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The Cyprus economy was in a precarious state 
at the beginning of 2011 as a result of serious 
concerns over the sustainability of fiscal imbalances 
that had developed over the previous years. The 
concerns arose as a result of steep increases in 
public spending,   which were significantly higher 
than economic growth, and projected further 
increases, including a rapidly rising pension bill. 
Although the problem had been acknowledged, 
the significant delays in taking corrective action 
eroded the credibility of the sovereign and by May 
2011 the government lost access to borrowing from 
international markets. 
 Despite this fragility, the economy grew in 
the first half of 2011, albeit   insufficiently to arrest 
increases in the rate of unemployment. However, in 
the second half of the year the economy returned 
to recession, with a significant decline in GDP in 
the third quarter and a further decline in the fourth 
quarter. These developments were the result of the 
destruction of the Vasilikos power station on 11 
July 2011 and the resulting impact on production 
as well as     on consumer and investor confidence. 
Contributing to the deterioration were the negative 
developments in Greece   and the weakness in the 
European economy which was adversely affected by 
the worsening sovereign debt crisis. The recession has 
led to a further significant increase in unemployment. 
According to seasonally adjusted data from Eurostat, 
the unemployment rate reached 9,3% in December 
2011, an unprecedented figure for Cyprus.
 The government’s lack of access to international 
markets,   in conjunction with successive sovereign 
downgrades by the international credit rating 
agencies in a deteriorating economic environment 
and the worsening of conditions in Greece also 
caused downgrades of Cypriot banks. According to 
analysts, a key reason for the downgrading of Cypriot 

banks is the reduced ability of the government 
to support its banking system, should the need 
arise. This concern was magnified as a result of the 
decisions by the heads of states and governments 
of the European Union on 21 July and October 26 
to impose a “haircut” on Greek sovereign debt that 
forced banks to record losses on their holdings. 
 Although the haircut of Greek sovereign debt 
has imposed losses on Cypriot banks the challenge 
is judged to be manageable. Where needed, 
capitalisation plans have been prepared.  The CBC has 
reviewed and approved these plans and is monitoring 
their implementation closely.    
 Developments in Greece created a negative 
feedback loop with the sovereign adding pressure 
to the banking sector and the banking sector 
contributing to further pressure on the sovereign. This 
reinforced the need to restore fiscal sustainability to 
break the adverse downward spiral in our economy
 Following the change in the Council of Ministers in 
August, fiscal policy was put on to a new basis.  With 
strong leadership by the Minister of Finance, and 
constructive cooperation from Parliament, significant 
fiscal consolidation and structural measures, including 
on pensions, have been enacted into law. Together, 
these measures constitute a first step towards long-
term fiscal consolidation. According to the European 
Commission, a deficit target of less than 3% of GDP 
in 2012 is attainable with the immediate and full 
implementation of all approved measures. Despite 
these positive developments, however, the recent 
downgrades of the Cyprus economy and banks, 
demonstrate that more effort is needed to restore 
confidence and regain the sovereign,s credibility. 
Successful implementation of the   recapitalisation 
plans of  Cypriot banks is of the utmost importance 
for preserving a strong base for healthy growth.   
In addition, the restoration of fiscal discipline and 

1. ΙNTRODUCTION BY THE GOVERNOR
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market confidence is considered a prerequisite 
for the achievement of sustainable growth and 
high employment. Implementation of the Fiscal 
Compact  signed by the President of the Republic on 
March 2 and further structural reforms are needed to 
stop the vicious cycle that consumed the economy 
during 2011. 
 The focus of fiscal policy should continue to 
be on curbing public expenditure. This should be 

achieved mainly through cuts in unproductive 
spending in order to avoid undermining the country’s 
growth.  Reducing unproductive expenditure would 
free resources for investment thus raising productivity 
and growth. Together with further structural reforms, 
such a policy would promote sustainable growth, 
creating high wage employment and raising the 
standard of living on the island. 

Dr Athanasios Orphanides 
Governor
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2. MANAGEMENT AND ORGANISATION OF THE BANK
2.1 BOARD OF DIRECTORS

Athanasios Orphanides 
Governor and Chairman from 2 May 2007.

Marios Klitou 
CEO of Baker Tilly Klitou, a firm of auditors, 
accountants and business consultants.   Fellow 
of both the Institute of Chartered Accountants 
in England and Wales and the Association of 
Chartered Certified Accountants of UK.   Locally, 
he is a   member of the Institute of Certified Public 
Accountants of Cyprus (ICPAC) and a Member of 
ICPAC’s International Business, Shipping and Foreign 
Investments Committee.  He is also a Member of the 
Chamber of Financial Auditors of Romania (CAFR) 
and a Member of the Body of Expert Accountants 
and Chartered Accountants in Romania (CECCAR).   
He is a member of the Council and the Treasurer of 
the Cyprus Investment Promotion Agency (second 
term). He also served as a member of the Council of 
Economic Advisers of the President of the Republic of 
Cyprus from 2003 to 2008 and on the Board of Cyprus 
Development Bank Ltd from 2005 to 2008.  In 2011 he 
was elected Member of the EMEA Regional Advisory 
Council of Baker Tilly International. Appointed to the 
CBC’s Board in April 2008.

Nicos Constantinou 
BSc in information systems and an MBA from the 
UK. He is a Fellow Member of the UK’s Association 
of Chartered Certified Accountants (FCCA) and 
a Member of the Institute of Certified Public 
Accountants of Cyprus. Managing partner in an 
audit and consultancy practice and the International 
Franchise Director of an international retail business. 
He holds senior advisory positions in a number of 
international companies based in Europe and Asia. 
Appointed to the CBC Board in December 2008.

Andreas Matsis 
Entrepreneur and Vice President of the Cyprus 
Chamber of Commerce and Industry. Served as 
President of the Famagusta Chamber of Commerce 
and Industry between 2002 and 2008. He also served 
on the CBC’s Monetary Policy Committee between 
2000 and 2007. Appointed to the CBC Board of 
Directors in December 2008.

