - Percentage change since base year and
targets according to Kyoto Protocol/Eu Council Decision for 2008-2012 - (in

CO2 equivalents) indexed on actual base year = 100 20971 20651 20949 : 266.59 263.88 268.95 :

Gross inland consumption of energy divided by GDP (at constant prices,

1995=100) - kgoe (kilogram of oil equivalent) per 1000 Euro 529 537 531 537 494 516 543 572

Municipal waste generated - measured in kg per person per year 278 268 255 247| 375 459 457 458

Municipal waste landfilled - measured in kg per person per year 87 91 91 94 - - - -

Municpal waste incinerated - measured in kg per person per year 87.0 91.0 91.0 94.0 : : : :
Legend:

b - Breakinseries i - Seefootnote s - Eurostat estimate  f - Forecast  p - Provisional value e - Estimated value

Source: Eurostat
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strengthen the traditional gender arrangerfieAithough wage levels are lower than in
the EU15, they are higher than in most of the newmder States. Another area of
concern is the fact that wages may be rising astef rate than productivity. Productivity
per person employed (EU25=100), declined from 84.2001 to 81.1 in 2004. Unit
labour cost (which compare compensation per emplayed productivity) increased
substantially in 2001 and 2003 reflecting growthciompensation per employee and
declines in productivity. During 2002, unit labotwsts decelerated as wage pressures
eased whilst productivity improved. In 2004, magjimcreases were registered in unit
labour costs in 2004 reflecting lower productivigwvels. Forecasts for unit labour cost
growth in 2005 indicate negative unit labour casivgh as productivity is anticipated to
offset growth in remuneration of employees.

4.4 Education

Malta has an extensive and inclusive educatioreaysPublic expenditure on education
as a percentage of GDP compares favourably withEld85 average (4.54 per cent
compared to 5.22 per cent in 2002). The countryahagmber of incentives for students
to remain in education especially in the vocaticarad tertiary levels of education. On the
other hand, in 2004 Malta had an early school lesate of 42.6 per cent, compared to
15.6 per cent in the EU25. Total tertiary gradsatescience and technology per 1,000
of the population aged 20 to 29 is around 3 pet cempared to approximately 11 per
cent in the EU25. The life-long learning ratio, me@ed by the percentage of the
population aged 25 to 64 participating in educatiod training, is only around half that
recorded in the EU25.

4.5 Research and Development

In the field of innovation and research, Malta’sfpamance is underpinned by a mixed
array of structural indicators. Malta performs ggamn indicators reflecting patents and
number of innovating small and medium-sized entsegrand the share of the labour
force with scientific and technological skills. &re are only very limited technological

transfers and economic relationships between forented towards export markets and
those servicing the local market. On the one hitadta compares unfavourably with the

EU average in terms of the low incidence of scieacd technology graduates and the
significant disparity between the youth educatitiaiament level in Malta and the EU

benchmarks. Malta’s Research and Development iityeas a percentage of GDP

currently stands at 0.3 per cent and compare®tpelr.cent for the EU25.

Despite its low R&D intensity, Malta has registeredeal growth rate of 1.4 per cent in
R&D expenditure over the 2001-2004 period. On thee diand, Malta compares
positively against EU averages in terms of its shair high-tech exports. Among the

% The problem is compounded by the general lack of child carbtiéscithat play a role in female
participation in the labour market.



MALTA — National Strategic Reference Framework 2RP0Z3 Draft Dooent for Consultation

EU25 Member States, Malta had the highest shait@gbf-tech exports accounting for

55.9 per cent of its total exports in 2004, comg@atiee 18.2 per cent for the EU25. In

2002, it was also the country where investmentsthadproduction value per enterprise
in the high-tech manufacturing sector were the ésghThe country’s labour productivity

in the high tech sector stood at 72,000 Euro pesgreemployed compared to 63,000 for
the EU25. In the same year, more than 70 per detiteoMaltese total acquisitions of

machinery and equipment (226 million Euros) weredartaken in the high-tech

manufacturing.

Reconciling Malta’s low R&D intensity score withethighest share of high-tech exports
indicator might, at first, seem problematic. A nienlof caveats to Malta’'s efforts to
support RTDi need to be highlighted. In 2003, Malte&D financed by the business
sector stood at 18.6 per cent, when compared toEtheaverage of 54.3 per cent.
Considering that industrial activity is the backnbdor R&D in every economy and that
the total number of manufacturing enterprises intdamounts to 3,792 - of which more
than 70 per cent are engaged in low tech manufagtprimarily geared to the domestic
market - there is a prevailing structural constrdor Malta to achieve significant
developments in the R&D sector. Despite Governnsegfforts in bolstering RTDi, this
private sector structural threshold will remain iatidct characteristic of the Maltese
economy.

Structural data for high-tech exports pertains tohandful of enterprises in the
manufacturing sector, notably foreign affiliatestwiR&D structures based in their home
country and with very limited local economic linkesy Although, Malta is committed to
increase RTD participation through training andestment, the fundamental dualistic
nature of industrial activity in Malta is very liketo remain unchanged.

The state of innovation performance in Malta is mhaia result of structural factors,
related to the small size of the economy, whichdeges it impossible to accumulate the
critical mass. Maltese firms face the challenge@hpeting with very large firms, they
cannot exploit the benefits of economies of sdadee no path dependencies in industrial
technological development and depend highly on megbtechnologies, as small size
inhibits the development of indigenous technoldgglta also lacks the critical mass of
activity to successfully interface local businessthwlocal research institutions.
Participation in international innovation programsméanus becomes crucial. Overall,
Malta’s relative minor expenditure on R&D and lowwh education attainment level
highlight the need for further investment in themeas, preferably through parallel
development of local industrial linkages compristhg public sector, private enterprise,
academic institutions and other relevant stakemslde

4.6 Infrastructure
It is important to note that key characteristicstlod country’s territorial and physical

infrastructure, such as those related to the enment and the physical infrastructure,
are quite unique and not easily compared with Ekcbmarks. Although, the territorial
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and the infrastructural aspects of the EU smalest most densely populated Member
State cannot be compared to other Member Stateatmis, these factors heavily
determine and impact on Malta’s path towards secmaomic convergence with EU
benchmarks. Therefore in the context of the Maltd2k comparative analysis, it is
important to briefly highlight these issues.

Some 23.0 per cent of Malta’s territory is urbadiz&rbanization is closely related to
increases in population which is expected to caomtimcreasing until 2038. In this
context, motor vehicle ownership has more than allsince 1986 whereas gross
energy consumption increased by 73.0 per cent leebd890 and 2001. Greenhouse gas
(GHG) emissions and transport related GHG emissfaich account for around 20.0
per cent of the total) increased by 44.0 per cadt4b.0 per cent, respectively between
1990 and early 2000. In 2002, per capita greenhgaseemissions exceeded the EU
average by 41.0 per cent. This mainly reflects tiigh car density, which at 0.65
vehicles per resident also causes constant roadoargparking, noise and congestion
problems. A typical arterial road on mainland Mastzurrently supporting a bi-direction
movement of 80,000 vehicles daily.

Between 2002 and August 2005, 89 historical sited @eas were protected under the
Development Planning Act. This area covered 16Tdnes of fortifications in the Grand
Harbour. Malta’s small island character dictatest th large percentage of its land falls
within the coastal zone. It is estimated that ia 114 years between 1990 and 2004, the
developed portion of Malta’s 1 kilometre coastaffuarea grew by approximately 5.0
per cent. Given the limited extent of Malta’s c@hsirea, there is relatively high rate of
development change indicating significant presstoe development, mainly for
recreation and tourism purposes. Statistics inditaat 21.0 per cent of the coastline no
longer retains its natural form, as a result opldisement of traditional coastal uses (such
as fishing) and to user conflicts.

