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Stock Market Review

F
or the first time in
many years, last
month’s Malta Gov-
ernment Stock offer-
ings in the primary
market were over-sub-

scribed by members of the public at
the fixed offer price leaving no bal-
ance available for the auction
process where financial institutions
and insurance companies normally
bid for amounts larger than
€100,000. 

As the news broke out of this large
demand on November 11, bloggers
on the timesofmalta.com website
posted their comments with some
downplaying the significance of this
event stating that the stocks were
taken up “by stockbrokers”. This
statement is incorrect as stockbro-
kers do not acquire such large sums
for their own account. Stockbrokers
mainly act as intermediaries
between their clients (private indi-
viduals and local companies) and
the issuers of financial instruments,
in this case the Treasury, on behalf
of the Government of Malta. 

The statistics published by the
Treasury indicate that almost 5,000
applications were lodged for the five-
year and the 20-year paper with total
demand amounting to €152.7 mil-
lion (an average of €30,540 per appli-
cation). Since the total amount on
offer was of €100 million, the Trea-
sury adopted a heavy scaling down
exercise leaving many investors dis-
appointed at the low level of allot-
ment in the 20-year paper.

This is a strong vote of confidence
in the sovereign state of Malta by the
Maltese investing public at a time
when a peripheral eurozone sover-
eign debt crisis is unfolding. In fact,
Ireland is the second country after
Greece which needed and accepted
a bailout by the ECB and the IMF.
Despite the global economic imbal-
ances, Malta’s Budget deficit is
expected to fall to a very respectable
3.9 per cent of GDP in 2010 improv-
ing to 2.8 per cent of GDP next year.
As I highlighted in one of my recent
articles, this compares very
favourably with many other larger
European nations whose Budget
deficits have climbed to unsustain-
able levels thereby negatively affect-
ing their ability to borrow from the
financial markets.

In fact, the extra return being
demanded by investors to hold on to
government bonds of the eurozone
periphery nations of Greece, Ire-
land, Spain and Portugal has
reached record levels in recent
weeks. The yield on a 10-year Greek
bond rose to over 11.5 per cent, with
Ireland’s 10-year bond yield climb-
ing to 8.9 per cent from 6.9 per cent
in October. On the other hand, the
yield on the 10-year Malta Govern-
ment Stock fell to four per cent from
4.55 per cent at the beginning of
2010 signifying the ability of the Gov-
ernment of Malta to borrow at low
interest rate levels. The recent

improvements registered in the
Malta government’s finances was
also highlighted by the international
credit rating agency Fitch as it
recently maintained Malta’s rating
at A+ with a stable outlook. 

The Fitch analysis reflects Malta’s
“smooth passage through the reces-
sion, with limited fiscal damage,
demonstrable financial sector
resilience and signs of a strong eco-
nomic recovery”. 

Fitch also noted that Malta’s
domestic banking system required
no financial assistance from the gov-
ernment due to the conservative
approach to banking and its super-
vision.  

The strong demand by the public
for the recent Malta Government
Stock issues should also be looked
at in the context of the primary bond
market issuance that has already hit
the market this year. After a strong
year for the bond market in 2009
when a total of €810 million was
issued (of which €295 million by cor-
porates), the increased appetite for
fixed interest securities was once
again evident this year. A total of
€879 million was raised in the past
11 months (€299 million from cor-
porates) with some companies
approaching the market for the first
time.

This strong demand in the pri-
mary market very clearly indicates
that the Maltese investing public has
warmed up to investing locally
rather than overseas. Unfortunately
this could also be a result of some
very sour experiences by numerous
investors over the past two years
with various international bonds
among which those of Lehman
Brothers and perpetual bonds
issued by UK banks.

While this increased preference to
investing locally rather than inter-
nationally is positive for the local
economy, this strong appetite for

local fixed-interest investments may
pose some problems going forward.

Currently, the secondary market
in Malta is not liquid enough to
absorb the consistent demand for
local fixed-interest securities leaving
investors unable to purchase the
quantities required from those
bonds already listed on the Malta
Stock Exchange. It is therefore
becoming extremely important that
a more liquid secondary market
develops to cater for this consistent
demand. 

As many retail investors buy
bonds to help them improve their
income, thereby generally holding
these securities for longish periods,
the participation of financial insti-
tutions is needed to help create a
two-way market. Regrettably, many
financial institutions which hold
large amounts of securities in the
secondary market (including the
Central Bank of Malta) are still not
willing to trade regularly thereby
creating the much needed liquidity
in the market.

Without an adequately liquid sec-
ondary market in place, a consistent
new issuance programme from the
government as well as from existing
and new corporate bond issuers
would need to materialise to satisfy
current investor appetite as was evi-
dent once again in last month’s MGS
issue. 

A set of new policies issued by the
Malta Financial Services Authority
on August 16 could lead to a lower
number of new issues coming to the
market in 2011. These policies regu-
late the setting up and the manage-
ment of a sinking fund and also cater
for additional safeguards on the
financial soundness of applicants for
a bond issue that are non-banking
institutions. Financial market
observers are not surprised that the
only two bond issues coming to the
market since these Listing Policies

came into force were from Mediter-
ranean Bank plc and FimBank plc as
these were not impacted by the new
regulations. Observers believe that
the new MFSA requirements could
in fact deter companies from using
the bond market to raise funds to
grow their business.  

Should the government and other
local companies not offer new
investment opportunities in the
form of new bonds, investors will be
left with no option but to invest over-
seas once again, to the detriment of
the local economy. 

Yields of highly rated interna-
tional bonds with a determined
maturity date are at record lows and
few investors are willing to go for
such low yields. As a result some
investors are regrettably resorting to
lowly rated hybrid securities (such
as perpetuals or non-cumulative
fixed-interest preference shares) at
higher risk without realising the pos-
sible consequences of such deci-
sions. Investors who hold such secu-
rities issued by Lloyds Banking
Group plc come to mind. 

In my view, it was not the inten-
tion of the MFSA to introduce poli-
cies which could hinder new issues
coming to the market, so perhaps a
further consultation process
between the MFSA, the MSE, mar-
ket practitioners and the Ministry of
Finance on the new policies issued
last summer would be beneficial.
Such a debate should help to ensure
that the growth momentum experi-
enced by the MSE in new bond list-
ings over the past two years which
investors are so keen to participate
in, is not stalled unnecessarily. Malta
needs its stockmarket to grow and
provide local residents with local
investment opportunities. This
should also help the government
achieve its aspirations of making
Malta a financial services centre of
excellence by 2015.

A further
consultation
process between
the MFSA, the
MSE, market
practitioners and
the Ministry of
Finance on the
new policies
issued last
summer would be
beneficial.
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The state of the local bond market

The public response to last month’s Malta Government Stock offerings is a strong vote of confidence in the
sovereign state of Malta by the Maltese investing public at a time when a peripheral eurozone sovereign debt
crisis is unfolding.


