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PRELIMIHARY MEMORANDUE OF rOGSIBLE AYS OF GLLVING

BALTA'S SOCNOKIC FROBLEMS

1.  TUE YROBLEM
Cabinet is of course fully aware of the serious-

ness of the economic problems confronting Malta. The basic
facts of the Maltese situation are the followlng:,

(a) Mslta is overpopulasted by any standards one wishes
to apply. This means that both short-term and long-term
solutions to the economic nroblems of lalta require a
reduction in population immediately through emigration

and in the longer run through other poussible means.

(b) Malta is s small economic unit and thus requires
a high foreign trade ratic. At present necessary imports

are paid for largely by providing services to the naval base.

(c) The imminent reduction in service spending demands
alternative sources of forelgn exchange carnings. This
implies a drastic change in the lirltese economic structure -

from providing military services to exports of goods and

other services.
2.  THE BASIC AINS

Consequently one cconomic-political aim must in
the present situation have priority over all others, namely
to lay the foundations for & viable productive econowy.
This is to say that all policy measuras should be directed
towards this ultimate goal; that no measures are taken
in isolation: and that in particular no such politically
appcaling aime as =zeintaining employment in & certain
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sector or increacing consumption standards are undertaken
unless they contribute to the basie aim of creating a
viable and efficient export economy.
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(a) The urgency to solve Malta's economic problems el
springs from the reduction in Service spenmding, Dut a e

policy aiming at political independence would in any case
necesgitate change in Malta's economic structure. Ho
socially and pelitically healthy society can be based
entirely on the generosity of a foreign power. On the
other hand no country can be fully independent, and a

small country is in fact entirely dependent on its relations
with foresign countrics. In a situstion of political inde-
pendence Malta will, however, have the possibility to

influence its own future development.

Thnt is, cven without the actual Service rundowm
Malta would have faced the sare¢ problem: to create a viable
domestic ceonemy, based largely on exports of poods nnd non-

military services.

(b) 4 very simplc definition of a viable cconomy is
that in the long run it must yay for itself and provide for
a c¢continuous expansion in production - i.e. in living
standards - out of its own resources. This also implics
that it must be flexible enough to withstand oxogenous
shocks. As wns said above this moans that Malts must
create an efficient cxport industry and also raticnalize
the whole domestic economy: sgriculture, industry,
distribution.

At present few exporting induatriea exiat. The
manufacturing industries catering for the home magket are
unable to compete with imported goods despite high import
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duties. Vages are high, and labour ineffleiontly
utilized. In agriculture no improvements in yields

have been made during the past decade. ILiving standards
are artificlally high and unemployment is rising.

Uoviously drastic measures are reguired to
eope with bhoth thc immediate difficultics (uncmploymont

and bulgct srisis), and the long-term development programme.

5. TEE N..2D TO ACCELER.7x EMIGRATION

The immedinte economic difficultics of kalta,
vig. the unemployment, the Service rundown adding to
unemployment and the ineffieient utilization of those
employcd can only be solved by cnigration. It is

therefore suggestud that stops arc taken to:

(a) Step un permanent emigrotion to the maximum
possiblo. Durin: the lpst quinquennium cmigration has
averag:d somc 35,500 por annum, whereas in those ycars
when spoecial efforts wore made to encourape emigration
(1950 and 1951; 1954 and 1955) the average reachzad 9,000
(in 1954 11,400). Durins the coming five ycar period
emigration should be ipereased to 10,000 and more por
annum,

The outflow of labour is no pormanent loss to
the Maltese economy. 1% leads to a flow of urgontly
nceded immigrants' remittancus (whiah should bocome
tax free), ond could be used to build a market for

Maltege exports.

(v) All efforts to step up the cutflow of contract
lsbour to Suropcan countrics should be madc. This type
of emigration not only alleviates the domoestic uncaploymoent
but in adtition gives foreign exchange (:Shrough remittances)
fand c.ee



and creates a skilled Maltesc labour force, capable of
competing with the most advanced countries. :

() ¥inally, the United Kingdom suthoritics must
be persusded to cextond the poriod of the Defonce rundown
from five to ton yvars.

We will prepare a brief in the ncar future "

A

for use by the Frime Ministor and Cabinet pointing {3
R

out

! that it is impossiblc to solve Malta's long

- run problems unlcss the Defence rundown is

' extonded over a longer period; that the

i considerable progress that has already been

| made in building up export industrics will

. be jeopardizcd unless the impact of the
Defence rundown is somchow softened.

\

We should like permission to approanch the U.K. Commisaloner

and the Governor dircetly on those issues.

G THZ MOBILIZATION UF DOM-STIC RLSQURCES

The measurcs degeribud nbove centribute to the

crcation of & viable cecnomy only indircetly. In addition
it will be necessary to mobilize a’l owvailable domostic
and forcign rescurces. In the former case largely through
- dirceting all cfforts on cronting efficient cxport industries
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and avoiding waste of zanpowur and capital on unproductive
projects, in the latter case largely through naxinizing

the amount of grants and loans.

{n) The mobilizetion of domestic resources involves

first of all roforms in the Government budgeting system.

(1) as shoun below « ) it may be advisable to turn
Malta into a Frec Fort. G5Eis implies the gbolition of all
or most import duties ard zonsequently the revanping of

the whole revenue structurc. (At present taxes on expendi-
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turc account for threc-fourt.ss of totel Governsent revenue
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and import dutics nlone for about one half, whercas
income toxos yield only £1.4 million or 13 per cent).

