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hsle of the NIS is the General Survey, which is now

in o bound.-by-chopter format so vhat topics of greater per-

con be updated on an individual basis: These chapters—Country
Sodo'r Government ond Politics, The Economy, Military Geog-
, Transportation and Telecommunications, Armed Forces, Science, and
ond S\ ~urity, provide the primary NIS coverage. Some chapters,
Selewce ond Intelligence and Security, that are not pertinent to
countries, ore produced selectively. For small countries requiring only
treatment, the General Survey coverage may be bound into

it
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the General Survey is the NIS Basic Intelligence Fact-
reference publication that semiannually updates key sta-

the Survcy. An unclassified edition of the factbook
desails on the economy, the defense forces, and the intelligence
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defailed sections on many topics were part of the NIS
of these sections has been phased out. Those pre-
ill continve to be available as long as the major
of the study is considered valid.

q. . terly listing of all active NIS units is published in the Inventory
Avoiloble NIS Publintions, which is also bound into the concurrent
clonified Foctbook. The Inventory lists all NIS units by area name and
number ond includes classification and date of issue; it thus facilitates the
ordering of NIS unis as well as their filing, calalc _ing, and utilization.

Initial dissemination, additional copies of NIS units, or separate
chopters of the Gencral Surveys con be cbicined directly or through
lcicon chonnels from the Central Intelligence Agency.
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Tha General Survey is prepared for the NIS by the Central Intelligence
Agency ond the Defense lnfellngence Agencv under the general direction
of the NIS Committes. It is coordinated, edited, published, and dissemi-
noted by the Central Intelligence Agency.

WARNING

Thn Goroment oDy intermeton -“um the national dol-nu o6 vho United Sam wuhm the
aponag o to9 10, secnons 793 ond 794 of the US code,
on vaout orited pensen 1 pubbvod by low.

(ASSIND BY 018441 EXEMPT IROM GENERAL DECLASSIEI.

ATioN SCuiDuLt OF £ 0. 11832 EXEMPTION CATEGORIES
56 1 '3:. DICLASSIFIED ONLY ON APPROVAL OF THE
DIeeCion 00 CaNTRAL INTELLIGENCE.
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WARNING

The NIS is National Intelligence and may not be re-
leased or shown to representatives of any foreign govern-
ment or international bedy except by specific authorization
of the Director of Central Intelligence in accordance with
the provisions of National Security Council Intelligence Di-

rective No. 1.

For NIS cortaining unclassified material, however, the

portions so marked may be made available fer official pur-

. poses to foreign nationals and nongovernment personnel
provided no attribution is made to National Intelligence or

the National Intelligence Survey.

Subsections and graphics are individually classifiec!
according to content. Classification/control designa-

tions are:
(U/OU) . Unclassified/For Official Use Only
©C)... ... Confidential

...... Secret
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This chapter was prepared for the NIS by the
Central Intelligence Agency. Research was sub-
stantially completed by April 1973.
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A. Economic appraisal (C)

Althongh one of the wockl « salb ¢ cmntr < ml
otre of the mrent preons eesnesd in nateral meenmpos.
Stalta has pathavedd ite sdamd b ations in the
Meditetranean amd ite spvvial ndationship with the
Unitedd Kingdborn intor a0 capictls tising bhsed of living
I 1970 Malta's gone wationsal  pivabint (GNP
aronpted o S230 milliems in cattont st i
the per capita GNP of SV wae limnt deonld that
reootded at the tine that Malts buvane: incepeaebent
from  Bsitish oobomial le in 195 Vigare 1}
Mthoorzh wnch bower tan the fesel presaibing i the
developed Weste s capita GNP s higher than in
Poretangal and Far evcvesds that in Tothes sl ats Nivkdbe
Eastem neighlwen

Ecomomic grmth acveb tatesd aftes indepembeno.
averaging 9 1% anonalls i el enns in 195370
Investiment i eannlactunng amd toutism oo il
the main impetas to desebopment The govemm o
encvnutaged the gromth of idusdrs theoh icents o
sich as e memissions amd bane presided fos n
Mal s Savcar plans aned prostesd) toinan ol
advertising in zsorthen Langue The inereased activit
i mantfactuting amd bontisn. adong with .+ steand
inflow of British wtther atteactedd by the plrasam
climate, Tow taves e o low ot of hving opmatlend
comstruction lewem that furthier bemetod congseos awen,
and incomes

Except for bubatms of pravimm nte shats ol Nl jompnl s sdowrs
thevghont this chaptes base leencomsestestintaa b 8 ddian o0 the
contial tate of PN ol N20T e tate estaldedwel in INve mibes
1LY Fhe Maltesw josand legan thaating it Jrne 1952 aith the ¢ e
being determimed be sace s that of e sling amml that of the s oirtsreow -
of Nalta s maest o dding guortie e Frlwanan 1655 setage macket
tate, AN ol NS 63 brven 197 theegh Nenember 1971 the 1 4te
of evihange v e NI L SS2 40

Y .
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Vondsettiab eagransion has enabled Malta 1o expaned
it evparts vonsidetably. patticubartly ales ol
nannbactored gommle Total exprorte, which acoonnted
T 130 ol GNP it 100 atosninted 1o alwont 180 of
GNP In 1971 Howeser siner cconomic growti has
deprmdad Beavile on inponted capital goods and
neing invries hase aneteased the demand  for

No. GNP eng umvestment E
platie; frem comient pruce cote

I I i )
" @ “ 4 “ ® » n

FGURE 1. Grom notionol product aid gross fixed
Invessment, 1964-71 (U:OV)
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consutier goods that are not produced locally, Malta's
trade account remains in chronie deficit; the deficit
was $124 million in 1971.

The United Kingdmn has played o dominant and
pervasive role in Malta's cconomic life. Although
Malta was given independence in 1964, the United
Kingdom signed aid and defense agreements and
continued to maintain a sizable presence on the isknd

through the stationing of military troops and their,

dependents. U K. economic aid substantially financed
the Maltese Government's investment expenditures
and provided foreign exchange to support Malta's
hign level of imports, British military expendituzes
accounted for 9% of GNP in 1964-69, and
expenditures of dependents bolstered domestic trade
and seevices. Furthermore, for several vears British
companics operated the drvdocks, and Barclays Bank
was the bank of the Maltese Government, which even
today turns to British experts for counseling. British
influence is still apparent in the British-run airport and
in Malta Airlines, ran by British European Airlines. In
the business community, English is spoken as often as
if not more frequently than, Maltese, and retail stores
in downtown Valletta are branches of London
comparies,

In 1969, the special relationship between the United
Kingdom and Malta began to deteriorate. The U.K.
Government insisted that the terms of the aid
extended to Malta be changed. cliiming that Malta's
economic prosperity justified more stringent terms.
The Maltese Government refused to aceept aid under
those conditions. The United Kingdom vielded in late
1970, in anticipation of the Maltese clections and the
possibility of a Maltese Labor Party (MLP) victory.
British economic aid at the old terms flowed into
Malta to bolster the chances of the incumbent
Nationalist government. The MLP, however, was
victorious, and' Don: Mintoff, the new Prime Minister,
quickly abrogated the defense and aid agreements and
demanded rental payments for the British bases on the
island. The controversy. which lasted 9 months,
resulted in the evacuation of British dependents and
most of the troops. Ultimately, Mintoff successfully
negotiated an agreement for cash pavments from the
United Kingdom and its NATO allies, but the break
had a pronounced negative effect on the economy that
ultimately affected not only Maltese Government
operations but tourism and trade as well.