Athanasios
Orphanides

Marios
Klitou

Nicos
Constantinou

Andreas
Matsis
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Bambos Papageorgiou 
Dr Papageorgiou received his Ph.D in political 
philosophy from University College London. In 
1991 he joined the European University Cyprus 
Research Centre and today heads the Centre’s 
Socio-Economic and Political Research Department. 
He previously served on the Board of the Cyprus 
Telecommunications Authority and has been a 
member of the CBC Board since December 2008.

Haralambos Akhniotis 
He was first appointed to the CBC in 1963. Between 
1992 and 2002 he was Chief Senior Manager of the 
Economic Research and Management Services 
Division and from 2002 to 2009 he served as Adviser 
to the Governor of the CBC. Between 2000 and 2007 
he was a member of the CBC’s Monetary Policy 
Committee and was also responsible for Cyprus’s pre-
accession negotiations for the chapter on Economic 
and Monetary Union. He also served as alternate to 
the Governor in the ECB’s General and Governing 
Councils between 2004 and 2009. Appointed to the 
CBC Board in May 2009.

Louis Christofides
Louis Christofides received his Ph.D from the 
University of British Columbia in 1973. Between 1972 
and 2002 he was on the faculty of the University of 
Guelph, Canada, serving as Chair of the Department 
of Economics between 1987 and 1997. Between 
2002 and 2006 he served as Chair of the Department 
of Economics, University of Cyprus and has been 
Dean of the University’s Faculty of Economics and 
Management since 2006. Prof Christofides is a 
Research Associate of CESifo and a Research Fellow 
of IZA. He has served as a referee for numerous 
academic journals, universities and granting agencies 
in Canada, the US, and the EU and as a consultant 
to the governments of Canada and the European 
Union. He is currently Editor of the refereed journal 
Ekonomia, published by the Cyprus Economic Society 
and the Department of Economics, University of 
Cyprus. Since 2011, he has been serving as a member 
of the Cyprus Scientific Council. Appointed to the CBC 
Board in November 2011.

Bambos
Papageorgiou

Haralambos
Akhniotis

Louis
Christofides
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2.2 SENIOR MANAGEMENT TEAM

Α. Orphanides
Governor

C. Poullis
Senior Director

•	Bank	Supervision	&
Regulation Department

•	Licensing	Section

K. Zingas
Senior Director

•	Financial	Markets
Department

•	Risk	Management
Section

•	Payment	Systems	&
Accounting Services

Department

P. Frank
Senior Director

•	Statistics	Department
•	Information

Technology Department

G. Syrichas
Senior Director

•	Economic	Research
Department

•	Financial	Stability
Department

•	Governor’s	Office

C. Papadopoulos
Senior Director

•	Domestic	Banking
Operations 

Department
•	Human	Resources,

Organisation	&	
Methods

Department

S. Stavrinakis
Senior Director

•	Security	&	Technical
Support Department
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International economic developments
In 2011 the world economy plunged back into 
recession, following a series of adverse developments, 
which had a negative impact on economic activity. In 
particular, the debt crisis in Europe caused a negative 
feedback loop between the risks in the fiscal and 
financial sectors and the real economy. Moreover, 
the controversy regarding the increase of the ceiling 
on government debt in the US undermined market 
confidence.  Furthermore, the devastating earthquake 
in Japan caused disruptions in global production, 
while the political turmoil in some oil producing 
countries created upward pressures on oil prices.
 As a consequence, the downside risks to economic 
activity continued to increase, reducing investor 
confidence at record levels. The governments of euro 
area countries adopted specific measures to address 
the debt crisis. The main measures were those agreed 
at the EU summits on 21 July and 26 October 2011 
and included approval of aid for countries in the euro 
area facing excessive debt and liquidity problems, 
including Greece.  However, the effectiveness of these 
measures and consequent prospects in the euro area 
were strongly challenged by the markets, with yields 
for Belgium, Italy, Spain and Cyprus bonds reaching 
historically high levels.
 More specifically, the forecasts for GDP growth in 
2011 using updated data up to the cut-off date in this 
Report, was 1,5% for the euro area , 1,7% for the US, 
0,8% for the UK and -0,6% for Japan (Chart 3.1). 
 The upward trend in inflation recorded in the 
developed economies in the first half of the year 
moderated in the second half, mainly due to the 
slowdown in world economic activity.   Analytically, 
inflation averaged 2,7%, 3,2%, 4,5% and -0,3% in the 
euro area, the US, the UK and Japan, respectively 
(Chart 3.2). In the emerging economies, inflation 
remained at relatively higher levels. In light of the 

above developments, the major central banks 
maintained their interest rates at low levels in 2011, 
while injecting significant liquidity into the banking 
system. Although the ECB initially implemented a 
stricter anti-inflationary policy than the Fed and the 
Bank of England, it nevertheless proceeded with an 
easing of its monetary policy stance at the end of 
2011, as a result of the sharp slowdown in growth in 
the euro area and the turmoil in the financial markets. 
In particular, in November and December 2011 the 
ECB lowered its key interest rate by 25 basis points 
respectively, and continued to provide increased 
liquidity to the banking system. In addition, on 7 
August 2011 the ECB   reactivated its Securities and 

3. Economic Developments
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Markets Programme, the aim of which is to reduce 
pressure on government bond yields. Up until the 
cut-off date for updating data in this Report, the Fed 
and the Bank of England maintained their key interest 
rates unchanged at between 0%-0,25% and 0,5%, 
respectively. The main refinancing rate of the ECB 
stood at 1%.
 The significant market tensions experienced in 
2011 contributed to a growing unwillingness among 
investors to hold risk-bearing  assets, and an increase 
in the prices of gold and the safest   government 
bonds, reflecting investors’ concern about the 
prospects for some economies. More specifically, 
from the beginning of the year under review, the DJ 
Eurostoxx and Nikkei indices recorded a loss of 17%, 
while	the	S&P500	remained	unchanged.
 Overall, global recovery is threatened mainly 
by the higher probability of downward risks being 
materialised in the euro area. The latest forecasts by 
international agencies and analysts for 2012 point 
to   negative GDP growth of 0,2% in the euro area 
and  positive growth of 1,8% in the US, 0,5% in the 
UK and 1,7% in Japan. Inflation in 2012 is expected to 
reach 1,6% in the euro area, 1,7% in the US, 2,6% in the 
UK and -0,3% in Japan (Charts 3.1 and 3.2, page 12).