The Maltese landscape may be characterised agsumatuandscape with a combination

of elements that give it a distinct character tisatinique in the world and in the EU.

Since 1990, there has been a limited but noticealjfeovement in townscapes in terms
of architectural quality and public amenities, withore attention to landscaping,

treatment of facades and public open spaces. Howelre domestic landscape is
threatened by the increasing built up area, indlsind coastal development, increasing
vehicular access. In this context, constant eff@aitsed at upgrading the physical

infrastructure for enterprise support, heritageseowation, for improving accessibility

and services of general economic interest, for TIENevelopments must be seen as
posing challenges for the Maltese landscape.

Waste generation is still increasing rapidly paittacly in the construction and demolition
and municipal waste fractions. Progress has bednewsd in setting up waste
management systems which are contributing to clhgngractices and attitudes with
regard to waste in industry and households. Betvwl&®6 and 2004, waste arriving at

% Total population is projected to grow to approximatel® 800 by 2030 and then decline to 387,000 by
2050 (Malta Convergence Programme).
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Malta’s principal waste management facilities deabl Construction and demolition
waste made up 88.0 per cent of total in 2004. A&dd indicators highlight that Malta is
lagging behind with regard to reduction targetgdenhouse gas emissions. Municipal
waste generation is - on a per capita basis -ivelgthigher than EU benchmarks. This
waste is exclusively land-filled. In terms of solihste, current estimates suggest that
each household and the average tourist generapgexapately 2.2 kilograms and 1.5
kilograms of daily waste. Land-filling of municipaaste per capita is twice the EU
average, while recycling accounts for only 1.0 pent of the annual total waste
generation in the Maltese Islands.

Electricity and water provision is problematic, ®@nall energy sources have to be
imported and water is very scarce. The energyosaeiquires massive investment
(generation and distribution) to sustain the growthdemand created by changing
standard of living of citizens and increased ecapamativity. There is no generation of
electricity from renewable sources, compared t@ @dr cent share of such electricity in
the EU. Furthermore, the market suffers from s$tnat weaknesses, namely the small
size of the island, which places constraints onltication of renewal energy facilities,
and the fact that the domestic electricity systammot connected to other systems.
Currently, Malta’s primary energy requirements afteimported and the inland and
aviation market needs are met by a state-ownedrpeisie, which also stores and
distributes (wholesale) oil products.
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Chapter 5. The Strategic Direction for Malta 20072013

Following the delineation of this socio-economituation and Malta’s position vis-a-vis

the EU 25 benchmark, the National Strategic Refsrdframework enlists the principal
needs and challenges Malta faces in its questrgerge with the rest of the European
Union over the 2007-2013 period. In view of Malt&/sion to promote competitive, a

high value adding economy and to achieve sustanabtio-economic development
earmarked for a better quality of life, and in tiela to the socio-economic context
highlighted earlier, the country’s needs and cinglés can be summarized in five main
categories. These refer to the following:

I. the need to improve Malta’s international compegitiess in its key economic
sectors (the promotion of indigenous investmentfaniitate the attraction and
consolidation of foreign direct investment, to eleahe diversification of tourism
industry market segments, as well as to facilitagedevelopment of the
knowledge intensive economic activity in existimglanew economic sectors);

II. the urgent need to address existing deficienciddalta's physical infrastructure
particularly those related to the environment, gnetransport and ICT;

lll. the need to ensure quality education and trairon@if and provide a knowledge
and skill development environment which targetsrdsponsive identification of
future labour market requirements;

IV. the need to raise the employment rate;

V. the need to address Gozo’s regional distinctiverigdster economic activity and
address the negative impact of the island's danbldarity on its socio-economic
development.

The country’s strategic objectives for the peri@®2 — 2013 are underpinned and based
on present and future policies of public investmentlertaken by the Government of
Malta and co-financed by the national budget andopgean funds. Malta’'s national
development strategy is geared to meet the thnestegic pillars of (1) economic
competitiveness, (2) the need to safeguard andowepthe environment and (3) the
resolve to invest and facilitate the development dfuman capital.
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Malta’'s NSRF is based on four Strategic Objectivesstaining a growing and
knowledge-based, service-oriented economy; impgptire quality of life of citizens;
investing in human capital and addressing Gozogioral distinctiveness. These
objectives are depicted in Table 5.1.

A detailed description of these strategic objectiead the potential measures which
could achieve these objectives, follows.

5.1 Sustaining a growing and knowledge-based, cpetitive economy

The strategic priority aimed at sustaining a gragpvamd a knowledge-based, competitive
economy is underpinned by measures aimed to sugip@ntestructuring of industry to

compete in the internal market and the world econoattract more FDI; support

entrepreneurship; mobilizes investment in reseatebhnological development and
innovation (RTDi); sustain the tourism industry aptbmote Malta’s culture in the

context of the tourism potential; moving towarde thformation society, and last but not
least, investment in the country’s infrastructutear{(sport and services of general
economic interest) as one of the principal backbof@® economic growth and

competitiveness.

In order to generate economic growth and employrmepbrtunities, specific attention

will be given to the manufacturing industry, tounisas well as other services-related
sectors. As regards manufacturing, efforts aregofginused on attracting new investment
in target and niche markets which are high valugeddand where Malta can remain
competitive in the years to come. Tourism remaimsnaportant sector in the Maltese
economy and Government remains committed to furtherelop this industry. The

financial services sector has assumed growing itapoe over recent years and
Government wants to strengthen this sector anceatize its potential for additional

growth.

Malta has developed its economy, first and foremtisbugh its outward orientation,
openness and international competitiveness. Totayldvel of openness of Malta’s
economy is such that it finds very few parallelghwother countries. Few economies
have managed to simultaneously develop tourismacith high level of foreign direct
whilst attaining a high level of exports comparedgross domestic product. Malta’s
economy is not an insular economy. It has not shigdy from being an integral part of
the international economy, be it in the manufaamirsector, or in the services sector,
particularly through tourism and the financial sectt has managed to do so even though
the country does not have natural resources. Funtire, over the past four decades
since its independence, Malta’s socio-economic ldgweent has been based on the
general consensus to boost the tourism industryfa¢ditate indigenous and foreign
direct investment and to achieve economic growmtbuh exports.
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Table 5.1 NSRF - Strategic Objectives 2007-2013

Strategic Objective 1: Sustaining a growing and
knowledge-based, competitive economy

Supporting entrepreneurship and mobilizing investment in
research, technological development and innovation (RTDi)

Access to finance, SMEs
Implementing an RTDi strategy
Enterprise infrastructure

Sustaining the tourism industry and promoting culture

Access to finance, SMEs
Conserving and promoting Malta's cultural heritage
Enhancement and promotion of Malta's tourism offer

Promoting an E-Society

Developing more E-Government services
Facilitating access to ICT

More efficient ancillary business services

Improving and expanding the transport infrastructure
Roads, Inter-island sea ports and air services

Strategic Objective 2: Improving the quality of lif e
through environment protection and urban regenerati on

Environment, energy and risk prevention

Environmental protection, compliance with the Acquis
Waste management
Water
Energy generation and efficiency
Urban regeneration

Strategic Objective 3: Investing in human capital

Education and employment

Expand and improve investment in human capital
Adapt education and training systems to new competence requirements
Promote a life-cycle approach to work
Ensure inclusive labour markets
Education infrastructure

Strategic Objective 4: Addressing Gozo's regional
distinctiveness

Enterprise promotion, tourism and service sectors
Accessibility issues, road and sea transport
Human capital and skills
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Supporting Enterprise  and mobilizing investmerRiDi

From a competitiveness point of view, Malta’'s sgat direction focuses on increasing
the value-added by Maltese enterprises. This res@guires a shift to economic activity
where knowledge intensity creates greater value@daded assumes a central role in the
production of goods and services. Besides suppmpremisting high-value added
enterprises, Malta aims to continue focusing onitlentification and development of
new high-value niche sectors both through local fomdign investment. A knowledge
intensive competitive economy necessitates an #gwabbusiness environment
underpinned by an adequate enterprise supporstriicure.