In 1971 the growth rate of the Maltese cconomy fell
to 2.5% (the rate was 11.9% in 1970), and fixed
investment actually declined. The unemployment rate
rose from 4.7% at the end of 1970 to 5.4% by the end
of 1971. The controversy with the United Kingdom

APPROVED FOR RELEASE: 2009/06/16: CIA-RDP01-00707R000200080033-1

was the major element in the slamp, bt there were
other problems as well. The MLP government
canceled  government projects planned by the
Nationalists, frightened  prospeetive investors with

price wnd profit controls, and canceled the investment

incentive program, “Fourism, which depends primarily
on British visitors, fell off sharply. Tmports and
domestic commeree were adversely affected by rising
levels of unemployment and the departure of British
dependents, The foreign trade deficit fell for the first
time in years, and many small store owners
experienced financial losses, The construction sector,

[eeted by the Talling demand in other sectors, was
marked by considerable unemployinent.

The controversy with the United Kingdom was
settled in March 1972, and Malta was guaranteed
substautial annual aid payments to finanee economie
development for 7 vears. The Prime Minister stated
that these funds. along with other aid already agreed
to, would be used to develop the economy so that it
wouki no longer be dependent on military bases after
the 7-vear period of the agreement. In the 9 months
following the agreement, however, litte was done to
increase the level of cconomic activity. The gos-
ernment has operated under o deflationary budget.

with an absolute decrease in capital  spending,
Unemployment, however, has been  reduced by
recruiting idle workers into an emergencey labor corps
for public works projects. Prospects for renewed rapid
growth depend hicavily on the use eventually made of
foreign aid inflows to stimulate investment and
employment. A new T-vear development plan is
scheduled to be released in 1973, at which time the
government's  policies for achieving the aim of
cconomic independence are to be revealed.
Preliminary indications are that the role of the
government in cconomic aclivities will increase
significantly.

B. Structure of the economy

In some respeets, Malta's economy differs markedly
from those of other countries at a generally similar
level of development. Agriculture is relatively much
less important, and services are much more important
than in Greeee or Portugal, for example. The unusual
prominence of scrvices stems from the traditional use
of the public payroll to absorb some of the
unemployed, as well as from activities directly and
indircctly related to the British ‘military presence.
Public administration and military services in Malta
together employ one-quarter of the tabor foree and
produce some 30% of the gross domestic product




GO comparaal with e than 107 in Gree o
Portngal. (U Oy

imadequate—~amomting o abuon)  one-lwenticth
Ievtare wne-cighth actey o inhabitant. Motesner,

Duting 1953-71. the shate of public slministestion
and militany serviers i the GDP omained avatly
comtunt, but the shares of cettain othet wvton
changed sigaificantly, as shown in the follwin
tabulation (in perent of GDI.

1984 1971 (e

Adricoltute, fotestey, fishing b ] €3
Mining, quartying, amd cmstruction 3.3 6y
Manufacturing i .1
Electric power, <, water 3.3 [
Public administration and military

servicey 47 212
Wholesale wnd setail trade 210 185
Transport and comimunications 47 3N
Baaking, insurance, and teal estate 29 30
Other servives Cinchading owoership

of dwellings) 105 1ns

Manufacturing, gencrally recognized as the key.to the
development of Malta's coonomy.  increased in
relative importance. New  manufacturing plants,
many of them situated in industrial picks” outsice
Valletta. and new tourist Facilities provided  the
stimulus for most of the rise in the shares of GDP
shown under mining, quarrying. and construction and
under banking. insurance. and real estate. (U, 0OU)

L. Agriculture and fishing (U/OU)
a. Agriculture

Malta produces only one-fifth of the food required
by its densely populated urban arcas. Less than half
the land area is classified as agrienltural, and the
available cropland arca (Figure 2) is wholly

Cotwated area 14 grapes, fruts
abies)

Vgt
B 8. up vea mckding rome hg m Sustry
Cther land use (81006 Guarr aa. ressrvare

aport rounds artaril

Malta

501771 73

FIGURE 2. Land use (U/OU)

c
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hallow b amd o dis chimate that 1e illsaitend 1o
agticulture severehy it prodoctisity. A witde vatiely
of eropn, incdiding oeevals, fo grmn, bt only potatoes
aml onbons are prcbced i gquantities adesgiate e
mevt domestie demand and provide sizalie surglines
Tor esport althosgh witne pronlocesd from domestiv
grapes is abo expurtesd (Figute 30 Tomato prodiction
supplies the dotiestic: murket and moy eventually
beconme an impottant swuree of evport camings
Neath all of the mevded graine, howeser, mst In
impotted. Althoth vasions segetabdes amd Truits ane
prochiced, imports supply alwnt 305 of the green
vegetables, 35 of the citens. and (0% of the othey
ftuits comumed. 1o addition. loge amomnits of meat
and dairy prxlucts are imported to sapplement local
prsduction,

About 455 of the agricultoral area is planted in
grains and fodder crom (Figure 40, The only grains of
importance are wheat and batley, grmn primarily for
use as feed for livestock. The principal fdder coopn
include sulla, green barley, veteh, alfalfa, chickpras.
broad beans, and Jocust beans. Sulla. o preecanial
legume indigenous o the Mediterrancan
grown extensively: the acreage wed for sull;
the same as that for coteal grains. Water requirements
for sull are low, awd its extemsive mot svatem helpe to
prevent erosion.