Wwo sugpent thet Governnent investipgnte the possibility
of levying a turnover tax to replacce ioport duties. e
appraociate that it is more difficult to collect turiovor
taxcs from & multitude of wholesalers nnd retailers than
to collect imncrt dutics. <uv subnit thnt this reform is
also necennary to cnforce pood book keoping prnetices in
the distributive trades. Je furthermorc suggust that

in the meosntime colleetion of income trnies be improved.
Even without ch-nging nresent ratea it should be possible
to cellect substantinl ad iticnal nwounts by botter
collection. (e understand th t the totnl declarcd gross
income of toaxcble people is less thon total known gavings -

a manifest impossibility sugzoesting substantial under

roporting.

Wwe nleo supmest tlet the introduction of a
proporty tax be investigated. ¢ undérstand that publie
works are Leld up boe~use of 2 new constitutional regquire-
ment to poy adequntce and proupt compensation in full when
1nnd is taken over by Government undcr its right of ominont
domain. In other countrics such cxp nditure is recouped
fully or in part through incroased assessments of the
propertivs benefiting from the publiec improvemcnts, such

as now ronds or sCVers.

(ii) In view of the tight budgetary situation it
goeme cssentinl te aveid poying cubsidies sxcept in
hardship cases. It should be invertigatod whethoer the
prescnt gonerol subsidics on bread, sugar and paste can
be nbolishud.

F{118) ...




(i1i) But still more important is to obscrve the
prineiple that ©1l scrvices sold by the Governaent
should pay for themsclves and should begin to provide

for their own exponsion on honust nccounting ns insisted

upon by IBRD in conncetion with the loan to the electricity/
water projcct.

(iv) The suggestions nnde nbove to revamp the taxation
aystem arc intonded to cercete a hualthy budget situantion,
to remove unnccessnry distortions in the vage and cost TE

structure, and to pave the way for an efficicnt and

competitive ¢conony.
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Govornnont eanital spendins must be dirvetod
towards projects likely to add to productive rcesources.
In the present situntion roud building rust be given a
low priority. Fublic works should instend bue concontrated

on projects such as:

{a) to propare lend for nfforcvstation;
(b) to prepare land and benches as tourist
Bites:

(c) to crcate agriculturn) land tlrough
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clearing of stoncs, terraocing, bringing
in of soil:

¢ (a) to ervnte softic ruoscrveirs.

(v) Therc is an appnrent contradiction beSween the
high savings ratio of tho Lnltcee economy snd th: scarcity
of capitnl for domestic productive investmont, local savings
prinarily sceking sofe investment abrond, All pessible
efforts should be madu to induec¢ snvers to invest in

I domestic cnterpriscs. de think that the best: solition,
b likely to give the guickest results, is a Dovelopment

n /Corpoation ....
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~ Ceorporeticn - backed by the Government = issuing shares 'zﬁ? :
 in smel] denominetions and buying stock of local ontorprincs.
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Se THE BEETD CF POREIGH ASCISTANCE
Domestic romsourccs will not be suffiecient for

the necessary adaptation of the Lultese cconomy. Also
foreign rosources must be mobilized to the fullest wxtent.

(i) It may be expeeted that the United Hingdem
Government will continue to help Mnlta after the expiry
of thu curront five-year Flan nnd also in the eventuality

that Malte becomcs indepoendent. It is, however, impeossible

to give = procisc Tigure for the amount of grants to De jr
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received from H.N.G. In our vicw gronts should in tho
future b used only for such projects which will cxeate
productive reosources in the wide sensc and should therefore
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carry imputud intorust chorgos,

(ii) hon It comes to forcipgn lonns it must be

realised that different potuntial sourccs of capital
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have diffurent purvoscs and wil give loans or grants

for diffcerent kinds of projeeta. Thus the International
Bank for Reconstruction apd Dovelopment con necording to
its statute, lend only on viable bankable projecte. The
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IDA on thc other hond will not ake loans for projoets

which thu Bank fceels it con finance. Governnenta can
make loans and grants for purposes for which ancither
IBRD nor IDA are suitoble.

The IBRD is willing to finance the projucted
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water distillation and -ower orojects. By stotute it :
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could also help with ports dcvelcpment, possibly with 9
QI-

the sewagc treatncnt plamt; 1nd tho settimyg up of o o
dovelopnent finance corporat’on. ﬁ?;
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IBRD losn. Otherwise additional IBRD funds are unlikely
to bo fortheaming. Thus even if alternative finence could
be found on better conditions it would reduce the total
apount of foreipgn uxchange awvailable to the Maltese
2conomy that could be reccived from friendly sources.

6. COBCLUGICH

All the suggestions nnde above are directed
towards the uvltimate ain of poking kalte selfsupporting,
with an efficient, flexible and competitive expert industry.’
It is acknowledged that the transfornation of the linltese
sconory will takc @ long tine and that it connot be achieved o
without foreign grants and loans ns well as technieal :

asslstance.

Enigration beside eliminnting present unenployment _
helps towards the ultinmnte gonl through reclicving the )
eountry of redundant labour, which has tended to koep
efficiency low. The proposnls to change the tax structure
aim at keepine lobour costs low throuph kcencr competition
on the Aomestic mnrket, but in addition they contribute to
aquity hy reoroving subsidies from thosc who do not need
then while meintaining them in hardship cascs.,

To a mr;r large cxtent our sugzestions sinply
repcat the current development plan. Bu: we would like
to omphasize thnt a new sinse of urgency should be inparted
on the Governncnt departocnts in charge of industrial
devclopnent end asgricultural devclopnunt, the port and
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public works,

22nd Jamuary, 1963.