The development of research and technical develop(RIDi) is a goal that Malta will
actively seek to address. Malta’s objective in pstng RTDi is to develop a focused
sector bearing in mind the country’s realities tdatnot support the development of a
broad-based research sector or the pursuit of igsesarch for its own sake. The specific
targeting of focused, business-oriented RTDi isisaged to be driven by operators of
repute. In this respect, a study is currently uwdgrto identify those RTDi areas in
which Malta can be competitive and on which it dddiecus its resources. Through a
macro and a micro perspective, Malta is taking a fwonged approach towards the
development of a thriving RTDi sector. The macrprapch envisages the delineation of
a strategic framework in which actors in the systeimnnovation can interact and
engage. A micro approach will look closely at tlotians of specific economic sectors
both in the firm and non-firm sector.

At the micro level, Malta already scores high innte of growth rates in Europe for
investment and performance levels related to tleevledge-based economy. Specifically
Malta has enjoyed the EU highest average annuattgracn RTDi intensity. Malta is

plotting a positive course in improving researcd amovation, taking into consideration
and learning from the experience of older EU Meml&tates who only intensified their
RTDi policies after the country’s accession to Eagopean Union in the early 1980s.
Compared with the other EU Member States, Maltdilisbelow the average in key areas
of RTDi activity, but aims to gradually convergearsustainable and pragmatic manner.

Malta proposes to build an innovation system teat$ in the development of its RTDi
strategy. The strategy is to embark and implementuraber of initiatives to promote
innovation in Malta as well as build upon curremitiatives. It is envisaged that the core
of Malta’s innovation system will hinge on the pess of strengthening the climate for
innovation (stimulating private initiative, collatadion and supply of knowledge
workers), instilling a culture for innovation vitdbr personal and economic success,
creating the dynamism of enterprises to innovatstigulating new innovative business
activity, exploiting the growth potential of SME#dh attracting knowledge-intensive
activity to Malta.

To reach these objectives, high quality businegpait is essential as well as access to
finance such as through venture capital fundsrfoovative business start-ups. Measures
will be put forward so as to facilitate the collaéiton of enterprises to focus more on the
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value chain and hence be in a position to competegembin the EU internal market.

Particular emphasis will be given to sub-contragtand linkages between large and
small enterprises and the need to bolster the stuppoenterprises to enhance their
knowledge transfer base, particularly through thaisons with academic and industrial-
driven research. Emphasis will be given on the sfien and nurturing of new

technologies, possibly from other EU countriesoial SMES.

In order to facilitate innovation, spearheading svay doing business and improve the
domestic economic product, Malta’s priorities imsthegard centre on the need to build a
more enterprising culture through, for example,umg the barriers to enterprise.

Providing a coherent and integrated business stgpovice including ensuring greater
integration of current services, offer adequatepsup services for accelerated and
sustained growth, productivity and competitivenesks the region’s businesses.

Appropriate schemes will be implemented so as teelde the capacity of business

activity particularly the capacity building poteadtiin terms of global marketplace

development.

A key factor in attracting Foreign Direct Investrhas the availability of a physical
enterprise infrastructure. Over the years, Malta hheady invested significantly in
industrial parks. However, demand still exceedgpbuand the current supply of “factory
space” may not necessarily meet the requirementsigifi value-added industries
currently being targeted. Investment in both gdnerapose and dedicated “factory
space” will be required to enhance the countrytmativeness for investment. Existing
parks also need to be upgraded with specificlii@si such as child care centres in order
to cater for more flexible forms of employment aadhllow for a wider participation, and
also facilities related to environment and enerffigiency.

In the past years the country has managed to a#tnacmber of multinational companies
in the ICT and service-providing industries. Despite lack of specific infrastructure and
at-times, non availability of workforce skills, tHecal ICT industry has experienced
considerable growth, with a substantial number dltbse enterprises offering their
services in foreign markets. More efforts need é¢odivected at improving the physical
infrastructure as well as continuously upgrade hunegource skills in the industry.

The shift to economic activity where knowledge a&sss a more important dimension is
not restricted to Research and Technical Developm¥arious economic sectors,

including the financial services and pharmaceusictile film industry have developed
well over recent years and established themsehsescanpetitive players in an

international market. They already provide a higlue-added to the Maltese economy
and the aim is to support such enterprises in tiéarts to strengthen and widen their
business activity, and to attract further investmeractivities that can add high value to
the Maltese economy, both in terms of economicsauibl benefits.

The local crafts industry will benefit from the adepment of crafts centres to address
the current fragmentation of this particular segnefreconomic activity and to improve
accessibility for the public, in particular for tsts visiting the country. Some of these
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enterprises are engaged in traditional crafts flaae a direct relevance to the Maltese
heritage. Efforts will be undertaken to promote siector and its linkages with the rest of
economic activity be it tourism or manufacturing.

Sustaining the tourism industry and the promotibthe cultural heritage

Tourism is one of the main pillars of economic atyiin Malta. Every effort will be
directed at consolidating and improving the coniffitn of this industry to the socio
economic well being of the Maltese islands andrtheople. Tourist arrivals are, in part,
compensating for the aggregate volume losses \gthirtdustry’s traditional seasonal
concentration in the summer period persisting anehencreasing in relative terms.
Clearly, distinct efforts are required from Malta diversify the traditional seasonal
dependence. Malta has managed to penetrate theetniarka number of segments with
the result that tourists visit Malta for differemiotivations, primarily for a holiday but
also for language learning, for diving and to pictother sports, for conferences and
incentives, for cruising, for experiencing and aauating the country’s wealth of cultural
heritage. In the context of increasing competifmMediterranean tourism driven by the
more aggressive market presence of emerging destisaMalta needs to address its
current perceived narrow offering in this areaif'ssea, and sand destination’). This can
only be done through the marketing and brandinglaitta in its source markets, through
efforts at product development and investment idtucali heritage, through the
valorization of Malta’s culture and through thethar investment in human resources
working in the tourism and creative industries.

The investment in ‘public sector measures needsetcomplemented by direct support
to the sector. The rationale for supporting tourisnterprises is based on the need to
increase the competitiveness of tourism servicevigess, to stimulate and direct
investment by the private sector and spearheaditmant in human resources.

Support to tourism enterprises to conduct their owrarketing activities is
complementary to the country’s destination markgetigfforts have to be made to create
an image and raise awareness of Malta as a todestmation among potential travelers.
This is even more the case in Gozo. Tourism ensaprmust conduct their own
marketing activities in order to build this imagkMalta and sell their services in the
source markets they tap, particularly for visitsMalta in the off-peak period. A high
proportion of enterprises conduct traditional mérg activities with only a few
adopting more innovative marketing approaches.dtment in E-services being offered
by the tourism enterprises needs to be supportetyside e-mentoring programmes for
the tourism industry

In order to be competitive tourism enterprises muogirove their cost structures and
adopt a more entrepreneurial approach. To achieie tourism enterprises must be
encouraged to be more innovative in the way theyuaot business, in their planning and
investment processes. Enterprises need to be emgmulrto invest in environmental
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systems and become more energy efficient so tleat tan meet their environmental
obligations as well as minimise costs.

