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COMMISSION C~ruNICATION TO THE COONCIL 

I. At the end of I978/ beginntng I979, the Community reviewed its 
' relations with Malta. This examination was prompted by certain 

problems which had arisen particularly in connection with textiles 

and implementation of the Financial Protocol. At the same time, 

the Community was faced with urgent requests from the Maltese 
I • 

authorities to conclude a seoond financial protocol. 

The Commission informed the Council about the state of relations 

with Malta (1) and of its approach for defusing the crisis which 

had increasingly marked these relations, particularly since the 

autumn of 1978. 

2. A two-stage approach was then adopted. Initially, the Community 

was to deal with three specific matters: measures to combat swine fever, 

exceptional aid in the form of pigmeat because .of the swine 

fever (and, pending its entry into force, the sale of meat on fa,-

vourable terms) and the granting of aid to Malta under the 

1979 Community programme. Secondly, in the framework of exploratory 

talks with the Maltese authorities, the Commission was to examine 

all the problems outstanding in the present relations and Malta's 

views on the development of the Association., 

It was agreed that the Commission would then report to ~he Council 

on the content of its exploratory talks. 

Special measures 

3. With regard to the specific measures envisaged under the initial 

stage, in May 1979 the Community granted Malta aid amounting to 

5 million u.a. for the eradication of swine fever. Then, in order to 

help Malta cope with the difficulties of securing supplies of. meat, 

... /~·· 
(1) See Commission Cimmunication to the Council of 30.II.I978 

(S/2094/78(M 24) (COM R/326) of 7.12.1978). 
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it supplied 2.670 t.. of pigmeat between April and October 1979, invol­

ving ref'unds tota.lling approximately 900.000 u.a., pending a decision . 

regarding the exceptional food aid. At the beginning of October 1979, 

the Council d.eci.ded to grant Malta exceptional aid in the form of. a 

donation of 2. 500 t of pigmeat, worth 4.2 million u.a. 

Lastl;r, the Community granted Malta food aid comprising 500 t 

of common wheat a.nd 200 t of milk powder(300.000 u.a.) in May 1979,. 

deliveries of which started in September 1979. 

@q>lora.tozy talks 

4• In the second stage of the approach recommended by the Community 

regarding outstanding problems in relat-ions with Malta, the Commission 

had a series of exploratory talks, which began by contacts with the 

Jlaltese authorities on.l5 and 16 March 1979 in Valletta and continued 

on 6 April and from 26 to 28 June in Brussels. 

Dlui.ng these discussions the Commission, together with the 

Maltese Government., tried to find solutions to the iiiDil.edia:te problems 

in· their relations wi. th each other both in the trade sector and in the 

field of financial. cooperation, a.nd then recorded Valletta.rs opinion 

on the development of the Association. 

5. Textiles were the main ·concern in the field of' trade. An arrange­

ment was finally ±nitia.!led on 29 June 1979~ ~t-w:s-s;;ed on th~ 
31st Oot<tber 1979 and entered into· force immediately. 

In the fi-21.9: of_fill!!ll.s!i~l_c_£O,Re~ii.£n. the Community and the 

European Investment Bank continued their efforts to find procedures . 

in accordance with Maltese legislation for financing projects. 

On 29 May 1979 8 million u.a. loan contract wa.s signed_ for enlarging 

the Grand Harbour in Va.lletta (5 million u.a. in special loans a.t 

an interest ra..t.e of l ~ and 3 million u ... ~. in· subsidized 3 % loans). 

An ir.i. tia.l ~ant oC 3 million u.a~ 'lfFI.71 made at' the b~gixm::t ng of 

June 1979 .. 

• •• f ••• 

.. 

... 
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The Maltese Government has adopted the following position as regards 

the balance of the Financial Protocol, namely 13 million u.a. in ElB 

loans and 4.5 million u.a. in gra~ts: 

The remainder of the grants should be earmarked exclusively for 

technical assistance and training projects, as Malta wishes to forgo 

any further subsidizing of capital projects. For the 13 million u.a., 

the Maltese authorities had submitted a project involving shipyards. 

Since this project had not been selected by the Commission, the Malte­

se authorities, speaking of behalf of the Government, announced that 

they would forgo the balance, because of the legislative constraints 

regarding the interest rate, The sum of 13 million u.a. would hence­

forward be available to private investors who wished to apply for 

unsubsidized ElB loans. 

For the purposes of implementing the technical assistance and 

training under the Financial Protocol, the Maltese Government sub­

mitted 23 projects amounting to 11.2 million u.a. The Commission 

selected 17 projects totalling 4 million u.a. and is currently 

appraising those projects. 

