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Despite being a small Mediterranean island, Malta has 
become a leading international banking centre and 

today accounts for a significant share of global banking ac-
tivity. Lured by the ease of doing business, international and 
regional players have established operations in the country. 
Today, Malta’s banks are the envy of many of its European 
peers as they are ranked among the safest and best-run finan-
cial institutions in the EU. The sector suffered no systemic 
shocks or banking failures. There is a clear divide between the 
local retail banks and the more investment-focused, special-
ised foreign banks that have set up in Malta and which have 
almost no interaction with the domestic economy. The island 
is also welcoming a new breed of financial institutions and is 
increasingly on the radar of non-banking finance companies 
in search of a regulatory framework suited to their needs.

From a Small Base
Malta has a small domestic market and its banks’ strategies 
have traditionally been tied to the local economy. The two 
largest retail banks on the island, Bank of Valletta (BOV) and 
HSBC Malta, can trace their origins back to the 19th century. 
Maltese banking history has seen a number of mergers and 
acquisitions that shifted the competitive landscape, as well as 
a period during which major institutions were nationalised. 
However, the desire to establish Malta as a centre for financial 
services in the late 1980s and 1990s brought extra dynamism, 
ambition and pace to the sector’s development. The banking 
sector changed significantly, having been transformed from a 
tightly controlled publicly owned sector into one of liberali-
sation and foreign ownership. Malta also garnered attention 
when it joined the EU in 2004, and the eurozone in 2008, as 
more banks discovered the island as a platform for business. 
Today, 26 credit institutions have a presence in Malta, offering 
a full set of banking services that range from retail and invest-
ment banking to trade finance and custody services.

High Marks
Employing some 4,000 people, or 2 per cent of the work-
force, the banking sector is today the star economic per-
former, leaving Europe’s powerhouses such as Germany, the 
UK and France – and even banking centres like Switzerland 
or Luxembourg – behind in international rankings. The 
World Economic Forum’s Competitiveness Index 2013-2014 
rates it as the 14th soundest banking system in the world. In 
2013, institutions such as the International Monetary Fund, 
the European Commission, Bloomberg and the credit rating 
agency Standard & Poor’s confirmed the sector’s robustness 
and resilience. BOV and the parent banks of domestic subsidi-
aries – such as HSBC – have successfully passed the EU-wide 
stress tests of recent years. 

Clusters of Activity
Holding over €50 billion in assets, almost eight times the coun-
try’s GDP, the financial system seems large when compared 
to the economy’s output. However, the key defining factor of 
the banking sector is that it is sharply segmented and essen-
tially divided into three clusters. The assets of the island’s five 
core banks, which have strong links with Malta’s economy, 
amount to 211 per cent of GDP, which is below the EU average 
of around 350 per cent of GDP. Banks with limited links to the 
domestic market have assets totalling 78 per cent of GDP. The 
rest of Malta’s banking sector is made up of international banks 
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with no links to the domestic economy, with assets totalling 
492 per cent of GDP. They do not take local deposits, but rather 
focus on business with non-residents or intragroup transac-
tions supporting their parent banks, or concentrate their activi-
ties on areas such as trade and project finance, syndicated loans 
and investment banking. In fact, many of them hold executive 
responsibility for specialised areas of their group’s global opera-
tions.

A Mosaic of Banks
BOV and HSBC are the largest players in the local retail sector. 
With almost €12 billion in assets and nearly €10 billion in de-
posits, they account for around 90 per cent of the domestic 
market. Both banks traditionally register an annual pre-tax 
profit in the region of  €100 million. APS Bank, Lombard Bank 
and the Portuguese Banif Bank also have a significant presence 
on the island. The local banks are retail-deposit funded, and 
their loan portfolios are diversified in different sectors of the 
economy. Several other banks have small-scale operations in 
Malta, including the Austrian banks Volksbank and Sparkasse. 
A number of niche banks offer corporate banking services or 
seek to attract customers from the local saving and invest-
ing community with competitive interest rates. The largest 
international banks are subsidiaries of Turkey’s Akbank and 
Garanti Bank. They use Malta as a booking centre for foreign-
exchange loans. Other leading banking groups with a presence 
in Malta are Deutsche Bank, BAWAG, Raiffeisen, IIG Bank and 
CommBank. In addition to the banks, 28 financial institutions 
such as foreign exchange businesses and factoring operations 
of international corporations, as well as a number of payment 
institutions, have operations in Malta.

Successful Strategies 
A deep-rooted conservative approach to banking adopted by 
the domestic banks in Malta has served the island well. Bank 
funding depends on retail deposits rather than wholesale bor-
rowing, and over the years, the island has stuck to this conven-
tional banking approach. Most banking institutions increased 
their earnings during 2012, reflecting the strong fundamentals 
of Malta’s retail and corporate business segments. The coun-
try’s banks maintain substantial liquidity, adequate capital and 
prudent lending policies. The regulatory capital of the domes-
tic banking sector stands at 14.3 per cent and the tier one ratio 
is 10.3 per cent, with the latter being well above the new Basel 
III minimum requirements of 6 per cent, even when adding in 
the new capital conservation buffer of 2.5 per cent. And while 
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the loans-to-deposit ratio in the euro area averages around 110 
per cent, it stands at 70 per cent for the Maltese banking sector. 
Operating income in the domestic sector averages around 3 
per cent. In contrast to many European countries in 2012 and 
2013, banks’ deposits and credit to the private sector continued 
to increase. In October 2013, Malta’s sector held deposits of 
close to €43 billion, with resident deposits accounting for €11.5 
billion and foreign deposits for some €31.5 billion. 