Apart from the support to the private sector, Gowegnt believes that non-profit
organisations have an important role in the implataigon of the strategy. Malta boasts
of a strong and active presence of non-profit mglanganisations in the tourism and
culture sectors. These organisations are the aas®df important sites of cultural,
heritage and natural value, all key assets fortdieism industry. They are experts in
their respective fields of interpretation, studgdasite management and generally hold a
positive track record in being innovative (for Mglt and sometimes entrepreneurial in
their field. Here lies an opportunity for tourisrmda for culture to utilise these
organisations to further develop these two econ@tiivities.

Promoting an E-Society

The use of technology across all facets of ouretp@nd economy is one of the primary
objectives of Government. The strategy and actitam pf the eMalta Commission
(2001-2003) were followed by the National ICT Stat (2004-2006). This strategy has
been lauded by various local and international tgusrand significant strides have been
achieved in the implementation of this strategyisTstrategy lays Government’s vision
for making the country a good practice example @ivhiechnology could be used to
improve the quality of life and increase econonumpetitivenesé’

One of the objectives of the National ICT Stratégyo proliferate the delivery of first
class, accessible and secure e-Government senficesntral government portal serves
as the main point of entry to all Government infation and services. Content is
available in Maltese and English and informationaigilable in 15 different work
themes. There are also links to all Governmenadagents and services. Government is
currently working on the implementation of locald®vernment that is the delivery of E-
services through the front offices of Local CousciWith the aim of increasing e-
accessibility opportunities and ICT familiarisatiggovernment will continue to invest in
ICT education and training. In addition, the ohjextof the Maltese Government is to
consolidate and increase e-Government in areasestdrs such as E-Health, E-Identity
and E-learning.

A competitive accessibility to electronic serviégesn essential enabler for the attraction
to Malta of new investment in the high value-addkdowledge economy. Despite

significant investment in developing and enhancing underlying infrastructure, the

international connectivity service lacks in compeginess. In the light of the strategic
importance of accessibility to electronic commutiaras, Government is considering

measures to address this issue.

%" The national ICT strategy has 13 objectives aimed at makingiMattome one of the most developed
information societies in Europe.
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Expansion and improvement of transport infrastroetu

The social and economic development of the isladefgends upon timely and regular
connections for both goods and passengers to Eamoperts and airports, and an
efficient distribution on the national network dmetinitial or final leg of the journey.
Notwithstanding its distinct territorial constrasntMalta’s resolve is to make the most
from the development of international gateways aational transport systems. This is
primarily envisaged through the upgrading of thadrmetwork, ports and other physical
support infrastructure.

Malta aims at modernising the national strategadraetwork to international standards
with a view to improving road safety, accessibilapd mobility within the broader
context of socio-economic development. Investnfentthe medium and long-term is
earmarked to include programmes for the road né&tand in the seaport infrastructure..

Improvements related to the TEN-T network will dooe to form a key driver behind

these investments. The upgrade of the TEN-T andesieof the arterial and distributor
road network is necessary to reduce congestiontiiessin traffic, improve safety, and

lead to a reduction in operation/transport coste B Malta’s dense urban morphology,
the main arterial and distributor road network [{iiing the TEN-T network) needs to be
supported by the appropriate road network infrastme to provide the traffic linkages of
medium capacity designed to standards road satetpopulation centres, areas of
employment, areas of tourism and industrial areas.

In view of the current use of private vehicles @hnel unsustainable growth projected in
the feasibility studies, it is the Government’sedtjve to encourage modal shift. In this
respect the Government recognizes that the cucardtraints of land availability within
the existing urban area, will not allow a much ¢geancrease in mobility by private car.
To achieve a reduction in private mobility withocdbmpromising accessibility, the
Government is looking at improving the nationalwmtk of public passenger transport
services. A primary objective of the Governmenttasimprove the public passenger
transport system in Malta through a process of apmral reform including the
introduction of new technology to improve bus seevireliability and passenger
information and the provision of quality publicrisport infrastructure for passengers.

5.2 Improving the quality of life

The physical, natural and cultural environment s poimary importance both to

economic performance and to the quality of lifeoged by the Maltese population. There
is no doubt that the quality of life of citizens iistertwined with the quality of the

environment. The national consciousness for thedne protect the environment is
increasingly becoming an intrinsic part of the bebar of the Maltese people. This is
also reflected in the prioritization that Governmes establishing for securing and
improving the environment.
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As a small, densely populated and highly urbanizgkthd economy, Malta faces a wide
array of environmental challenges distinctly refate the management of its waste
streams, the reduction of air pollution and thespreation of the country’s biodiversity,
the upgrading of the urban fabric and the consemwaif its extensive cultural heritage.
The improvement of the environment will not onlysare an improved quality of life
through sustainable development for the citizens, dbso support economic activities,
such as the tourism industry. Malta’s strategic immmental direction is oriented
towards enhancing the state of the environmentieptiog and actively managing
terrestrial and marine habitats and bio-diversityinimizing sources of pollution,
rehabilitation and conservation of the country’dtumnal and natural assets as well as
increasing the public’'s awareness of environmassaies.

Every economic activity, to various degrees, exprtsssure on the environment. The
policy challenge remains that of balancing the mespents of economic development
with the sustainable use of the environment. Imppyvhe quality of life through the
conservation of the country’s environment and hbieiukity is a critical component of
Malta’s strategic direction. Reducing the environtaé impact of activity in the country
enables the benefits of increased environmentaitbaty to be disseminated through an
improvement in the population’s standard of liviaiggo bestowing benefits on economic
activity by enhancing the attractiveness of thetbtd islands as a tourism destination or
as a residential location for economic operators.

In the energy sector, economic growth has beenjarmaimulus to Malta’s electricity
demand growth. Thstatus quan the sector necessitates an assessment of esigogly
mechanisms as well as the undertaking of consiteerabestment to upgrade the energy
distribution system to bring it in line with curtemand future economic and social
requirements. The issue of energy efficiency, driabso by the need to reduce the use of
fossil fuels to mitigate the impact of their risipgces on the national economy and of
the resultant emissions on climate change, is ittdvieow increasingly being pushed up
in the list of national priorities. Energy efficieyy measures aim to reduce energy
consumption while maintaining or increasing theelesf output and delivered outcomes.
They are likely to be more rewarding than the idtrction of renewable energy sources
in reaching the national objective of reducing fldfs®l consumption.

The production of energy through the combustioriossil fuels contributes to Malta’s
GHG emissions in 2003 and is a main source of N&a#a pollution. As a signatory to
the Kyoto protocol, Malta is committed to reduce @mission of greenhouse gasses.
Addressing the environmental impact of electrigiggneration will be a key strategic
thrust in this respect, alongside other measuregdace air pollution to come in line
with EU directives. In the meantime, efforts wilbrtinue to be made to identify and
examine the relevant opportunities for renewablergyn sources. A strategy for
renewable energy is currently underway where nbt waditional sources such as wind
and solar energy is being examined, but also thengials of new technologies such as
those related to waste to energy.
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Within the context of climate change, risk preventremains a priority for Government.
Malta’s topography tends to contribute to the pmeewoon of flash flooding on the
occurrence of heavy storms during the autumn andewimonths. This phenomenon
frequently leads to heavy damage to the physicar@mment, economic disruption and
occasionally, to loss of human life. In this reathe formulation of a proactive
approach to this problem, particularly the develeptnof infrastructural solutions to
address the incidence of high storm water volumésirw highly urbanized areas,
constitutes a major priority. Studies are currenitglerway to ascertain and identify the
priority projects and the relevant technology opsioBetter storm water management is
also seen in the context that storm water provatesdditional source of fresh water
which currently is not utilized to its full poteati

In the water sector, Malta has been increasindlyng on sea water desalination as the
major source of supply of potable water, though asiable extent of groundwater

extraction is still prevalent. Malta’s strategigedtion in this area is to continue to

upgrade relevant infrastructure including resesjosea water desalination efficiency in
order to reduce its electricity demands, and tdinae to improve drinking water quality

through improved distribution systems. In the wastater sector, Government’s

objective is the completion of the sewage MastanRthat aims to treat all waste water in
compliance with EU regulations.