Lastly, the Maltese Government requested that the Community 

finance three projects outside the Financial Protocol : the first 

concerns the setting-up of a dairy industry, for ~hich aid of 5 

million u.a. has been requested; the second project involves the 

agricultural development of the island of Comino, to cost 1.6 million 

u.a.; the third project concerns underwater prospecting of the 

Maltese continental shelf, to cost an estimated o.B million u.a. 

6. With regard to the development of the links existing between 

the Community and Malta under the Association, the Maltese Delegation 

stressed during the exploratory talks its concern with the consequen­

ces for Malta of the Comlnuni ty's enlargement both in the industrial 

and the agricultural sector and the need for negociations for the 

conclusion of a second financial protocol to be opened soon. 

~ ... / ... 

0 
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From the trade angle, the Maltese Government is afraid that the 

enl.argement will harm its position on the Community market, in parti­

cular beoa.uae of the protection measures which the Community ooul.d 

apply to Malta for sensitive products such as textiles. In order to 

lessen risks, Malta asked the Community to waive application of the 

safeguard clauses against it. 

On agriculture, Xal.ta stressed that its production is by defi­

nition very limited and that consequently its exports could not in 

a.ey· tiay present diffic~ties for the Community. It therefore asked 

for dut~free admission into the EEX: for the ma..jori ty of the products 

covered by the Association and for the period of preference (1) t.o be 

extended~for certain others. Malta also asked for duty-free entr.y (2) 

tor sixteen products currently not covered by the Agreement. 

Lastly, Malta retumed to the question of derogations from the 

rales of origin for preserved meat, chocolate, intermediate-frequency 

transformers, transistors and tape-recorders, the previously exi~ting 

derogations having ·come to an end during 1978. Malta also wanted 

cumulation of the rales -of origin with other Medi terra.nean countries 

along the lines of the system the Community has granted to three 

Ma.ghreb countries. 

7• Maltese requests concerning a second financial protocol (see 

annex) for the period 1980 to 1982 are aimed at obtaining aid from 

the Community to cover part of its financing requirements over those 

three years ·estimated at 320 million u.a.. The requested sum of 68 

• million u.a.. would consist of 8 mil·lion u.a. in grants for technical 

assistance and long-term 2 fo loans totalling 60 million u.a. 

These funds are intended for investment in the public sector and the 

terms proposed by Kal ta take .into account the constraints, of Maltese 

legislation, which prohibits the Government from subscribing to 

loans involving an interest rate of more than 3 1t. 

... ; ... 
(1) New potatoes, onions, out flowers and flower buds, other live plants. 

(2) Notably flower seeds, other seeds, grape juice. 

• 
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Commission assessment 

8. The Commission feel,s that, by means of the various specific measu­

res which the Community has implemented in favour of Malta this year 

outside the Financial 'Protocol, the Community has demonstrated in 

practical terms that the Community is keen to strengthen its links 

vli th Malta and help it to cope with its economic problems. 

Concurrently with these support measures, the C.Ommuni "ty has succeeded 

in implementing the Financial Protocol, at least for the capital 

projects and technical assistance and. training projects submitted 

by Malta, which have absoi~ed half the amount budgeted. Lastly, the 

discussions on the development of the A?sociation have enable both 

sides to understand each other's position better and to pinpoint the 

problems. 

The first stage of the Association Agreement governing trade arran{;ements 

with Malta expires at the end of 1980, and so does the Financial Proto­

col.. During the coming year, negociations will take place to determine 

the terms of·the trade arrangements to be applied as from 1981 between 

the Community and Malta. At the same time, the Community should give 

Malta an answer to its request regarding a second financial protocol., 

9. The Commi~sion feels that the req~ests formulated by the Maltese 

Government on trade matters should be answered in 1980 in the overall 

framework of the relations envisaged and in the light of the solution 

adopted,for the period starting 1 January 1981. 

The Commission will tra.nsmi t the proposals on this subject to the 

COuncil during the first half of next year. 

. .. ; ... 
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• 
10. It should be stressed that ·the Maltese Government attaches capi­

tal importance to the question of continuation of financial cooperatio~ 

and regards it as much an urgent matter that the Community should give 

'its reply, at least in principle, at the beginning of next year. 

· The Commission feels that the Community could not remain insensi­

tive to the problems which Malta will be facing in the years ahead. 

, These involve first of all the need to restructure the economy which 

has traditionally been based on services, and to reach the degree of 

industrialization which would provide employment for the island's 

population and therefore ensure Malta's economic survival. The analyses 

carri~d out to assess the foreseeable consequences of enlargement for 

the co-contracti~ Medi terranea.n countries have shown that Malta is 

one of the countries which will be most affected. 