Domestic developments
Monetary developments 1,2

In 2011 the growth  of loans to the domestic private 
sector experienced a significant slowdown, reaching 
a historically low  of 5% in December 2011 compared 
with 8,2% in December 2010. This mainly reflects 

the large deceleration recorded in the loans to 
households for house purchase, which is intertwined 
with the rapidly deteriorating financial conditions 
(both at the domestic and international level), the 
slowdown in domestic economic activity and the high 
cost of borrowing.
 More specifically, the annual growth rate of loans 
to domestic non-financial corporations exhibited 
a slowdown to 4,7% in December 2011 compared 
with an increase of 6,2% in December 2010. A similar 
trend was also recorded in the annual growth rate of 
loans to domestic households (Table 3.1, page 14), 
which increased by 4,9% in December 2011 compared 
with an increase of 9,4% in the corresponding month 
of 2010. Loans to households for house purchase 
experienced the largest slowdown out of all the loan 
categories, with a growth rate of 5% in December 
2011 compared with 14,3% in the corresponding 
month of 2010, thus recording the lowest annual 
increase in recent years.
 With regard to the annual growth rate of domestic 
private sector deposits3, this continued to decelerate 
due to the economic uncertainty, reaching 1,1% 
in December 2011 from 6,3% in December 2010. 
This deceleration was mainly due to the slowdown 
recorded in the annual growth rate of deposits in all 
categories. 
 Deposits by domestic households, which 
constitute the largest share of deposits in the private 
sector, followed a similar trend (Table 3.2, page 14). 
More specifically, their annual growth rate slowed 
down to 2,9% in December 2011 compared with an 

1. All monetary data, including interest rates, refer to data excluding the CBC and/or the Eurosystem. It should also be noted that all data 
analysed in this section refer to domestic residents of Cyprus and exclude organisations or corporations without a physical presence 
on the island (“brass plate” entities). The “brass plate” entities are excluded in order to present domestic developments more clearly 
and achieve comparability of historical data. 

2. For details please refer to the CBC publication Monetary and Financial Statistics, which is available on the CBC website (http://www.
centralbank.gov.cy.)

3. Excluding deposits from MFIs.
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increase of 4,7% in December 2010. It should be noted 
that low growth rates were recorded in deposits with 
agreed maturity, while negative growth rates were 
recorded in deposits redeemable at notice.

Interest rates
The aforementioned financial developments in 
2011 also led to an increasing upward pressure on 
interest rates. As a result, during the year under 
review all interest rates on new loans and deposits 
to households and non-financial corporations in 
Cyprus increased compared with 2010, while an 
upward trend was also followed by the corresponding 
interest rates in the euro area (Charts 3.3 and 3.4, 
page 15). Moreover, the average annual difference 
between   lending rates in Cyprus and the euro 
area widened further in 2011 compared with 
2010. In contrast, the gap between deposit rates 
narrowed due to   higher growth recorded in the 
corresponding euro area rates. Indicatively, the 
average interest rate on loans up to €1 million4 to 
non-financial corporations in Cyprus increased from 
6,64% in December 2010 to 7,39% in December 2011. 
In the euro area, the corresponding increase in the 

aforementioned average rate narrowed the gap 
against the equivalent rate in Cyprus in 2011 to 292 
basis points from 313 basis points in 2010 (Chart 3.3, 
page 15).
 With respect to the average rate on new loans to 
households for housing purposes5, this increased to 
5,73% at the end of 2011   from 5,16% at the end of 
2010 (Chart 3.3, page 15). The corresponding average 
rate in the euro area also increased, reaching 3,48% 
in December 2011 from 2,78% in December 2010. 
Furthermore, the average interest rate for consumer 
loans6 to households increased from 6,79% in 
December 2010 to 6,93% in December 2011, while in 
the euro area it increased to 5,27% in December 2011 
from 5,16% in the corresponding month of 2010, with 
the gap between the two rates reaching 166 basis 
points.
 With regard to deposits, the average rate on new 
deposits of non-financial corporations in Cyprus with 
agreed maturity up to 1 year (Chart 3.4, page 15) 
increased from 3,25% in December 2010 to 3,70% 

4, 5, 6. With a floating rate and up to 1 year initial rate of fixation.

    TABLE 3.1 Loans to domestic households (1), (2)

Domestic households  100,0   9,4 4,9
1. Consumer credit 14,2   0,2 -0,5       
2. Lending for house purchase 53,3 14,3 5,0       
3. Other lending 32,5   6,7 7,3       

Source: CBC.       
(1)	Sectoral	classification	is	based	on	ESA	95.	 	
(2)	Including	non-profit	institutions	serving	households.				
(3) As at the end of the last month available. Figures may not add up due to rounding.

Outstanding
balance as 
% of total (3)

Annual
percentage

change

       2011             2010 2011
        Dec.              Dec. Dec.