In the area of waste management, waste minimisatesnains a critical strategic
objective with the principal aim to reduce the amtoof waste as much as possible and to
divert the remaining residues for recycling, reggvef resources and the efficient
utilisation for energy production. The strategicedtion of Malta with regard to waste
infrastructure is to expand the network of wastlitees as directed by the Solid Waste
Management Strategy for the Maltese Islands. At gfathis strategy, a number of key
initiatives are currently being implemented. Théseude the setting up of the basic
infrastructure for managing waste, the upgradinghaf San’ Antnin waste treatment
plant and material recovery facility, the reductiohaerial emissions from the disused
landfills, and the rehabilitation of disused quesriGovernment is cognisant that more
efforts need to be directed to meet both economét social requirements and to fully
comply with theAcquisin this sector

Developing infrastructures for sound waste managémeactices, including systems for
the collection and storage of hazardous wastepaatlve waste and the rehabilitation of
the old landfills will remain key national objectis for the 2007 -2013 period. Malta’'s
strategic vision also encompasses the explorafitimeopossibility of exploiting waste as
a potential energy source for electricity generatimfrastructure needs to be set up to
treat and recover various other waste streams,ditgy end-of-life vehicles and waste
electrical and electronic equipment. Improvementshealth institutions including the
construction of a new hospital will bring increagpdantities of specialist waste streams,
which need to be managed.
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The urban fabric in the Maltese Islands plays apoaitant role in the development of
society and the economy, more so given the coupyedominantly urban and densely
populated territory. Government’s strategic objeedi for urban regeneration focus on
regeneration, restoration and rehabilitation of ksgets around the Maltese Islands. A
central role in this strategy is played by the regation of cultural assets in a sustainable
manner, where possible through arrangements suphilde private partnership (PPP).
The principle of sustainable conservation will eesthat Malta's historic fabric is
safeguarded and at the same time effectively atllizlt is envisaged that improvement to
the quality of life through urban regeneration Isoaundertaken at the local community
level.

5.3 Investing in human capital

The underlying basis for this strategic objectisdd provide quality life-long education

for all, leading towards the maximum possible flitfent of the potential of every person
and the fostering of a knowledge based culturentprove the country’s competitive

edge, for the satisfaction of the nation’s needth wegard to sustainable growth and
development.

The main strategic goal of Malta’s employment aoda inclusion direction is based on
a number of important thrusts. These thrusts retatbe need to increase investment in
human capital through better education and skiisgugh investment in education and
training infrastructure, through improving the at#dgility of workers and adopting a life-
long learning approach, through increasing thei@padtion rates in the labour market
and developing the administrative capacity in thkligc and the NGO sector. In line with
the policy to develop a knowledge-based economgmifstant importance is being
attached to improving the educational and skillelsvof Malta’s human resources.
Government views employment as important, not drdyn the economic perspective,
but also as an instrument to achieve social coheai avoid poverty. Government
strongly believes that Malta should remain a carsogiety in which everybody is
secured an adequate standard of living, and ihkg through economic growth that the
goal of social inclusiveness can be sustaineddryéars to come.

Education and Training in a knowledge based economy

The strategic stance underlying Malta’s econonstovi necessitates amcreased supply
of knowledge workersvith tertiary, upper secondary, and secondary &titutal or
vocational qualifications. To allow this knowledg#evelopment,the educational
infrastructure needs to expand its capacity, improve its qudlitgher and increase its
flexibility to respond to the ongoing need for cganThis includes the expansion of the
physical educational infrastructure, the upgradiafy existing schools, and the
development or procurement of additional educatifalities and material required to
achieve this transition. The quality and respomsags of the educational system would
benefit also from further investment in trainingdadevelopment programmes for
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teaching and academic staff and administrators,etb@y with investment in
administration information systems to manage anetld@ these institutions into centres
of excellence.

More investment in human capital through bettercation and skills is envisaged to be
undertaken within the existing educational framdwoMalta believes there is a need to
support the wider career choices for young peophleell as facilitate the development of
skills that better meet the needs of business.ithperative that the country facilitates the
development of higher level skills that support @reation and consolidation of a
knowledge based economy. A knowledge based ecomglpenefit not only those in
the mainstream labour markets but also those indthadvantaged communities and
groups to access sustainable employment opposasnitrirst and foremost, more
investment in human capital requires more educategacity and infrastructure at the
secondary, vocational and tertiary levels, paréidul- but not exclusively - with respect
to the requirements of science based studies @ielquipment and laboratories).

Some of Malta’s challenges to increase its acéisitin RTDi are also related to the
education system. In Malta, only 3.1 per cent mfitaal graduates are in science and
engineering studies. Government is already takimgciete actions in this respect by
increasing measures aimed at the promotion of sei@md technology studies at the
tertiary level. The education system needs torenthat the appropriate investments are
made to encourage more students into scientifahnieal and engineering disciplines.
As the increased investment in R&D should mainketalace in industry, an increased
mobility of researchers between academia and ingustenvisaged to ensure that a
sufficient number of academically trained researsltan be employed by industry. This
inter-sector mobility would also contribute to spes the dissemination of knowledge in
all sectors.

The training needs of the work force engaged intdmimanufacturing sector are diverse
and call for a high degree of flexibility. Givehet small size of the economy, any
reduction in activity in a specific sector or evitie demise of one large firm can have
serious repercussions unless the Maltese workfercentinually trained and re-trained
to meet changing realities. Unlike larger economidsilta cannot adapt quickly to
mismatches in labour supply and demand through-megional worker mobility. The
small size dictates that Malta must adopt polisidsch will enable people to develop
their skills levels, attain flexibility and develgkills to meet the requirements of an ever
changing market place. Particular emphasis willdirected at the training needs of
enterprises and their employees which will thenbénahe end users to upgrade their
skills towards the current needs that are broulgbtiaby innovation and automation.

Improving the adaptability of workers and impleniegta life-long learning perspective

Malta will only achieve a knowledge-based economy§ ¢an ensure a continuous and
excellent quality life-long learning education astich commitment to enhance further
investments in education and in specific fieldsvotational training. Technical and
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scientific progress as well as socio-economic needsexpectations are rapidly changing
and increasing the demand to augmented knowledge flemibility from people.
Advances in the creation of a knowledge societyd@gendent on the ability to instill a
culture of life-long learning. With regard to meessiaimed to improve the adaptability
of workers, there is recognition of the need fag #ducational and economic sectors to
co-ordinate efforts so as to ensure a close matthden labour supply and demand. The
outcome of both mechanisms need to be reflectegdircational strategy, in order to
ensure the relevance of policy and informed studdmdices, including enhancing
employability and adaptability on a widespread ©£aSuch dialogue mechanism needs to
be complemented by forward planning due to the rettetime lag in the education
process. This will be addressed by developing rekezapability to provide guidance to
parents and students, institutions and policy nmgker local and international trends in
education, technology, and labour markets.