The main vegetable crops ane jrotatoes. onjons, and
tomatoes. Potato vields are generally below those of
other Mediterrancan countries because of the dny
climate, soil deficincies. and inadequate use of
fertilizer. Potatoes, pevertheless, have been Malta's
most important agricultural export for many yean.
Onions are also an important export crop. Since 1960,

FIGURE 3. Selected agricultural commodities: production,
imports, and exports, 1969 (U/OU)
{Mefric tons)

PRODPUCTION  IMPORTS  EXPONTS

Wheat. . ............. 1,700 *57.300 hd
1,700 4,100 .
O 20,700 o
Potatoes. ... ......... 22,200 5,800 13,900
Tomatoes 9,600 0 .
Oniors ... .ovvininn... 4,700 0 2,400
Other vegetables. . . ... 26,400 11,300 ..
Grapes. ..., 4,300 0 100,000

nl. of

wine:!
0

0

*Wheat and wheat flour in wheat equivalent.
**Less than 100 tons,




FIGURE 4. Distribution f cnplond, 1969 (U OU)

the asetage prinlinction of enions s bern kiwe than
in the 1950 acteage and output vane widehs Tnon
sear o sear I the past devikde. there has een little
change in actvage and output of fichl-grwn
tomators. which are wld mainly 1o anieries big
cmvenion inte gaste for domestic - onsumplion

Malta not onfs b bevonge well-aflicient in poulirs
et atnl exgs bt Gaees the problien of disprsing of
srplisses,

Agtivultural prsductivity in Malta generalls s low
The diy climate. the limited estent of istigaton. poor
sl and the anadegate awe of fettilizen and
peestivichs v comtnbmting Factos. Mane impottant.
froweset. are the small size of agricalturd holdings
and the Teagmentation of plota—factors which binder
the wse of machinens and make cultisation labotons
and tine comsuming. b 1969, for example. the
avetage holding was amder 1 acres and some 6075 of
Al holdings were wimler 3 aetes

The total acteage desoted o ctope decreased
steadils o 1LER aenn in 1963 1o about 35,000
actes in 19 The decrrase i acreage plantea in
wheat and bades has bevn st notable. bat
segetable aad it acreage hae abo dedlined. The
onls P acteages howing increases were for onion
atnd vt Tt The 200 devtease in the namber of
full-time  fatmers acompaming the decrease in
cultivated Land area siner 1963 meflects, in patt. the
Jure of more lucrative sl in industes and tonrism.
The evvomic slump that began i Lite 1970 checked
the ownenwnt of labor ont of agnculture, but o

Greahmne praduction of tomaties outof.aasmn i
being sulmidized s the ginemment. amd Malta has
attemptesd 10 evpamd praliuction amd deselop an
expurt mathet for totmatins

CGrapes, the principal Tont erop. are iased mntle fir
making wines, exports of which are signiticant. Other
fruits are grown, bt the acreage deseind to them bas
declined comtinmgels siner 1955

Malta doen ot prdice enogh lis estock amd doon
products to supply its domestic comsomplion
requirements; oonsidetable amounts of tieat amd 900
of the milk comunwd are imported Althoonth the
asetage anmital tate of grmth of meat antpat fas
changed litthe in the past decade. thes * as been a <hilt
in the compenition of anim. heoldings. as indicated in
the follawing tabulation in thowsand head).

1543 1%
Cattle 67 96
Pis 13 214
Sluep 1t )
Coats w03 03
Poultey 102 NN

Milk output bas increased somenhat. amd there
greater e of com milk. as opganed to that of sheep
and Routs,

Poultry and pig farming are the nunt iportant
livestock indistries in terin of evport potestial.
Poultry raising has shown such capid grath that

APPROVED FOR RELEASE: 2009/06/16: CIA-RDP01-00707R000200080033-1

rsutnption of more capid growth ad o substantial
devline in upemplinment mas e espeeted to evive
the evinlers of Libos from the farms

Gonetnmental polics lowand agricolture enconrag
the mpanement and  modemmization of  methods,
greates nestinent in machiness and equpment, and
corntration on o profitable crom that will
prnvicde senall Larwens with .. eeasonalde fivineg without
wanill prtection o salnids Other ohjectives are to
inctrase agricultural exprots aned 10 capply froits and
segebablie of domestic ogigin for the tourist indastes.
Canctnment assisbanes: (o agricnliee in the form of
weatts atnd bt b contribe 1 to the mechanization
aml swadernization of latming Fann 1965 to 1959, the
nmbiee of W hovded tactorn 12 hp to over 10 hpo
in orse e Deon abont i A8 By abont 1,900, and the
e nbwer of othes tracton dhees and four-wheeled aud
trached unitsr nne foan S 10 129 The government
has alwr helped the agnculturad sector by increasing
the availabslits of irrigation water Iy damming
drearn, omntncting waler storage resenoin, and
prarchasng itegation cquipment Continaed emphisis
is abo being placed on greenbiomse horticulture and
I drogmn ic Larming

b. Fishing

Fishing is only  marginalls significant to the
comomy. Between 1961 and 1971 the weight of the
lowal cateh decined somewhat. but the valne of the




vateh inereased, as follows an metrie tons and
thowands of .S, dollar):

Wenr Varve
el 1,372
1968 1,296
1967 1.504 924
1968 1.204 910
1969 1,159 8535
1970 118 1.0t0
1971 1,243 L1149

The local cateh constitutes about 409 of the value of
Malta's total fish consumption. The remainder s
pewvided by imports of fresh, Trozen, dried, and
preserved fish. To encourage fishing, the government
comclucts a training and information program for
fishenmer provides grants and loans for the purchase
of larger bouts and equipment, and is construcling
breakwaters and ship channels. In 1964, the Tishing
Meet consisted of 924 small fishing craft and nine
trawlen.

Maltese fishermen exploit mainly the migration of
pelagic fish in the eentral Mediterranean, up to a
range of 10 miles from the Maltese Wslands. Dolphin
and  pilotfish, caught  between  September and
November. constitute about one-fourth of the total
ch. and mackeral, sead. and bogue., caught mainly
between May and July, account foranother43%. The
supply of fish in the waten surrounding Malta has
been declining. and if the fishing industry is to reverse
the declining trend in catehes, it will have to employ
more oceangoing trawler and exploit richer fishing
areas outside the Mediterranean. In spite of the
apparent decline in local fishery resources, the Maltese
Government, in 1972, formed a joint company with
the Libyvan and Japanese Governments to survey the
fishery resources of the Libyan and Maltese coastal
watens and to study the feasibility of constructing a
fish cannery on Malta.

2. Fuels and power (C)
a. Fuels

Malta has no known indigenous resources of fossil
fuek and no hvdroeleetric potential. Tmported fuels
supply the energy required. The total value of fuel
imports remained relatively stable during the 1960°s,
although the commaodity  composition changed, as
follows (in thousands of U.S. dollars):

1961 1969

Total fuels
Of which: Petroleum ]mulucl:

Of which:
Casoline and aviation gasoline 2,176
Jet fuel S44
Kerosene 75
Gas oil 537
Fuel oil 32
Lubricating oil and grease 256 433
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Nearly 953% of total fuel imports consisted  of
petroleum products in 1969, compared with 70% in
1961. A large share of total fuel imports for domestic
consmption is used for the generation of electricity,
and substantial quantities of the imported bunker oil
and aviativn fuels are reexported in servicing foreign
ships and aireraft. taby is the principal supplier of
fuels, followed hy the Netherlands and France.