    

Domestic households  100,0 4,7 2,9        
Overnight  14,7 1,8 2,0       
With agreed maturity 76,1 6,3 4,2        
up to 2 years 72,0 7,1 3,4       
over 2 years 4,1 -7,7 20,3        
Redeemable at notice  9,2 -2,4 -5,1        
up to 3 months 6,8 -2,8 -6,9      
  over 3 months  2,4 -0,9 0,5       

Outstanding
balance as 
% of total (3)

Annual
percentage

change

       2011             2010 2011
        Dec.              Dec. Dec.

TABLE 3.2 Deposits by domestic households (1), (2)

Source: CBC.             
(1)	Sectoral	classification	is	based	on	ESA	95.						 	
(2)	Including	non-profit	institutions	serving	households.			
(3) As at the end of the last month available. Figures may not add up due to rounding.    
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in December 2011, while the corresponding rate in 
the euro area increased from 1,19% at the end of 
2010 to 1,50% at the end of 2011. An increase was 
also recorded in the average rate on new deposits 
from households in Cyprus with agreed maturity 
up to one year, while the larger increase recorded 
in the corresponding rate in the euro area narrowed 
their average annual gap in 2011 to 147 basis points 
compared with 171 basis points in 2010.

Inflation
In 2011 the domestic Harmonised Index of Consumer 
Prices (HICP) recorded an increase of 3,5% compared 
with 2,6% in 2010. This increase was mainly due 

to the higher growth rates recorded in the prices 
of food, industrial goods excluding energy and 
services. Although lower than in 2010, the double-
digit growth rates recorded in the energy category in 
2011 continued to contribute significantly to headline 
inflation. Excluding energy, inflation reached 1,9% in 
2011 compared with 0,5% in 2010.
 More specifically, in the energy subcomponent, 
prices increased by an average of 18,1% in 2011 
compared with an increase of 19,6% in 2010. These 
large increases in energy prices reflect both the 
various charges imposed and higher oil prices. An 
example of the former was   the 6,96% charge (8%, 
if VAT is included ) on electricity prices approved by 
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the Cyprus Energy Regulatory Authority (CERA) on 31 
August 2011. 
 In 2011 food prices increased by 5,1% compared 
with an increase of 0,7% in 2010. This increase 
was   mainly due to processed food, the prices of 
which increased by 5,8% in 2011 compared with 
a zero increase in 2010. The increase of   VAT   on 
foodstuff from 0% to 5% had an upward effect on the 
major items in this component, with the exception 
of dairy products, which recorded a decrease of 0,6% 
in prices in 2011. The annual increase of 15,9% in the 
prices of tobacco products reflects the increase in 
excise duties in December 2010. Furthermore, the 
prices of unprocessed food increased by 3,8% in 2011 
compared with 1,8% in 2010. HICP excluding the two 
categories of food and energy, which exhibit the 
largest variability and represent approximately 28% 
of HICP, increased by 1,1% in 2011 from 0,5% in 2010. 
 The prices of industrial goods excluding energy 
increased by 1,2% in 2011 compared with zero growth 
in 2010, partly reflecting the increase of VAT on 
pharmaceuticals from 0% to 5%. In the component of 
services, inflation increased to 1,1% in 2011 compared 
with 0,7% in 2010.

 Compared with the euro area average, domestic 
inflation continued to be at higher levels in 2011, 
recording an increase of 3,5% compared with 2,7% 
in the euro area (Chart 3.5). The picture is different 
if we exclude the components of the HICP that are 
highly volatile, i.e. energy and food. More specifically, 
domestic HICP excluding energy inflation was only 
20 basis points above the corresponding euro area 
figure. Moreover, HICP excluding energy and food in 
Cyprus in 2011 was 30 basis points lower compared 
with the corresponding measure of inflation in the 
euro area.

Demand
Preliminary data for 2011 point to a GDP growth of 
0,5%, significantly below the growth rate of 1,1% 
recorded in 2010. However, during the first half of 
2011, economic conditions were very positive, with 
GDP growth reaching 1,5% compared with 0,1% 
in first half of 2010. This development was mainly 
the result of the positive performance of domestic 
demand.
 In the second half of 2011, GDP growth was 
reversed recording a decrease of 0,5% compared with 
a growth of 2,2% in the second half of 2010,  despite 
the positive performance of tourism. The negative 
GDP growth was   mainly the result of the adverse 
effects caused by the destruction of the Vasilikos 
power station as well as the worsening in economic 
and financial conditions in the euro area,  particularly 
in Greece.
 More specifically, in the first nine months of 2011 
domestic demand recorded a decrease of 0,3%. This 
reflects the reduction in public expenditure, resulting 
from the implementation of the fiscal consolidation 
programme, as well as the decline in fixed capital 
formation. In addition, the imports of goods and 
services increased by 1,9% compared with an 
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increase of 2% in the corresponding period of 2010, 
while the exports of goods and services increased 
by 4,8% compared with an increase of 1,6% in the 
corresponding period of 2010, driven mainly by the 
increase in revenues from tourism.

Production
Production as a whole registered a small increase 
in the first nine months of 2011 (Table 3.3).   More 
analytically, construction registered a decrease of 
8,1% in the first nine months of 2011 compared with 
a decrease of 7,6% in the first nine months of 2010. 
On the other hand, wholesale and retail trade, hotels 
and restaurants, transport and storage increased by 
1,3% as a result of the positive performance recorded 
in the tourism sector. Moreover, information and 
communications increased by 3,9% during the period 
under review, while a significant growth of 7,7% 
was recorded in financial and insurance activities, 
compared with a zero change in the corresponding 
period of 2010.

Current account balance
According to the latest CBC data, in the first nine 

months of 2011 an improvement was recorded in 
the balance of goods and services. More analytically, 
the trade deficit decreased from 25,9% of GDP in 
the first nine months of 2010 to 24,9% of GDP in the 
corresponding period of 2011, which was   mainly 
the  result of reduced domestic demand (Table 3.4, 
page 18). The surplus in the services account, which 
historically supports the Cyprus economy, recorded 
an annual increase of €101,4 million or 0,4% of GDP in 
the first nine months of 2011. This improvement was 
primarily due to increased revenues from tourism.
 Nevertheless, the current account deficit reached 
€1.426,8 million or 10,8% of GDP,   compared with 
a deficit of €1.096,8 million or 8,5% of GDP in the 
corresponding period of 2010. An important factor 
explaining the increase in the current account deficit 
is the deterioration in the income account, which 
is due to the reduction in the income from direct 
investments of Cypriot companies abroad.