This strategy will also envisage a framework foueation and training outside the
formal education sector, within a national life-gplearning framework. The setting up of
guality assurance and qualification accreditatigsteams necessary across the entire
education sector is also necessary to create negessible pathways into education and
training at different levels and stages in life.isThtrategic direction will also focus on
extending further adult education, formulating, eleping and adopting open, distance
and e-learning strategies, tools and programmesjetisas introducing related training
and re-training schemes. Work organisation alsaside address the concept of an
innovative and adaptable workforce, through corgintraining and re-training and
participation in education programmes within a-ldag learning context.

Inclusive labour markets

Government believes in the need to increase emmaynmmates in disadvantaged
segments of the population facing barriers to egmknt. Concurrently there is
recognition of the need to increase the partiojmatate of under represented segments of
the labour market. The basic thrust of the emplayns&rategy is to increase the overall
employment rate in an equal and inclusive mannkis ®bjective is based on a number
of strategic components. Foremost among theseiadbption of an integrated economic
strategy that attracts enterprise based on thks slkipacity of untapped or underutilized
human resources. At a strategic level, the posdsibof generating economic growth
systematically through employment policy will bergwed. This is primarily dependent
upon improving forms of work organisation as a nseahplacing employees at the heart
of economic transformation and growth. In this eomt flexible and adaptable forms of
work organisation must provide an acceptable bald®tween work and family life. In
addition, Government is committed to promote clede facilities so as to ensure more
inclusive labour markets. Social partners and nafiporganisations pay an important
role in promoting equality and reducing social escbn within the labour market. To
increase the contribution of social partners t® thiocess, the strengthening of their
administrative capacity, skills and support syste&mequired.
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Malta’s labour market strategy highlights a numtsiestrategic thrusts to secure inclusion
through employment, skills and a safe working emwvinent. These include offering
equal opportunities to everyone in society, inahgdthe integration of disabled people
and disadvantaged groups, by operating and extgndimployment schemes.
Furthermore, in Malta’s education strategy one m#joust aims to reduce the risk of
social exclusion by seeking to reduce early schemlers with low levels of basic skills,
by nurturing a readiness to participate in the lmbaonarket and instilling an
entrepreneurial spirit. Local development initiaBv started ten years ago when a
community development team was set up within theddera region and developed into
promoting a more locality focused approach. It e tgovernment’s plan that the
successful concept and practice will be expandexther regions, namely central Malta,
northern Malta and Gozo. Studies show that a lgogecentage of youths are
experiencing the risk of poverty and social exaasAs a result every effort needs to be
directed at improving social inclusion measureshivse areas where people are mostly
experiencing poverty and social exclusion.

A healthy labour force

Health care in Mata is mainly provided through publospitals and primary health care
centres. Continuous investment to modernize thithsgstem, in terms of infrastructure,
service facilities and training requirements, wiémain an important cornerstone in the
generation of a healthy population and thereforeo ah healthy labour force.
Government’s goals will continue to be the enharerg@nof the quality of life of Maltese
citizens by ensuring equity and access for allXcellent quality health services, while
directing its efforts to increasing life expectaranyd reducing premature deaths. In the
last years Malta has invested heavily in the boddof a new acute hospital, however
pockets of investment are still required with retge specialized hospitals and also the
Gozo hospital.

Government’s objective is to strive to safeguam ghins already attained in this sector,
whilst undertaking new initiatives such as the iempéntation of an E-health system
which will continue to improve the delivery of h#alkervices and the sustainability of
the health sector. The issue of occupational héaldtso a matter which requires further
investment — both at the public information leveldaalso at the micro level of the

enterprise.

Administrative capacity building

Government recognizes that, despite successfuluresasaken over the past years, the
public sector continues to be over-manned in aertafeas. With Government
responsible for over 33% of productive employmeatier-manning and under-
productivity in some areas are two reasons whyett@nomy is under performing. The
Government realizes that decisions in this areaaks® required if Malta is to realize its
objective to attain a vibrant economy. Governmdeb aecognizes that effective and
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efficient performance in Government will not beaated if the re-structuring of these
entities is based on the premise that they willtiooe to hold on to surplus staff.
Government entities should be put on a lean-andaniesis with surplus staff being
designated as such and placed in a surplus pobé fdcus on re-deployment (also to
private sector) will require support for re-skitirand re-training of surplus or non-
productive employees.

In order to consolidate, sustain and further imprtwe role of the public administrative
capacity, further changes are required to enswakthie Public Service remains capable
of meeting administrative needs and public expextatin the 21st century, especially
now that Malta is well on course towards Europeamvergence. Government's
earmarked efforts in the field of administrativéoren include the furthering of a number
of initiatives such as the enactment of a PublicviSe Act, the safeguarding of better
regulation, consolidated financial management, thgonalisation of public sector
resources, facilitating / streamlining of governinback-office operations, through the
concept of an ICT consolidation environment anddbietinued implementation of value
added E-Government initiatives.

Government recognizes the important role that $talkkers and partners - including the
representatives of local government, the socio-®ton partners and non-profit
organisations — play in the achievement of the tigisisocio-economic objectives. In
this context, Government believes that the achiergnof the NSRF objectives also
requires the full participation of this sector. e%miate capacity is crucial and
Government is committed to support the efforts .(esi@ training and support for
networking) of local government and the civil sdgimwards this end.

5.4 Addressing Gozo’s regional distinctiveness

Gozo’ regional distinctiveness arises from a variet factors including the island’s
double insularity as an island on the peripheryanbther small island, its distinctive
socio-economic development, and its fragile envitent. The need to address Gozo's
regional distinctiveness are specifically linkedmdigating the double insularity issues,
primarily accessibility factors and efforts to inase employment opportunities. These
issues together with the island’s geographic andcstral handicaps are accelerating the
under performance of the Gozitan economy. Thistiested by recently published
statistics which show that Gozo’s GDP per capita declined from 73.2 per cent of that
of Malta in 1999 to 69.3 per cent in 2003. The oheclin Gozo’s GDP per capita
highlights the need for a specific holistic appitoée boost the island’s economic growth.
Government’s objective to address Gozo’s regiongtirsttiveness will be translated by
a commitment to spend a minimum of 10.0 per cenColiesion Policy resources on
measures contributing to Gozo’s socio-economic ldgveent.
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Addressing the double insularity issue

Gozo’s peripherality to the mainland’s main comnedranfrastructure gives rise to its
double insularity, which, in turn, leads to constts on the movement of persons, goods
and services. The constraints are the cause dfiadd financial burdens and time
delays for Gozitans, visitors and economic opesasmtive on the smaller island. The
issue of double insularity impacts negatively ohsalctors of the economy and also
undermines the quality of life on the island, githae limitations on accessibility to and
from the main island for important services, sushelucation and training, specialised
health care and employment opportunities.

Access to the island is primarily provided by aryeservice between the ports of
Cirkewwa in Malta and Mgarr in Gozo, and to a lieitextent by a helicopter service
between Malta’s international airport and Gozo'digoet. The availability of both
services is dependent on weather conditions, adfilintger uncertainty to an already
costly and time consuming form of transportationz&s limited external accessibility is
worsened by a limited internal accessibility agsult of a single access road to the port
of Mgarr. Facilitating inter-island access remaanwiority for the Government.

Creating employment

As an island on the periphery of another smallndland with a relatively small

population, Gozo is faced with an extremely restddnternal market and limited export
opportunities. Over the years this has resultea sharp drop in activity in the traditional
manufacturing sectors such as textiles, makingistaad highly dependent on tourism,
crafts and agriculture for employment. Hencefoghabling the development of new
economic activities based on Gozo’s perceived gthexy in particular in the services
sector, is envisaged to provide the key impetusatde/ economic restructuring towards
more knowledge based economic activities. Thereaisieed for infrastructural

investment in those sectors that can contributethi» creation of sustainable job
opportunities, such as educational/vocational siftectures, ICT infrastructure and
tourism facilities. In particular, ICT can be effieely used to mitigate the negative
impacts of double insularity on enterprise develeptand employment opportunities for
the Gozitans in general.