Malta’s international banking segment also finds the island 
to be a profitable base. Credit institutions benefit from its 
growing international finance centre and the high demand for 
specialised, sector-specific banking solutions that come with 
it. Malta offers plenty of opportunities for specialised banks, 
niche players or institutions targeting regional markets. Trade-
finance specialist FIMBank, which grew from its base in Malta 
to become an international banking brand, is one of Malta’s 
greatest success stories. The bank was founded in Malta in 1994 
and has set up offices in major cities across the world. Today the 
bank forms part of the Kipco Group, one of the largest diversi-
fied holding companies in the Middle East and North Africa. 

Prudential Oversight
Strong financial sector oversight is a critical pillar in Malta’s 
success as a financial centre and supports the robustness 
of its banking sector. Banking legislation is founded on 
European Union legislation and is compliant with the Basel 
Core Principles. The presence of a single regulator, the Malta 
Financial Services Authority (MFSA), which has built a repu-
tation for being a meticulous, yet accessible, supervisory body, 
ensures that banks are closely monitored and fully compliant 
with regulations. While the MFSA is cautiously selecting and 
screening new applicants, it has pointed out that the appe-
tite for a banking licence has been diminishing. In fact, most 
banking aspirants operate as non-banking financial services 
companies or have business models that do not require them 
to follow the strict rules that deposit-taking institutions are re-
quired to uphold. 

Many of these companies have found a new home in Malta 
as the regulatory framework also caters for financial activities 
which do not require a full banking licence. Credit card com-
panies, payment service providers, payment gateways, card 
issuers and eWallets are today regulated under the Financial 
Institutions Act. As one of the EU front-runners in terms of IT 
adoption and sophistication, Malta also provides a favourable 
regulatory framework for eBanking solutions, allowing banks 
that serve their clients exclusively online to start operations 
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with a lower capital requirement compared to a full banking 
licence. 

Banking and finance institutions operating in, or from, 
Malta benefit from a high quality of staff and a comprehensive 
support network. A large number of accounting and auditing 
practitioners, ranging from small boutique practices to the 
global ‘Big Four’ accountancy firms and numerous legal firms, 
support the sector. Operating, training, retention and recruit-
ment costs are up to one-third less than in other EU countries, 
and highly educated staff such as branch and treasury manag-
ers are easily sourced. 

Minimising Risks
While Malta’s banking sector is performing well, developments 
in the international banking world are being closely monitored 
in order to detect potential spillovers from troubled euro-
zone economies. In addition, the domestic banks are heavily 
exposed to the property market. The two largest retail banks 
reported that non-performing loans had increased to over 5 
per cent in the last financial year, reflecting subdued conditions 
in the construction and real estate sectors. While a decline in 

10.3%
tier one capital ratio 
of Malta’s domestic 

banking sector
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property prices could have a sizeable effect on the domestic 
banking sector, this is not likely to happen in the short term. 
Nevertheless, Malta’s banks have already taken steps to safe-
guard their positions and have limited their lending to prop-
erty developers. 

January 2013 also marked the start of implementing the 
Basel III package of measures. While the effects of this reform 
on any particular bank depend on the structure of their assets 
and liabilities, some business lines may no longer be viable as 
a result of Basel III. Observers say that several international 
banks are currently rethinking their strategies to find ways on 
how their Malta operations can deliver the best returns. 

Business Opportunities
In fact, the island’s constantly expanding international finance 
sector offers plenty of growth opportunities in areas such as 
ship finance, investment banking and custody services. Malta 
is also a land of opportunity for credit institutions looking for 
an EU-compliant, yet flexible, domicile that provides access to 
the EU market and the neighbouring countries of North Africa. 
The emerging economies of the region have a high demand for 
infrastructure development, offering opportunities in the area 
of project finance. Malta’s professionals also believe that there 
is strong potential to attract more eCommerce payment busi-
ness and payment factory operations to the island and promote 
Malta as a location from where to service customers across the 
globe. The island’s growing importance as a fund domicile has 
triggered the need for custody services, and Malta is keen to 
further increase the number of custodians in a bid to attract a 
greater number of funds.

Potential Remains Strong 
In the face of the current European debt crisis it has become 
apparent that the true value of Malta’s banking industry lies in 
prudential oversight and a robust regulatory regime, as well as 
the sound policies and practices of all stakeholders. The risk of 
contagion spreading to Malta is low, and the island is keen to 
ensure that this remains so. Malta’s strengths lie in the provi-
sion of specialist banking services in which it aims to compete 
on an international level. In particular, expanding into North 
African markets from Malta offers foreign credit and finance 
institutions plenty of potential. Locally, increased demand will 
result from the deepening and widening of the finance indus-
try, which will allow international banks to satisfy emerging 
banking needs. �
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