Financing of current account deficit 
The financing of the current account deficit in 2010 
was mainly through “other investments”, following 
the increase in the deposits of foreigners in Cypriot 

TABLE 3.3 Economic activity in basic sectors, at market prices of 2005  
(chain linking method, annual percentage change)

Wholesale and retail trade,     
transport and storage, 

accommodation 
and food services activities

Financial and
insurance activitiesConstruction

Real
estate

activities 

Q1 2009  -11,2   -3,5   14,2   4,9            
Q2 2009  -17,8   -5,5     8,9   5,1         
Q3 2009  -20,2   -6,8     1,6   5,2        
Q4 2009  -24,6   -3,9    -3,7   5,1        
Q1 2010  -11,1    0,4    -3,9   4,8         
Q2 2010   - 7,1    0,7     0,5   4,6         
Q3 2010   - 4,3    2,6     3,9   4,2        
Q4 2010   - 5,3    3,2     7,9   3,9        
Q1 2011   - 6,4    1,5     9,3   3,3        
Q2 2011   - 6,0    1,7     8,0   3,0        
Q3 2011  -12,3    0,8     5,7   2,8        

Source: Cystat. 
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   TABLE 3.4 Balance of payments
(€ million)

2010 (Jan. Sep.) 2011 (Jan. Sep.)

CURRENT ACCOUNT    7.427,0 8.523,8 -1.096,8  7.098,0 8.524,7 -1.426,8       

GOODS, SERVICES AND INCOME    6.920,7 7.919,4    -998,7  6.619,0 7.909,7 -1.290,7      

GOODS AND SERVICES     5.190,6 6.039,3    -848,7  5.548,9 6.231,7    -682,8      

GOODS          819,2 4.166,5 -3.347,2  1.034,2 4.316,9 -3.282,8      

SERVICES      4.371,4 1.872,9  2.498,5  4.514,7 1.914,7  2.599,9      
      Transport      1.004,5    794,4     210,1  1.035,8    800,1     235,7      
      Travel       1.317,3    647,5     669,8  1.510,1    700,8     809,3      
      Communications services         48,3      40,0         8,3       38,3      37,6         0,8      
      Construction services          30,0        7,5       22,5       27,3        7,6       19,7      
      Insurance services          27,8      23,1         4,7       39,9      24,4       15,5      
      Financial services        598,5    141,1     457,4     550,1    130,2     419,9      
      Computer and information services         44,8      21,8       23,0       42,5      25,6       16,9      
      Royalties and licence fees            5,3      15,9      -10,6         2,8      14,3      -11,4      
      Other business services   1.170,0    120,8  1.049,2  1.169,8    112,3  1.057,5      
      Personal, cultural and recreational services        22,8      18,7         4,1       22,1      22,6        -0,4      
      Government services, n.i.e.        102,1      42,0       60,1       75,9      39,3       36,6      
      Services not allocated             0,0        0,0         0,0         0,0        0,0         0,0      
INCOME       1.730,1 1.880,1    -149,9  1.070,1 1.678,0    -607,9      
      Compensation of employees          27,1    116,0      -89,0       19,4    129,6    -110,2      
      Investment income    1.703,0 1.764,0      -61,0  1.050,7 1.548,4    -497,6      
      Direct investment income        158,6    459,0    -300,4    -378,0    357,5    -735,5      
      Portfolio investment income        721,3    565,2     156,1     624,5    480,0     144,4      
      Other investment income        823,1    739,8       83,4     804,2    710,8       93,4      
CURRENT TRANSFERS       506,3    604,4      -98,1     479,0    615,0    -136,1      
      General government        102,6    163,3      -60,7       90,4    200,7    -110,3      
      Other sectors         403,7    441,1      -37,4     388,5    414,3      -25,8      

CAPITAL AND FINANCIAL ACCOUNT                           1.108,6     1.635,9      
Capital account            7,4     28,3      -20,9       41,9      16,6       25,3      
Financial account        1.129,5     1.610,6      
Direct investment            -342,6        988,7      
      Abroad            -437,0       -326,6      
      In Cyprus              94,4     1.315,3      
Portfolio investment              -2.941,8     3.264,4      
      Assets         -3.186,5     2.837,3      
      Liabilities           244,7        427,2      
Financial derivatives            141,3         -84,4      
Other investment         4.124,0    -2.630,4      
      Assets         6,386,2    -3.994,7      
      Liabilities        -2.262,2     1.364,3      
Official	reserve	assets				 	 	 	 	 				148,7	 	 	 	 						72,2      
NET ERRORS AND OMISSIONS           -11,8       -209,1      

Source: CBC. 

Credit CreditDebit DebitNet Net
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banks. The share of direct investments in the 
financing of the current account deficit reached 3,8% 
in 2010 or 0,4% of GDP.

Exchange rates 
In 2011 the euro appreciated against the dollar 
and sterling but depreciated against the yen. More 
specifically, it depreciated by 4,7% against the yen 
while it appreciated by 4,9% and 1,1% against the 
dollar and sterling, respectively (Chart 3.6).
 As far as Cyprus’s real exchange rate is concerned7, 
it recorded an appreciation of 0,5% in 2011 compared 
with 2010. This small appreciation was due to the fact 
that inflation in Cyprus was slightly higher than the 
weighted average inflation of our trading partners, 
and also due to the general appreciation of the euro 
(Chart 3.7).