The manufacturingndustry in Gozo exhibits high market concentratand is heavily
influenced by transport costs. Industry in Gozoaigidly losing competitiveness due to
increasing operational costs, mainly transport, nedopening up of markets to lower
priced imports. This calls for a re-consideration tibe types of activities that are
sustainable for Gozo and which are less affectethéydisincentives of the territory and
can offer the added benefit of synergies with otkestors. Such restructuring should
focus on the contribution of micro firms mainly exggd in crafts and cottage industries.
This industry is well-established in Gozo and Hespotential for further development in
relation to the synergies that it provides withastimportant sectors such as agriculture
and tourism. The services sector exhibits growtlemital and can compensate somewhat
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for the loss in production employment. Howeverstector requires investment in
infrastructural facilities to create the right emviment to facilitate investment in ICT
related activities, particularly in areas such asaricial services and the creative
industries. This sector needs to be exploited sgumd activities contribute high value
added and are not excessively disadvantaged bgekiable inter-island transport costs.

Compared to Malta, the island of Gozo has enduesd Lrban development and has
managed to safeguard much of its natural beautyranad feel. This provides the island
with a clear competitive advantage, in particutathe tourism sector. Maintaining the
fragile balance between economic and urban devedopnon the one hand and
environmental protection, including Gozo’s cultuessets, on the other hand, remains
central to this strategic objective.

Tourism is the mainstay of the Gozo economy. Frauply-side point of view, tourism
activity is relatively more important for employnten Gozo than in Malta. Gozo has
distinct advantages for tourism, including, natwssets as well as cultural and heritage
attractions, which provide potential for furtherp#itation. The island’s tranquility
makes it attractive to new tourist markets. Governtrbelieves that there is capacity to
develop further tourism activity, while from therdand-side it emerges that there are
significant areas of potential niche demand exmanachievable through the adoption of
a holistic approach to the marketing of Gozo'’s iditive features and the better
exploitation of niche tourism markets, particulartilose, which attract tourism during
the lean months, such as, sports, cultural, rumalking and cycling tourism. This
strategy requires the development of the releva@rmastructures to render Gozo as an all-
year round attractive tourist destination. Thisl wdt only help maintain existing tourist
levels, but aims to provide the potential to insedhe number of tourists who visit
Gozo, (particularly during the off-peak season) aetp to extend the length of stay of
visitors. More tourism activity in Gozo will make significant contribution to job
creation and economic growth.

Human capital and skills

Gozo’s economic activity and growth is underpinbgda low labour market activity rate
with extensive employment in lower-value added véotis. This largely reflects the
competitive disadvantages of Gozo, where availgils are of a relatively low skilled
nature There are also a significant number of @asitworking in Malta because of
insufficient employment opportunities in the islar@@ozo’s labour market situation is
different from Malta’s labour market in particulawith regards to the level of
‘underemployment’. Instead of moving or commuting Malta for employment, a

significant segment of the Gozitan population prefeEmployment or self-employment in
Gozo, even though the activity may not be suffitiém support full productive

employment.

Gozo's high population density (i.e. 458 persons qupiare kilometre) puts a strain on
the island’s small land area and supports an ecgrmmmarily based on tourism and
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agriculture. Economic seasonality has an impoitapact on the Gozitan labour market.
Low participation rates, especially for women ldygeeflect the unavailability of full
time productive jobs in Gozo, leading to seasopali-time and irregular employment.
The Gozitan labour market is characterised by la ¢d@appropriate skills, including skill
mismatches and negative attitudes towards laboukeh@mployment. In addition, the
seasonal nature of tourism reinforces the trengari-time employment as a primary
occupation and lends itself to a higher rate ofnypleyment in the winter and shoulder
months than in the summer months.

The economic and labour markstus quowarrants interventions on various fronts to
ensure a skilled labour force and to create thehrmezded job opportunities in Gozo.
The fact that an increasing number of higher edowcastudents from Gozo have to
commute to Malta on a regular basis to continuecation / undergo training highlights
the need to step up investment in human capitautiir an increase in the provision of
vocational education, training and retraining scégrmn the island. There is also a need
to increase labour market participation rates,i@aerly female participation; improve
the employability of the unemployed; reduce labmarket frictions; and encourage the
unemployed particularly those with entrepreneysi@kntial to engage in entrepreneurial
activity.

Infrastructure

Access to and from the port of Mgarr, as well aghiw the island itself is highly
congested and, at times, is totally blocked integjia parts of the island. This congestion
exerts a significant negative impact on the envitent and on economic activity,
notably tourism. This situation calls for higherv@stment in road infrastructure and in
particular the construction of a new access roddeatower junction of the port of Mgarr
SO as to ensure access to and from this only emtdyexit point at all times. Mobility
within and around Gozo needs to be improved thrabhghreconstruction and upgrading
of parts of the road network. Better infrastructisrexpected to go a long way to mitigate
transport inefficiencies and associated costs fdpeds0zo’s economic operators and
consumers.

Equally important is the need to upgrade waste gemant systems in Gozo in order to
ensure the protection of the environment as wefiraving environmental, social and
economic conditions on the island. Equally imparté the need to meet health
infrastructure requirements on the island of Gozo.
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Chapter 6. Strategic Consistency and Coherence

6.1 Consistency of the NSRF with other nationaksategies

The National Strategic Reference Framework is dnthiee key strategic documents
through which the country’s socio-economic develeptchallenges will be addressed.
The other two strategic documents are the pre-iudgeument 2006-2010 ‘A Better

Quality of Life’, which delineates Malta’s visiorf excellence for the period 2006-2010
and Malta’s National Reform Programme, which isemded to address Malta’s
competitiveness in terms of the EU Lisbon Agendaers together, these three
complementary strategic documents espouse Govettsnt@glistic vision and strategy

into the next decade.

The strategic document ‘A Better Quality of Lifeighlights Malta’s strategic resolve
towards the achievement of a vision of excellenaged on economic competitiveness,
the investment in education and upgrading of huncapital and skills and the
safeguarding of the environment. The five-year tipeeiod spanned by this document
represents a move towards inter-generational bimdgethe document stresses that a
healthy, stable economy requires financial sushalitya

The Lisbon Agenda was launched in March 2000 withaim for Europe to become, by
2010: “the most dynamic and competitive knowledgeea economy in the world
capable of sustainable economic growth with moré better jobs and greater social
cohesion, and respect for the environment”. Theiddat Reform Programme (NRP)
with a governance structure based on a three-ygae,ccommenced in 2005 (to be
subsequently renewed in 2008), aims to set outrapoehensive strategy to deliver
growth and jobs in line with the refocus of thellds Agenda agreed to in the Spring
European Council. Several political, economic, alpdechnological and environmental
factors affect Malta’s economic growth and inteioradl competitiveness and hence, the
island’s employment growth potential. Malta has s#ho five strategic themes, which
form the pillars of its NRP. These are: the susfaility of public finances;
competitiveness; employment; education and trajrang the environment.