Gas is manufactored locally from imported fuel oil:
in the past it was made from imported coal. The gas is
distributed  to consumers in the Valletta  area,
icluding the Malta Drydocks. Gas output expanded
A% from 1963 to. 1969,

Malta's zeographic proximity to Libya, where oil
has been found in abundance, has raised hopes that oil
might be discovered in the country. Three offshore
drilling concessions were granted in 1972 to French.
Duteh, and Canadian oil companics. Preliminary
drilling results were not encouraging, but efforts ure
conlinuing,

b. Electric power

Electrie power is the major form of energy available
for industrial. commercial, and houschold consump-
tion in Mal ince 1962 consumption of electricity
has increased 179 vearly. In 1971, gross production of

clectric power was about 305 million kilowatt hours
(kw.-hr.). and per capita consumption (excluding
generating-plant use and transmission losses) averaged
720 kw.-hr. Installed capacity was 115,000 kilowaits
(kw.) at the end of 1971.

The generation of clectricity oceurs primarily in two
petroleam-fueled  powerplants. One is o modern.
85.000-kw. installation at Muarsa. serving the dual
purposes of power production and water desaliniza-
tion. The second is an older. 30.000-kw. station built
underground about 1 mile to the south-southwest.
Fuel for operation of these plants is imported from
Italy on o contract basis. In addition to the two
powerplants, there are @ number of small generating
units serving wharves and o few  commercial
installations in the Valletta port arca.

Electricity is transmitted from Marsa throughout
the Maltese Iskands by more than 120 miles of
overhead lines and underground cables at 11 kilovolts
(kv). and 33 kv. Gozo and Kemmunau are connected to
the Mualta grid by« submarine cable. Electricity is
distributed mainly as 1- and 3-phase, 30-cycle
alternating current at 220/440 and 240/415 volts.

Plans for further expansion of Malta's electrie power
capacity were serapped in 1971, along with the 5-year
development plan. The government also canceled a
contract with a U.S. firm to provide the equipment for
a fifth stage at the Marsa electric power and

£




desalinization plant. Prime Minister Mintofl  has
indicated, however, that the Marsa plant will be
expanded to a capacity of 145,000 kw. and has
requested U.S. aid for the project.

3. Metals and minerals (U/OU)

Quarrving accounts for less than 2% of the gross
output of the industrial sector. Although employment
has dropped and the number of quarrving
establishments on Malta declined to 82 in 1968,
output has been increasing, reflecting more efficient
operations. In 1968, stone quarrics. clay and sand pits,
and saltpan operations together had a gross output
valued at $1,580,000. Stone quarrving accouits for the
bulk of this output.

Malta has no proven mineral resources other than
limestone and salt.  th coralline and globigerine
limestone are quarn. © for jocal use as building
materials.  All other minerals and  coastruction
materials, principally cement, some marble, and
asbestos. mast be imported.

4. Manufacturing and construction (U/0U)

a. Manufacturing

The share of manufacturing in the GDP was about
20% in-1971. One key facility, the Malta Drydocks.
commonly referred to as the doe

ard. dominates the
manufacturing sector of the economy. The dockyard

employs about one-sixth of the manufacturing lubor
force and is a major carner of foreign exchange. The
strategic importance of the dockyard, a key Royal
Navy repair facility since the beginning of the 19th
century, diminished after World War 11. In 1957, the
U.K. Government decided to convert the vard from
naval to commercial ship repair work. Subsequently.

the dockyard was run on a contract basis by a
succession of British shipvard firms. 1 1968, the
Mualtese Parliament enacted the transfer of the facility
to u Maltese government entity. the Malta Drydocks
Corporation (MDC). In 1972, with the appointment
of a Maltese national as Chairman of the Board of
Directors of the MDC, the dockyard finaily became a
Maltese institution.

The dockyard has lost money every vear since
becoming a commercial operation, mainly because of
the strike-prone, indolent lubor force. Labor problems
reached a critical stage in 1970 and the first half of
1971, during which time the lubor foree. was cither
striking or engaging in slowdown tactics. The Lubor
government, clected in June 1971, settied the strike,
but productivity remains low and customers have been
slow to return. The financial result of the labor turmoil

e

was a negative value added by the drvdocks in 1971,
which reduced value added by the manufacturing
sector from an estimated A million to $46.2
million.

Other manufaciuring firms are generally small,
averaging only nine employvees per plant, and produce
primarily consumer goods for domestic consumption.

‘the domestic market is small, a factor that precludes
the development of plants capable of realizing the
benefits of large-scale operation or ¢ external
ceonomiies possible in diversified industry. The overall

export market is also small. Although some progress

was made in developing export markets during the
1960’s. progress was slow, and the prospects for further
expansion are limited by the fact that Malta has to
compete with countries having greater advantages in
skilled lubor, and experience.

resoure

The food processing, beverage, and  tobacco
industries together accounted for 40% of gross output
of manufacturing (excluding the duckyvard) in 1968
(Figure 3). Among the food processors, the most
important are the bakeries, followed by the flour mills.
The beverage-producing firms generally operate on a
larger scale than the food processors. Productivity in
the beverage industry, as measured by value added per
worker, is the highest among the industries shown in
Figure -4, Tobacco munufacturers produce both cigars
and cigarettes; their productivity ranks second to that
of the beverage industry.

The production of textiles has expanded rapidly. In
1968, 45 establishments (compuared to 15 in 1963) were
producing cotton thread and yams for weaving aad
knitting. woolen varns and fabrics. manmade fibers
for spinning, and a varicty ot other products such as
lace, carpets. hosiery, rope, and twine. The
manufacture of textiles is important not only in terms

of output but also as a major carner of foreign
exchange. |

Other rapidly growing industries include paper
products and quarry  products (to support the
construction boom). Since 1959, rebuilt and retreaded
tires and inner tubes have become important as
exports, and several plants producing  electronic
components and clothing for export have been
established on Malta by foreign firms.

Under the Nationalist government of Borg Olivier,
an incentive program  was  developed  to  attract
industry. The program included tax holidays, grants,
loans, and subsidized rental of factory space in
government-ownied industrial parks. Firms established
under this program employ 11,000 workers, or 11% of
total employmen., and are concentrated in the textile,
wearing apparel, and rubber products industries, and
are predominantly forcign owned.