Labour market, productivity and labour costs
The partial recovery in employment in the first half 
of the year was reversed by the developments in 
the third quarter. More specifically, employment 

increased by 0,7% in the first nine months of 
2011 compared with a decrease of 0,3% in the 
corresponding period of 2010. It is worth noting 
that the annual increase in employment in the third 
quarter of 2011 was marginally positive. For the whole 
of 2011, employment is expected to record a further 
slowdown since it will continue to be affected by   
sluggish economic activity.
 The weak labour market is also reflected in 
unemployment with the rate of unemployment, as 
measured by the Labour Force Survey, standing at 
7,4% in the first nine months of 2011 compared with 
6,5% in the corresponding period of 2010 (Chart 3.8, 
page 20). This deterioration was due to subdued 
economic activity and the inability of the economy 
to absorb the unemployed and new entrants to the 
labour market. At the same time, the number of 
registered unemployed in 2011 reached 28.276, an 
increase of 5.434 compared with 2010. The largest 
increases in registered unemployment were recorded 
in the sectors of trade and construction as well as by 
newcomers. 

7. The weighted average of a country’s currency in relation to an index or basket of currencies adjusted for the effects of inflation. The 
weights are determined by comparing the trade balance in terms of a country’s currency in relation to every other country within the 
index.



A N N U A L  R E P O R T  2 0 1 1

20

 The sluggish economic activity is also expected 
to affect labour productivity and compensation per 
employee. These two indicators are projected to 
record a similar slowdown in 2011 and, as a result, 
unit labour costs are expected to reach similar levels 
as those recorded in the previous year (Chart 3.9).

Public finances

a) Current fiscal developments and prospects

Budget deficit and gross debt
In 2010 the general government deficit-to-GDP ratio 
stood at 5,3%. The most recent government and   
European Commission estimates for 2011 place this 
figure at 6,5% and 6,7%, respectively8.
 Based on the latest available fiscal data from 
Cystat, showing a breakdown of public revenue and 
expenditure, the budget deficit remained at similar 
levels in the first nine months of 2011 compared 
with the corresponding period of the previous year, 
reaching 3,1% of GDP (Table 3.5, p. 21). However, 
Ministry of Finance data for  October and November 

2011 show a deterioration in the   accounts of the 
central government. Specifically, the budget deficit 
for the first eleven months of 2011 exhibited a 
significant increase, reaching 4,9% of GDP compared 
with a deficit of 2,8% in the same period last year.
 According to the latest government projections, 
the gross debt-to-GDP ratio in 2011 is expected to 
reach 66%, which compares with 61,5% in 2010.  This 
increase is mainly due to the deterioration in the 
primary balance9. 

Public revenue
According to preliminary data published by Cystat, 
in the first nine months of 2011 total general 
government revenues recorded an annual increase 
of 1,9% as a result of increases in income tax and the 
special contribution to the Defence Fund, which are 
included in the category “Current taxes on income, 
wealth, etc.” (13,4% annual increase). Regarding 
indirect taxes, in the first nine months of 2011 there 
was an annual decrease of 0,8% in the category “Taxes 
on production and imports”. Moreover, VAT revenues 
recorded an annual decrease of 1% as a result of the 

8. According to latest available data, the budget deficit is expected to be lower than the forecasts.
9. According to the latest available data, public debt is expected to be higher than the forecasts.
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persistent weak growth in private consumption.
 The aforementioned positive developments in 
terms of revenue from direct taxes are confirmed by 
Inland Revenue Department data, which cover the 
period up to November 2011. However, data from 
the Department of Customs and Excise relating to 
revenue from indirect taxes for the whole year show 
a significant deterioration. As regards direct taxes, the 
annual increase in the period up to November 2011 
reached 10,1%. Total revenue from income taxes and 
the special contribution to the Defence Fund have 
increased by 11,9% and 17,1%, respectively, as a result 
of the new taxation measures. As regards indirect 
taxes, total revenue for 2011 recorded an annual 

increase of 0,5%, with an annual decrease of 0,9% in 
VAT revenue, despite the introduction of a 5% VAT 
rate on food and pharmaceuticals in January 2011.

Public expenditure
During the first nine months of 2011, total general 
government expenditure exhibited a significant 
slowdown to 2% compared with an annual increase 
of 4,2% in first half of the year. This slowdown was 
mainly due to the annual decrease in intermediate 
consumption and interest paid, which reached 8,3% 
and 3,9%, respectively. It should be noted that the 
positive trend observed in the Cystat data for the 
period January-September 2011 was reversed to some 

   TABLE 3.5 Accounts of general government

      Jan.-Sep. 2010      Jan.-Sep. 2011 Change
           (€ milion)           (€ milion)  %

EXPENDITURE                    
Intermediate consumption          643,1     589,6    -8,3                   
Gross	fixed	capital	formation		 	 	 	 	 			378,1	 	 			389,3	 	 			3,0																			
Compensation of employees        1.926,0  1.950,8     1,3                   
Other taxes on production            0,4         0,3  -25,0                   
Subsidies payable              11,5         9,5  -17,4                   
Interest paid           364,8     350,7    -3,9                   
Social	benefits			 	 	 	 	 	 1.840,8	 	 1.919,9	 	 			4,3																			
Other current transfers         377,5     449,1   19,0                   
Capital transfers payable           114,8     113,4    -1,2                   
Total expenditure        5.657,0  5.772,6     2,0                
Total expenditure as a % of GDP           32,6       32,9                                           

REVENUE                                                                                                                                                                                                                                                                                   
Market	output	&	output	for	own	final	use			 	 	 	 			310,9	 	 			308,2	 	 		-0,8																			
Taxes on production and imports       1.945,1  1.929,8    -0,8                   
   of which VAT        1.140,3  1.128,4    -1,0                   
Property income receivable           231,6     109,2  -52,8                   
Current taxes on income, wealth, etc      1.332,6  1.511,1   13,4                   
Social contributions receivable       1.221,0  1.247,0     2,1                   
Other current transfers receivable           89,9     122,7   36,5                   
Capital transfers receivable               6,3         4,6  -27,0                   
Total revenue        5.137,4  5.232,6     1,9                
Total revenue as a % of GDP            29,6       29,8                          