Lastly, the continuation of financial cooperation with Malta will 

enable the Community to maintain the momentum of its relations with 

that country under the Association. 

' ' 
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Annex. 

Maita: The medium-term.economic problem 

An additional Memorandum 

The discussions which took place in Brussels on'the 

26th and tne 28th June 1979 between the Commission and 

the Maltese delegation served to put into perspective 

the economic difficulties which Malta will be facing during 

the next five years. It was explained that Malta's 

economic problems would be greatly eased by a further 

financial protocol on terms and conditions wh!ch can be 

borne by the Maltese Exchequer. 

The Memorandum presented to the Commission in April 1979 

outlined the main difficulties which beset ·Malta in its 

task to restructure the economy and to absorb both the 

direct loss of about 28 million units of account per 

year to the Government budget as rental payment for the 

British base in Malta as well as the additional loss of 

a further 20 million units of account per year which 

represented a direct contribution to the Maltese economy 

out of the British war expenditure in Malta~ 

The Memorandum indicated that Halta requires heavy 

inv.;stment in productive "enterprise·s in order to absorb . 
available manpower9 In order to undertake the required 

rnassive investment programme in industrial enterprises, 

Malta is actively seeking to establish a strong 

oo/iDO$ 
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industrial base especially by attr~~ting joint venture 

_partners to push forward its industrialization programme. 

In this way Malta will, by 1985, earn adequate levels 

of foreign currency to r.eplace the financial inputs 

which have been lost following the closure of the. 

British military base in March 1979. 

The investment requirements .which are needed to support 

Malta's industrialization programme are expected to come 

mainly from three.sources- equity shareholding by foreign 

investors, local investors and the Maltese banking syStem • 
.. 

Until these projects mature and provide the required 

number 9f jobs the Government of Malta has no option but 

tp continue absorbing surplus manpower in the labour corps. 

by deploying them on essential infrastructUral projects~ 
>#· I 

·.It has been estimated that in order to push forward 

this programme of development projects a total amount 

of aroUnd 320 million u.a. must be found for public 

investment in econamic.and social infrastructure as well 
. ' 

as ·in directly productive 'activities between.'l980 and 

198S .. 

It is obvious that given the magnitude of the prohlem 

and Malta's complete lack of resources, Malta has no other 

option but to resort in the medium ter.m to foreign 
' 

.. / ... 
' 
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assistance. Malta is accordingly requesting the 

Community development assistance under a supplementary 

financial protocol making available 68 million u~a. 

This request is at the same time being supplemented by 

other efforts to.secure additional finance from other 

countries, especially those which benefitted most 

from Malta's new status of neutrality in the cause of 

peace .. 

The funds requested from the Community-will be mainly 

utilised' to implement the public sector_investment 

programme which includes the building of factories for 

new manufacturing enterprises; the provision of new 

port facilities required to promote Malta as a trade 

centre; the'conservation and development of water 

resources to meet the agricultu!al, domestic and 

tou~ist needs; and the further expansion of the 

electricity generation and telecommunications systems 

wl1ich are both vital factors if Malta's proc~ss of 

economic growth _is to go on unabated. 

It is now widely accepted that Malta is not. faced 

with the no~al development problems experienced by 

other developing countrieso Indeed, Malta's problems 

are uniaue and call for a different solution: thus, for 
~ . 

' 
instance, due to the substantial loss of income from. 

the Military base and other factors peculiar to ~alta 

4... 
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the Maltese budget is unable to be~r loans on commercial 

t_enns. For thes-e reascons the Government is precluded 

by law· from borrowing at COIM\erci.al rates. 

Given Malta's peculi~r development problem~ further 

" ass~stance by the Community should-not therefore follow 

the normal pattern of financial aid consisting of a 
/ 

mix of soft and hard.loans. Further financial assistance 

to Malta should therefore be aimed at and tailored to 

the Maltese economy'~ special conditions and' 

circUil\s t-ances. 
~ 

\ 

For this purpose, it is ·requested that a grant of 8 million 

units-of account be made available for technic~l 

as.sistance requirement~ while a long-taann loan o~- 60 

million units of account at an interest rate of ·2 per 

cent-be provided during the next three crucial years· 
' so·that Malta will not only be able to avoid a fall in 

living standards· but also fuifill the set economic ~nd 
' ' 

social develol'ltlent objectives within the shQ.rtest, 

possible tin\e. 

... ...... 

.July 1979 
' 

•· 

. .;. 
~:-. , 
l· 
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