¢
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FIGURE 5. Survey of manufacturing,* 1968 (U.OU)

{Output in millians of U.S. doliars)
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data exclude the Malta Drydocks, for which data are 5ot available

b. Construction

The construction industry boomed during the Litter
half of the 1960°s under the tmpetus of steads
cconomic growth.  Political  problems. however,
resulted in a slowdown in the cconor

wrowth rate
and a cutback in government contracting in 1971
With new governmental projects near a standstilh and
demand for howsing skick. building activity slowed
abruptly, and the value added by construction sose by
only 3.2% in 1971, compared with 17.2% in 1970
Almost all construction materials must be imported.

but some processing plants on Malta manofacture
lime and a limited range of precast conerete products,
There is no basic steel industry. but reinforcing har
and wire mesh are produced locally from remelied
serap. Millwork, hardware, paints. electrie cables, and
pipes are all manufuctured in Malta. and a number of
workshops and  foundries  fabricate  structural
steelwork, sheet metal work, amd  castings feom
imported materials.

5. Tourism (*J/OU)

Tourism is becoming increasingly important 1o
Malta’s cconomy. Up to 1960, expenditures In
residents of Malta traveling abroad exceeded foreign
tourist expenditures in Malta. The govermment paid
little attention to tourism, and the military image of
the island discouraged visitors. Following o decision
by the government in 1959 to enconrage tourism, an
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FIGURE 6. Wholesale and retail trade establishments, 1969 (U/OU)
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conduct bhisiness  through

C. Economic policy and development

1. Govemmental cconomic policies (C)

The Nationalist govemment of Borg Olivier. which
Lasted  Seom 1959 until June 1971,
ecomomic pobicies. balancing the budget
or tenning o satplis 1 most sean and limiting the
ceonomic role of the government to providing
incentives for the priscte sector 1o 1971, the Maltese
Labor Party ne into poser on a platform of
stimnlating  cconomic development—through a
progeam based en “democratic wocialism”™—to the
estent that Malta would be free of its dependence on
British  militaes The Labor government
inherited an ecomomy that had began o Falter ander
the pressure of  disagreements with the United
Kingdom over the terms of aid. problems in the tourist
indintes . and ancertainties engendened during the
election campaign b its fint sear and o half. the
Mintolf government continned o comenative conne
in fiscad polics. in spite of the deteriorating economic
situation  Mintoff has appened deficit financing and

followed

onsenalti

hases

offerd an amtere tther than an expamsionarny
handget

The Labor goverament, imwever, has not hesitated
1o beveane direetls insolved in the coomomy o achieve
sprvifie goals This involvement so far has inclu led
importation of mith and butter to maintain low prices,
impesition of  price and  profit controls, and
establishmen® of an emengenes labor corps to absorb
evens labor The imestment incentise program for
new industrien has been canceled, although previon.
commitments apparenth will be met. Becanse
Mintoff s find vear ain office was spent in negotiations
tor secure ecomeeiic aid abroad, the government has
had few  revources o devote to developing o

DINTRERUTION 1Y NUMHBER OF SALARIED EMILOYEES

0 | 29 10w Y 50 or wmore
({1 180 36 2
280 72 7 0
35 8 1 0
454 334 26 3
3022 S35 643 70 i

comprehensive  domestic economic  program.  The
policies  that have been implemented,  however,
suggest that the Labor government will be much more
active  than the Nationalists in controlling  and
dirceting economic activity,

a. Fis

al policy and the budget

The government’s budget is divided into two parts:
the ordinary budget and the capital budget. Until
fiscal vear 1972 (1 April 1971-31 March 1972), total
ependitures exceeded ordinary revenues in every vear
since independence: in the lotter yvear. however, the
inclusion of new revenue raised total
ordinary revenues above total expenditures. Ordinary
revenues, largely from taxes, have financed ordinary
expenditures, mostly for social services;  capital

sources of

evpendituses have accounted for the government's
anmital deficits. Financing for investment expenditures
has come primarily from the United Kingdom nndera
financial aid agreement signed in 1964, The share of
the annual deficit covered by UK. funds has varied
from 0% to 96 since FY64, except for FYT0. when
Malta refused to accept aid due to a disagreement
with the United Kingdom over the amount of uid to
be extended in the form of grants, and Malta covered
the entire budget deficit that year through domestic
bond and other local borrowing. The
disagreement was settled in 1970, but in 1971, the new

issues

Labor government abrogated the financial agreement
and negotiated a rental arrangement with the United
Kingdom and its NATO allies for base rights on
salta. The new agreement will provide Malta with
$33 million annually in cash payments, which will be
wed to finance the budget deficits arising from capital
spending during the 7 vears beginning in 1972, In
addition to foreign aid, domestic resources are also
available to finance govermment projects.

The intial receipt in FY72 of base rental payments
from the United Kingdom, transfers from the sinking
fund surplus to the ordinary revenue account, and
bilateral aid from Ttaly significantly altered  the
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FIGURE 7. Ordinary budget revenues and expenditures,
fiscal year 1972 (U/OU)

traditional  distribution  of ordinary receipts. The

largest source of ordinary revenues is customs and

ise taxes, which accounted for 27% of the total in

2 Figure 7). These payments are suppiemented by
income taxes and licenses and fees. Earnings on
forcign invests »nts made by the Central Bank of
Malta account for 6.8% of the government’s ordinary:
revenues. Reflecting rapidly rising incomes since 1964,
personal and corporate inceme taxes have increased
rapidly. but their share of total ordinary revenues was
only 10.4% in FYT2 the  government's
traditional dependence on customs and excise taxes
has de

Thus.

sed as new sources of revenue have hecome

available.

Ordinary budget expenditures in FY72 were mainly
for public debt and property charges and for social
services. Expenditures for education, health, and
social welfare accounted for approximately 36% of the
total in FY72. Public works and wtilities, including
water, telephone, telegraph, and clectricity, account
for another 30% of ordinary government expenditures,
Ordinary expenditures have been increasing at about

the same annual rate (stightly over 1% as ardinary
revenues sinee independence. .
Nominal capital expenditares have been inereasing,
steadily since independence—from 118 million in
FY65 to $33 million in FY

part of these expenditures has been in the form of

2. However, the greater

subsidies 1o industey and to the drydocks, thereby
overstating actual government investment. Neverthe-
less. government programs have greatly improved
Malta’s infrastructure over the period. especially
communications, power. housing, sewers, and public
buildings.

Under the Labor government capital expenditures
ure budgeted to decrease in FYT3. as follows (in
millions of U.S. dollars):

Acrvan BupceTen
Basic services 3.47
onomic services 21.09
Social services 8.54
Total - 33.10 31.78

enditures for cconomic services will continue to

absorb the majority of capital resources. These funds
will be used to meet previous commitments under the
investment incentives program for industry. to absorh
drydock losses, and for capital improvements to the
drydocks and Luga Airport. - The basic services
expenditures will be used for roads and telephones.
Over hall of social services expenditures will go for
housing. with much of the remainder being spent on
improving health facilities.