Surplus (+) / Deficit (-)         -519,6   -540,0                           
Surplus (+) / Deficit (-) % of GDP            -3,0       -3,1                          

Source: Cystat.  
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extent when  Ministry of Finance data for the period 
January-November are taken into consideration, 
which point to an annual increase of 6,8% in central 
government expenditure10. 

b) Fiscal policy issues
According to European Commission forecasts, 
during   the period 2007-2011 the widening of the 
fiscal deficit is expected to reach ten percentage 
points. The most alarming consequence of this large 
fiscal deterioration is the successive downgrades 
in the Republic of Cyprus’s credit rating and its 
consequent exclusion from the international financial 
markets since May 2011.
 The extent to which financing needs can be a 
source of fiscal vulnerability depends on a country’s 
ability to borrow from the markets at a reasonable 
cost. In the presence of large financing needs, the 

increasing yields of Cyprus government bonds over 
time lead to  higher government borrowing costs and,  
consequently, an increase in the borrowing costs of 
the private sector . The significant expansion in the 
gap between the yields of Cyprus government bonds 
and the corresponding German bonds (i.e.  sovereign 
bond yield spreads) (Chart 3.10) is comparable with 
the corresponding spreads of Greece and Portugal, 
two countries that receive financial assistance and 
are subject to strict programmes of economic 
adjustment. The high spreads of Cyprus government 
bonds versus the comparable German bonds led 
to the exclusion of Cyprus from the international 
financial markets and confirm the fact that a credible 
commitment to fiscal consolidation is  imperative for 
the restoration  of market confidence and a necessary 
condition for a sustainable fiscal balance, from which 
sustainable growth will emerge.

10. In the first nine months of 2011, the relative annual growth rate reached 5,3%. The differences in the annual growth rates of total 
 expenditure between Cystat and Ministry of Finance data are due to differences in methodology, the relative coverage of the public

  sector and the classification of fiscal data.
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 The fiscal problem emanates mainly from the 
sharp increases in public spending. According to the 
2012 budget, during the period 2007-2011 central 
government expenditure is expected to increase by 
36,4% while the corresponding increase in nominal 
GDP will be  14,4%. In contrast, the recently adopted 
fiscal consolidation measures, which aim to reduce 
expenditures, constitute a positive development. 
The consolidation of public finances will contribute 
significantly to resolving the crisis in the banking 
system, which was caused by the “haircut” imposed 
on Greek debt.
 The CBC and the European Commission consider 
the budgetary target of a deficit below 3% of GDP 
in 2012 to be feasible, provided there is immediate 
and full implementation of all fiscal consolidation 
measures adopted. Despite this, on 13 January 
Standard	&	Poor’s	further	downgraded	the	sovereign	
rating of the Republic of Cyprus to non-investment 
grade. The CBC is of the opinion that the agency 
incorrectly disregarded the fiscal consolidation 
efforts and the findings of significant gas reserves 
in the Cyprus Exclusive Economic Zone. At the same 
time, the CBC believes that long-term fiscal planning 
is necessary, particularly in light of the continuing 
exclusion from the international markets.

Projections
According to the CBC’s December 2011 projections, 
real GDP growth is expected to record a marginal 
increase of 0,3% in 2011, reflecting the domestic and 
international economic developments, while in 2012 
real GDP growth is expected to be close to 0%. In 
2013 growth is expected to reach 1,3%, reflecting the 
improvement in public finances and the recovery of 
the global economy (Table 3.6).
 The latest GDP forecasts are subject to   much 
uncertainty with downside risks greater than the 
probability of positive developments. The possible 

adoption of further fiscal consolidation measures 
may negatively affect the forecasts for GDP which, 
despite the improvement in confidence, could 
impact negatively on public consumption and public 
investment as well as  on private consumption. These 
developments are expected to have contagion effects  
both on unemployment and GDP. A further reduction 
in construction activity may limit the economy’s 
growth potential even more, due to its impact on 
household wealth. Additionally, the implementation 
of the decision for a 50% “haircut” on Greek debt and 
the consequent need for strengthening the banks’ 
capital adequacy may affect the Cyprus banking 
system, due to deleveraging, with consequent effects 
on GDP. In contrast, positive developments for GDP 
growth would be  a faster than expected recovery in 
the economies of our trading partners and a faster 
recovery from the economic crisis compared with the 
time projected in the baseline scenario.
 The most significant upside risks to inflation relate 
to the possibility of indirect and second round effects 
of the increase in electricity prices and the higher 
oil prices and / or depreciation of the euro against 
the dollar and the possibility of further increases 
in administered prices in the context of fiscal 
consolidation.
 With respect to the downside risks to inflation, 
these include the possibility of a more severe and 

   

2010 2011f 2012f 2013f

TABLE 3.6 Central Bank of Cyprus projections   
(annual change,%)    

HICP              
    December Projections 2,6  3,4 2,0 1,7        
    June Projections  2,6 3,3 2,2  -      

GDP                              
    December Projections 2011 1,1 0,3 0,0 1,3        
    June Projections 2011 1,0 1,4 2,1 -        

Sources: Cystat, CBC.    
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prolonged contraction in domestic economic activity 
as well as a stronger impact of fiscal consolidation and 
increased unemployment on real disposable income. 
In addition, the deterioration in the international 
environment may reduce the external demand for 
services and strengthen the downward pressure 
on prices. Moreover, a continuing slowdown in the 
construction sector could further restrict economic 
activity. Finally, a prolonged contraction in the supply 
of credit and the possibility of a negative feedback 
loop between the real economy and monetary/
financial conditions, cannot be ruled out.
 Overall, risks to the modal forecast of HICP 
are slightly tilted to the down side, while for HICP 
excluding energy the risks are modestly downwards.
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4.1 Regulation and Supervision of the 
Banking Sector 