As highlighted in Diagram 6.1, these three docusi@aime together in a cohesive and
complementary manner. The pillars of Malta’s visfon excellence as emerging from
the Pre-Budget Document are firmly based on achge\economic competitiveness,
continuous investment in education and the safego&rthe environment. This three
pronged Vision is envisaged to be met through titerplay between the four strategic
objectives of the NSRF and the 5 priorities highiegl in the NRP. From the NSRF
strategic objective point of view a competitive okrledge-based economy is based on
the realization of public finance sustainabilitymm@oyment generation, further
investment in education and training. An improvegldy of life is inextricably linked
with the NRP priorities of competitiveness, furtremployment opportunities and the
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protection of the environment. For strategic objyecB — investing in human capital — is
extensively linked with economic growth and comipethess, a healthy labour market
and further education and training. Last but nasiethe strategic objective of addressing
Gozo’s regional distinctiveness is related to thiimment of all priorities under the

NRP.

National Reform
Programme (NRP) 2005-

2008
Priorities

Draft Dooent for Consultation

Sustainability of
public finances
Priority 2:
Competitiveness
Priority 3:
Employment
Priority 4:
Education and
training

Diagram 6.1  Malta Strategic Documents - Agenda006 — 2013
Pre-Budget Document 2006-2010
A Vision of Excellence based:
1. Economic competitiveness
2. Education
3. Environment
National Strategic Reference Framework
(NSRF) 2007-2013
Strategic Objectives
Strateqic. ok?'téii?/elz
jective 1: QDIECLVE <. Strategic
. . H
ob ective 1 Improving the Strategic _g_
Sustaining a . ) - ) objective 4:
quality of life objective 3: -
knowledge- — Addressing
through Investing in . .
based, . . Gozo's regional
o environmental human capital o
competitive . distinctiveness
protection and
economy .
urban regeneration
Priority 1:

Priority 5:
Environment
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6.2  Progress achieved in the implementation of tr#004-2006 Programme

Undoubtedly, Malta’s programming for the 2007-2@EBiod is based on the experiences
gained in implementing EU funded programmes angept® during the period 2004 —
2006 and the capacity of the Maltese administratmrimplement initiatives and to
absorb the available funds.

During the 2004 — 2006 planning period, the maratsgic focus was on strengthening
the competitiveness of the Maltese economy, whilgintaining a sustainable use of the
environment. Much of Malta’s domestic manufacturindustry, agriculture and fisheries
had developed behind protective barriers whichtetkan artificial scenario of market
stability and encouraged these enterprises ancefarta move into areas of production in
which it is difficult to compete in an open econanMt the same time, due to the
pressures on the environment resulting mainly fitbwen very high population density,
environmental fragility and also the need to compith EU Acquis in a number of
sectors, Malta needed to take action to ensurestistainability of its future socio-
economic development.

The following three national objectives were id&etl for the period 2004 — 2006:

- to promote an open and competitive economy;

- to ensure that the growth in social and economield@ment is spread equitably
across the Maltese Islands, both socially and ggdgeally; and

- to promote a sustainable use of the environment #mdassist in the
implementation of EU environmental directives aegulations.

Following an appraisal of the then socio-econoniigation and extensive discussions
with stakeholders, the following three main neeaderged:

- an urgent need to address the socio-economic inicisre, in particular the
environment and transport;

- a need to support the productive sector in itsreffto restructure and diversify
and compete within the internal market; and

- a need to address the issue of human resourceogewvenht, particularly in the
area of vocational educational training.

Given the lack of experience of the new membereStat matters relating to Structural
Fund$®, the Commission’s suggestions to the then acaessiontries to adopt a realistic
and pragmatic approach to implementing the Stratfemnds and Cohesion Fund, these
needs were translated into the two main prioritefs strategic investments and
strengthening competitiveness and developing people

8 This was more so in the case of Malta since the country wadigible to PHARE, ISPA and SAPARD.
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Based on the central threats emerging from the S\@@lysis compiled in 2002, these
two main priorities were supplemented by prioritesrural development and fisheries,
and the regional distinctiveness of Gozo. During pleriod 2004 — 2006 progress has
been made in various areas, including:

- the partial achievement of objectives on trainiifg;long learning and improving
the employability of the unemployed (ESF);

- aid schemes implemented by Malta Enterprise andviiéa Tourism Authority
aimed at supporting enterprises (ERDF);

- the continuing implementation of Malta’s waste ngaraent strategy in the areas
of infrastructure, training, creation of public aeaess, and reduction of
emissions from disused landfills (ERDF, CF and ESF)

- ongoing developments with regards to infrastrudtprajects in the transport,
tourism and environmental sectors, as well asenctieation and upgrading of the
physical business infrastructure (ERDF and CF);

- addressing Gozo’s special needs in the areasrsftoat, tourism , and vocational
training (ERDF and ESF);

- from the side of the Managing Authority, the sejtinp of implementation
systems and the gradual strengthening of institatiaccapacity of horizontal
stakeholders.

Malta’s NSRF aims to build on and consolidate tligectives and priorities of the
strategy as outlined under the Single Programrblogument whilst setting new and
additional goals and targets, in order to achiéeeuision that the Government has set
out to secure a future of excellence for all citize

6.3  Community Strategic Guidelines

Malta’'s strategic framework aims to benchmark theuntry’s socio-economic
development in the light of the Community Strate@uidelines for programming in the
period 2007 — 2013.

The draft Community Strategic Guidelines urge Menfitates to concentrate the limited
resources available to cohesion policy on promosugtainable growth, competitiveness
and employment as set out in the renewed LisbomdegeTo promote a sustainable
development path and strengthen competitivenesgiknowledge-based economy, it is
essential to ensure availability of basic infrastuwes, to increase investments in human
capital, and to promote research and innovatiotluging access and strategic use of
information and communication technologies. In &ddi the success of Cohesion Policy
depends on a range of conditions which favour itmest such as macro-economic
stability, effective implementation of the SingleaMet, structural and administrative
reforms, good governance, a business-friendly ¢émand the availability of a highly
skilled workforce.
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In the light of the renewed Lisbon strategy forwgtio and jobs, programmes co-financed
through the cohesion policy should seek to targsburces on the following three
priorities for the period 2007 — 2013:

- improving the attractiveness of Member States,oregjiand cities by improving
accessibility, ensuring adequate quality and levelervices, and preserving their
environmental potential;

- encouraging innovation, entrepreneurship and graktine knowledge economy
by research and innovation capacities, includingw nsaformation and
communication technologies; and

- creating more and better jobs by attracting morepfee into employment or
entrepreneurial activity, improving adaptability wbrkers and enterprises and
increasing investment in human capital.

6.4 List of Operational Programmes

The strategic objectives, as outlined in Chaptgéyide the overall direction of Malta’s
economic development for the programming period720@013. This strategic direction
is supplemented by two Operational Programmesdutiine the implementation of the
overall strategic direction, as set out below. Tthe strategic priority areas outlining the
strategic direction of NSRF will be implementedailgh a number of priority axes under
two Operational Programmes which are currently dpeirafted.

Operational Programme 1 — Investing in Competitiverss for a Better Quality of
Life

This Operational Programme will be co-financed iy European Regional Development
Fund (ERDF) and the Cohesion Fund (CF). It willm@rily support investments in

enterprises and enterprise support infrastructaeyelopment of R+D, upgrading

education and training infrastructure, investmeintstourism related infrastructure,

transport infrastructure, the strengthening of I@dustry and the transition to an e-
society, environment infrastructure (including ®ye and urban regeneration. The
whole territory of the country will be eligible fanterventions under this Operational
Programme.

Operational Programme 2 - Development of Human Caifal

This Operational Programme will be co-funded by Eweopean Social Fund (ESF). It
will primarily support investments in educationaifing and employment, social
inclusion and strengthening administrative capacityie whole territory will be eligible

to participate in this Operational Programme.
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