Under the Labor government. certain taxes have
been inereased and reforms initiated. The numerous
foreign residents (mostly British retirees), who formerly
enjoyed a low income tax rate of 2.53% . have had their
taxes increased to o minimum of 10% of income.
Corporate income tax rates also have been inereased.
from 25% to 37.5%. In September 1972 the Maltese
Government announced  that @ “pay as vou carmn

(PAYE)" system of income tax collection  would
become effective on 1 January 1973, Although none of
tiiese measures has been popular, PAYE has caused
particular concern among the Maltese, who are well
aware of the difficulties of recovering overpayments
from the Ministry of Finance,

b. Monetary policy and the banking system

Prior to independence in 1964, Malta’s banking
svstem operated through local banks and their foreign
Between 1964 and 1967 the
government, with the help of the Bank of England.
the International Monetary Fund's

correspondents,

technical
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assistunce program, and the Bank of Internaticaal
Settlements, planned the new Central Bank of Malta.
Parliament approved the Central Bank of Malta Act
in late 1967, and the bank was constituted on 17 April
1968. The Act assigned the following functions to the
bank: Issuing legal-tender curreney notes and coin,
maintaining external reseeves,  controlling eredit,
developing a capital market, acting as bunker to the
government and commercial banks, and advising the
government on financial matters, functions that were
previously handled by independent and uncoordi-
nated government offic

Although creation of the Central Bank was the first
step in the establishment of o modern banking
mechanism responsive 1o monetary poliey. the basic

legislation controlling the commercial hanks was not
enacted until March 1970, when the Banking Act was
approved by padiament. Covering all phases of
bauking activities, this act provided the framework for
Central Bank supervision of commercial banks and
financial institutions. Commercial banks are now
subject to reserve requirements, regulation of their
foreign currency assets, and control of interest rates.

The new monetary policy tools have not been very
cffective in influencing  cconomic activity. The
Central Bank’s discount rate is ineffective. because
local banks do not have to borrow from the Central
Bank. The high liquidity of the banks also renders
s o monetary tool.

reserve requirements useless

The Central Bank is reqeired to hold a reserve of
gold or convertible foreign exchange equal 1o 605 of
the note and coin circutation and its other demand
liabilitics. Tn mid-1972 Malta’s curreney was backed
Traditionally. these

over 100% by external rosery
reserves have been held in sterling, but the Labor
government has been trving to diversify Malta’s
forcign exchange holdings, and in mid-1972 sterling
comprised only 60% of Maita”. foreign exchange.
The leading commercial bank is Barclays Bank

D.C.0O.. which has 31 branches and agencies in Malta
and  was the bank for the governmert before
establishment of the Central Bank. The  largest

Maltese-owned commercial bank, the National Bank
of Malta, Lid., has 23 branche.. There are three other
locally owned smaller banks. one of which is now
wholly owned by the National Bank. There is also a
Government Savings Bank, formed in 1833, which
taps small savings and generally invests the proceeds
in London. A small savings bank was founded by a
religious order carly this century; it is still very small
and conservatively run by priests. who have been
criticized by the Central Bank for not employving
proper banking techniques. The bank is known for
fairs.

strictly respeeting the seereey of its customers” &

10

Several additional financial institotions have been
established  sinee 1968, Fhe Malta Deselopient
Corporaticn (MDC)L an antonmnoas agenes Tnlls
owned by the government. aets botls asa development
bank and as an ageney for administering foreign aid
Four merchant banks alo have heen established
Barclays  Finance  Corporation. Lid provides
medinm- and long-term Tinance W industey and
tourisin. The Tnvestment Banh of Malta, Singer and
Fricdbinder, Lid, and Brandt and Grindlo, Lid
were abo established to provide capital for indostes

2. Economic development (€)

a. Gorernment pluns

ahning
plans

Malta has been engaged in economic |
sinee 1939, The principal objective of its the
has been to develop industey and toutism at a4 pace
adequate to con income amd
employvment losses resulting from the anticipated and
actual withdrawal of British forees. The core of cach
apital espenditoee
prisate

erbalanee  the

plan has been a program of public
combined  with  substantial
industry.

The Fint Five-Year Plan (FY60-FYG 1 pros dedd for
the promotion of new esport indistries and tarism,
the construction of a new plant to genes lectrie
power and distill sea water, the extension of ot and
devdock Tacilities. and the provision of technical
education.  Actual capital espenditeres by the
government during this period. however, were 8534
million.  considerably below  the $712 million
anticipated in the plan, The resebts of the fiest plan
were disappointing: annal growth of the weal GDP

incentives o

averaged only 39 during the plan period

Based largely on the work of 4 gronp of espert. from
the United Nations. the Second Fise-Year Plan (FY65-
FY69) recommended public development expenditure
of $102.5 million. The major imvestments were made
in industrs. tonsism. and glashome hosticoluee
Actual expenditure under this plan amounted te $89
million. almost 754 of which was financed by British
aic. These ontlavs. combined with political stabilits
and the momentum generated by previens efforts,
vielded an 8% annual average gronth rate, exeeeding
the modest plan target during the period

Maha's ill-fated Third Development Phin (FYT0-
FYTD had the same broad objectives as the presions
plans, but it set more ambitions target . The p
aimed for an average annual rate of real growth of
9.4%. which would raise real outpat by nearly 609
over the plan period. Because of a disagreement with
the United Kingdom, which was to provide 354 of the
financing. implementation of the third plan was

00707R000200080033-1




delased antil October 1970, 1 June 1971 the newly
clected  Labor gosernment declared  the plan
unsuitable and began work on o T-vear plan,
imglementation of which was to begin in FYT.

In the formulation of i development strategy.
Malta telied heavily on advice from the United
Kingdom, the United Nations, and other fwreign
advisers wha wanimomls ecommended that Malta
develop evport-oriented industries and tourism to
prwvide employment and riise the level of living. Al
theee of the commin's plane have reflected this
tecommendation, setting high growth rates for
manufacturing and tourisin,

b. Incentive programs

Since 1959 Malta: hes provided incentives for
domestic and forvign investment, sich - permission
for 100°¢ forvign owneship of companies and Lind in
Malta. unlimited currenes convenion, a 10-vear tax
holiday. duts-free importation of machiners and
building material, reduced daties on raw material
imports. and antidumping and counte ling duties
as measires of protection. Grants and loans at low
interst rates were offred. along with factory space in
industrial parks at subwidized rentak. In 1971,
indistrien henefiting from these measures aceounted
for 437 of employ ment in e nufscturing and 86 of
total evports.

Prime Minister Mintoff stronghy  criticized  the
incentise programs for encouraging the establishment
of unecimomic firms. and in 1971, he announced that

FIGURE 8. Labor force (U/OU)

Total lnbor foree.
Unemploged

Total gamnfully oecups .
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Manufacturing. ... .. . e e
Construetion and quarrying
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Hankinw. insurance, and real esta
Transpon and communientions. .
Private serviees. . .
Electricity and gas . .
Malta Government . .

Military base departments and British forves . .

Malta Land Force. .

we  Data not availahl.,
*“Included in Malta Government.”
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no further concessions would he granted. I lien of
subventions,  Mintolf organized an Industries
Promation Couneil, composed of influential foreign
ceonomists and industrialists to advise him as (o
which industries were appropriate for Malta and what
means should be used to attract them, Mintoff
conceded that some incentives might be necessary, but
they have nat yet been defined,

3. Manpower (U/OU)

Only about a third of the total population are
ceonomically uctive (Figure 8). because of the small
number of women in the lubor foree. As more
industrial plants involving assembly-line technigues
are established, more women are expected o join the
labor poal.

Manufacturing plants employ almost one-fourth of
the labor foree, and civil servants and UK. military
cmployees account for another quarter of total
emplovinent. Construction and quarrving provide jobs
for 105 of the lubor force, while the remainder are
emploved in various service occeupations or agriculture
and fishing. The share of workers emploved in
agaculture and trade has fallen, and this trend s
expected to continue. As ecconomic development
proceeds. manufacturing and financial services are
expested to continue to attract workers, increasing
the 1 relative share of the labor foree, Employment by
the Maltese Government has remained stable. while
employment by the British forces has fallen sharply.
The British are expected to contite to release labor.

1966 1971

Number of  Percent  Number of  Pereent

cployees  of total  employees  of total
100.0 109,005 10,0
6.7 5.4 5.4
H3.3 103,080 4.6
T2 6,160 N
1) 9.4
9,700 .1
11,990 123
790 3
3,960
9,220
0
20,510
6,040
na 670
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and the Maltese Government hopes that growth in
manufacturing will enable that sector to absorh both
the workers released by the British and the natural
increase in the hor foree.

Unemployment has been increasing rapidly from
the low level reached during the boom in 1969, as
shown in the following tabulation of registered
unemploved:

1969 (December)
1970 (December)
1971 (December)
1972 (Fcebruary)

The coutruction industry was bit hardest by the
uncertainties associated with the political change-
over in 1971 and the subsequent  dispute with
the United Kingdom. For the same reasons banking.
insurance. and real estate have been  dismissing
craplovees. At the same time. the British have
continued to reduce emplovment of  Maltese
nationals. Unemployment reached 7% of the labor
force in 1972 and was estimated at 8.5% in carly 1973,

The government encourages workers dismissed by
the British services to acquire new skills by offering a
G-month basic retraining course, and by financing
other vocational training. Four technical secondary
schools. four specialized technical institutes, and two
industrial training centers provide courses in selected
trades. In addition. training is offered to young people
entering the tourist and catering industry.

Before 1968, wage increases  were relatively
moderate. averaging 65 in 1964, 2% in 1963, and 4%
in 1967, In 1968, the cconomy began to experience a
shortage of skilled workers, and minimum wages were
increaserd through wage regulation orders issued by the
Ministry of Labor on the recommendation of Wage
Councils. The Wage Councils—set up for practically
all sectors of private industry—are composed  of
representatives of unions, emplovers, and government
and establish minimum wages enforceable by faw.

Even considering the minimum wage increases of 1968
and 1969, wages in Malta are substantially below
those in western Europe, aad recent increases in
unemployment have  disconraged  additional wage
increases.

Unions cover less than half the cconomically active
population. The largest, the General Workers Union,
controls the drydock labor foree and is a politically
powerful orgunization supporting the Malta Labor
Party.

D. International economic relations
1. Foreign trade (U/OU)

Malta's trade deficit, which was over $70 millioa in

1964, rose rapidly in succeeding vears (Figure 9). This

T -

Millions of U.S. Dollars
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Reserves
120 |- -1
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1964 65 66 67 68 69 70 71

FIGURE 9. Foreign trade, 1964-71 (U/OU)

trend was reversed temporarily in 1971 because of the

slowdown in ecconomic activity.  which  reduced
imports, while output increased in a few foreign-
owned, export-oriented  firms. Increasing  imports
resulting from rising incomes and industrial expansion,
however. are expected to cause further deterioration in
Malta's trade accounts over the next several years.
The composition of imports changed considerabiy
during the 1960's (Figure 10). Imports of machinery
and transport equipment. 15% of total imports in

1961, increased rapidly under the impetus of the

FIGURE 10. Imports, by commodity (U/OU)
(Thousands of U.S. dollars}

1961 1968 169

Food and live animals.......... 26,708 35,004 08,859
Beverages and tobacco 1,906 3,904 4,213
Crude materials except fuels 1,364 6,659
Lubricants and fuels ... .. 8,010 8,055
Oils and fats, ........... 902 1,028
Chemicals. ................... 4,777 9,129
Machinery and transport equip-
ment 11,892 27,068 36, 189
. 23,819 45,331 54,866
Miscellaneous. .. ..., 343 1,067 1,166
Total. . ... ..ol 164,248
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industrialization programs and aceounted for 224 in
1969. The impact of rising levels of living was reflected
in the growth of nonfood consumer gowds imports.
which were one-fourth of the totad in 1969, These
imports have been inereasing at an wmual rate of
214 the overall annual rate of increase in imports
since 1966 has been 13%. Food and bever,
accounted for 345 in 1961 but constituted only about
one-quarrtes ol total imporls in 1964

As a result of the introduction of new industiies
during the 1960°s, the compasition of Malta's expots
also has changed considerably sinee 1961 (Figure 11,
Agricultural producty, which accounted for nearly
40% of exports in 1961, provided whout 13 in 1964,
while exports of manufactured goods, barety 145 of
exports in 1961, rose tu 62%. The most important
exports of manufactured goods were clothing, testiles
and yams, and rubber products such as retreaded and

UR)

rebuilt tires and tubes; gloves, plastic goods. fusnituse,
and innerspring mattresses were also significant
Imports from west Furopean countries accounted
for more than S0% of Malta's imports in 1971 (Figare
12). The United Kingdom traditionalls has been and
still is Malta's principal source of imports. partly
because under the U.K.-Malta fraancial agreement
imports for projects financed by UK. and were
required to be purchased in the United Kingdom, and
partly because of historical ties and the continued

FIGURE 11. Exports, by commodity* (U/OU)
(Thousands of U.S. dollors)

1961 1968 1969

Fand and live animals.......... .. 1,231 3,831 3,081
Beverages and tobacco........... 662 1,573 1.1
Crude materinly............. 1,004 4,288
Of which:
Metal serap................. 1,511 1.020
Seeds, plants, and cut flowers, 232 o
Vegetable oil and fats 358 KD
Chemieals. ............. ... ... 24 (53]
Of which:
Detergents. ... ............. na a0 Erd ]
Machinery and transport equip-
ment.... ... 214 2,139

Manufactured goods ... .......... T 16,210 20,719

Of which:

Rubber.................... 19 2,408 3,207
Thread and yarn. ........... ne 3,719 1,707
Textile fabries. ... ... ..., A 1,519 1.310
Clothing. . ................. 451 6,208 8,320
Miscellaneous. .................. 67 3 109

Total oxports. . .......... 3,301

na  Data not available,
*Excludes reexports.
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IMPORTS EXPORYS
by Source by Destination
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FIGURE 12, Direction of foreign trade, 1971 (U/OU)

presence of British peronnel who prefereed British
proxluets. Malta is o member of the sterling area. and
it enjoss certain advantages in ade and payments
with the membens of that group. 16 iy is the second-
ranking source of imports, supplyving 15% of total
imports in 1970 parchases Trom West Germany and
the United States acconmted for 5.3% and 1.9
respectively, of total imports in 1951 The Unoted
Kingdom provides mosily motor vehicles, machinery.
clothing. and Fabries: Waly supplies fuels and food:
West Germany, consumer durables and hinery :
and the United States, machinery . fabrices, and fiben.
The United Kingdom. Malta's biggest customer by
fur, purchases testiles; eotton, woolen,

and swathetic
saris: knitted wear: vegetables: plants and cnt
fAowers: and cubber products. ftaly and West

Genmany are nest in importance as export markets:
Italy buys wines, hides and shios, serap metal. and
thread and yaen. and Germans imports serap metal.
flowers, and thread and vam. The United States
aceounted for about the same dhare of Malta's evports
in 1971 s in the mid-1960°s

Malta's trade with the USSR and East European
Communist conntries is sall and consiste kargely of
imports of foodstuffs and clothing. Although still only
about 14 of total trade, trade with the People’s
Republic of China bas been increasing, and that
comntry is now Malta's most importas Communist
teading partner.




FIGURE 13. Balance of payments* (U/OU)
(Millions of U.S. dollars)

Current aecount balanee. ... .. ...

Trade bidance, f.0.b.
Net invisibles .
Freight, insurance
Foreign trave!
Investment income. .
Government, n.i.e.. ..
Other services........
Private transfers. . .
Official transfers. . ..
Capital account balance.
Net errors and omissions. .
Change in offici ssets (minvs sign ind
tion to reserve:

und transportation,

-0.7

1964 1970

~-70.2

+hose data, from IMF sources, were expressed in U8

. dollars derived by converting Maltese

pounds at rates of exchange applicable in the respective years.

**[ncluding SDR's.

2. Balance of payments (C)

Malta's balance of payments (Figure 13) reflects the
most salient features of the cconomy—the large,
persistent trade deficit and heavy dependence on UK.
military expenditures and aid. In 1971, 71% of the
trade deficit was covered by U.K. military
expenditures and government aid, which together
accounted for 30% of total foreign exchange carnings.
In contrast, exports accounted for only 23% of foreign
exchange carnings. The specific sources of foreign
exchange carnings from U.K. military services and aid
were as follows (in millions of U.S. dollars):

1969 1970 1971
Sales to British servicemen and

dependents ... ... 139 117
Material, contracts, cte. .. . 7.2 61
Payments to Maltese  civ 1]1.\m

and servicemen e 147 152 163
Payments  for puth utility

services . 08 08 08
Pensions and ;.mtumo AU 48 6.7 59
Grants under the 1964 Fm.m-

cial Agreement .. . 45 174 120
Rent for use of military b.\\c 0.0 00 123
Loans under 1964 Financial

Agreement ... ... .32 00 753

Total receipts .. ... . 462 Gl.2 726

Among other camings from services, gross receipts
frows tourism increased rapidly and in 1971 were 13%
of foreign exchange earnings; investment income,
growing much slower, accounted for another 15%;
and ship repairs, ship and aircraft supplies, and
bunker fuel, insurance claims, and other minor
receipts accounted for the remainder.
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The capital account generally shows substantial
inflows of foreign direct investment capital. These
inflows have offset outflows of Maltese funds, largely
portfolio investment in the United Kingdoam, and
produced a small capital account surplus for Malta.
“he inflow of capital in part reflects the establishment
of new ventures induced by incentives offered to
industry under the 3-year plans. and in part the
drawings against long-term loans to Malta by the
United Kingdom and other aid donors.

With U.K. military expenditures and aid from
various donors more than offsetting the trade deficit.
and capital outflows, Malta has had a surplus in its
balance of payvments since indenendence. These
surpluses provided a continuous increase in foreign
exchange reserves—from 8715 million in 1964 to
$198.1 million in 1971, At the end of 1971 foreign
exchange reserves were equal to over 13 months of
imports at the import level existing at that time.

3. Foreign aid (C)

In 1964, when Malta was granted independence.
defense and financial agreements were signed with the
United Kingdom, under which Malta was to receive
$140 million over a 10-vear period ending in 1974, In
carly 1969, with $55.2 million of the aid remaining to
be drawn, the United Kingdom insisted that the terms
of the aid be changed—from 75% grant and 25% ioan
to 50% grant and 30% loan. Malta refused te accept
this proposal. and no funds were forthcoming under
the agreement until October 1970, when the United
Kingdom withdrew its demand. Through 1969, the




United Kingdom was almost the sole supplier of
economic aid to Malta. Italy provided small loans for
clectric power developmert, and some technical
assistance came from other sources.

In June 1971, after the Maltese Labor Party victory,
Prime Minister Mintoff abrogated the defense and aid
agreements with the United Kingdom and began
negotiating with the United Kingdom and its NATO
allies for rent to be paid for the British bases on Malta.
In March 1972, a new agreement (backdated to
Ociober 1971) was finally reached. calling for
U.K./NATO payments of $36.5 million per vear, the
agreement to be in force until March 1979. Mintoff
stated that he would use these funds to develop the
Maltese cconomy to the extent that military bases
would not be needed to sustain the economy by 1979.

CONFIDENTIAL
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CONFIDENTIATL

In addition to the aid from U.K./NATO, the Prime
Minister negotiated bilateral aid agreements with
most countries of the industrialized West. Thus far,
Western nations have extended approximately $42
million in biluteral aid, mostly in the form of credits
and grants. The major contributors have heen West
Germany, Haly, and the United States.

The Primie Minister has also signed an  aid
agreement with the People’s Republic of China, in
which an interest-free loan of about $43 million was to
be extended over a 6-year period beginning in May
1972. Most of these funds are to be used for
development projects to build up light industry. Aid
from other Communist countries has consisted only of
increasing the number of their ships caliing at the
Malta drvdocks for repairs,
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