Supervision of banking institutions 
Under the Central Bank of Cyprus Law, 2002-2007 and 
the Banking Law, 1997-2011, the CBC is the competent 
authority for the supervision and regulation of banks, 
including the granting of licenses for the carrying on 
of banking business.
 In light of the global economic instability, the 
CBC’s supervisory role is of particular importance. 
The supervision exercised by the CBC aims at ensuring 
that the risks assumed by banks are contained within 
their risk capacity and are properly managed so as 
to ensure financial stability, public confidence in the 
banking system and protection of depositors.
 In exercising its supervisory role, the CBC is guided 
by the recommendations of the Basel Committee on 
Banking Supervision, the guidelines issued by the 
European Banking Authority (EBA) and the rules of the 
EU which promote the adoption of best practices and 
standards for banking supervision. In this connection, 
various directives, circulars and guidelines regarding 
prudential supervision are issued by the CBC to all 
banks operating in Cyprus.
 The supervision of banks incorporated in 
Cyprus, including both their domestic and foreign 
subsidiaries and branches, is exercised by the CBC on 
a consolidated basis. In line with the provisions of the 
Banking Law and the recommendations of the Basel 
Committee on Banking Supervision, the CBC also 
supervises subsidiaries and branches of foreign banks 
operating in Cyprus.  
 The supervision of banks is carried out by 
using two methods that complement each other: 
(a) off-site monitoring of banks’ compliance with 
CBC directives, circulars and guidelines through 
the analysis of various periodic prudential returns 
submitted to the CBC, covering an extensive range 

of banking operations; and (b) on-site examinations, 
which aim at evaluating the financial condition of 
banks, assessing the level of risks they undertake and 
the adequacy of management of those risks. More 
specifically, on-site examinations focus on areas such 
as the management, organisational structure, internal 
audit, risk management (credit, liquidity, interest rate, 
foreign exchange, etc.), profitability/performance, 
adequacy of provisions for doubtful debts, provision 
of investment services and activities and issues 
relating to capital adequacy and compliance with 
CBC’s directives, circulars and guidelines. The CBC 
plans and conducts on-site examinations in such 
a way so as to identify and assess adequately the 
most significant risks that banks undertake (risk 
based supervision). In this context, the CBC reviews 
all the operations of each bank, identifies the 
inherent risks and assesses the materiality of the risks 
associated with each operation by applying its own 
risk assessment system. The frequency and intensity 
of the examinations are governed by the principle 
of proportionality, i.e. according to the size, nature, 
systemic importance, scale and complexity of a bank’s 
activities.

Developments in the regulatory framework of 
bank supervision
(i) Amendment of the Banking Law
In 2011 the Banking Law was amended in order to 
transpose the provisions of EU Directives 2009/111/
EC (known as CRD 2), 2009/14/EC (deposit guarantee 
schemes) and 2010/76/EU (known as CRD 3) that 
relate to the CBC and banking business. The main 
amendments relate to the following areas:

(a) Transposition of Directive 2009/111/EC 
• Large exposures  
Large exposures are defined as total credit facilities 

4. Functions of the Bank
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to a customer and his/her connected persons which 
exceed 10% of a bank’s capital base.  The amendment 
abolished the limit of large exposures, in aggregate, 
of 800% of a bank’s capital base and repealed the 
exemption from the maximum limit of 25% of 
exposures to institutions.
•  Significant branches 
 The CBC, in its capacity as the host supervisory 

authority of “significant branches”   of banks 
established in other member states or as the 
home supervisory authority of Cypriot banks 
with significant branches in other member states, 
has been empowered to exchange broadened 
information with other competent supervisory 
authorities. Moreover, the CBC and other 
competent supervisory authorities may, under 
certain conditions, participate in meetings and 
cooperate in the context of supervisory colleges 
organised by the supervisory authority of the 
home member state of the significant branch.

•  Supervisory colleges
 The setting up and the functioning of supervisory 

colleges have been streamlined and further 
developed with the aim of reinforcing the 
coordination and cooperation of the CBC with 
other competent authorities of member states 
where there are subsidiaries or significant 
branches of Cypriot banks, particularly with 
regard to crisis management and the prudential 
supervision of banking groups on a consolidated 
basis. 

• Liquidity risk
 The technical standards regarding the review and 

examination of liquidity risk of banks have been 
strengthened. The amendment requires banks to 
develop alternative scenario analyses, manage the 
level, composition and quality of liquidity buffers 
and to set up effective contingency plans.

(b) Transposition of Directive 2009/14/EC
Directive 2009/14/EC relates to the deposit-guarantee 
schemes and, in particular, the coverage level and 
the payout time limit. According to the provisions 
introduced by this amendment, if the CBC determines 
that a bank is, for reasons which are directly related 
to its financial situation, unable to repay a matured 
deposit and there is no prospect of being able to do 
so in the foreseeable future,  the CBC must inform the 
Management Committee of the Deposit Protection 
Scheme as soon as possible and in any event not later 
than five working days after it determines for the 
first time that the bank has failed to repay matured 
deposits.  
  
(c) Transposition of Directive 2010/76/EU
The Banking Law empowers the CBC to impose 
penalties or take measures against a bank that has 
breached the regulatory framework governing its 
operations. By virtue of this amendment, the CBC 
may publicise a decision to impose administrative 
sanctions against a bank, except in cases where 
the CBC is of the opinion that there are reasons for 
not making its decision public, such as when the 
publication would be detrimental to the interests of 
depositors.

(ii) Amendments of the Directive to Banks for the 
Calculation of Capital Requirements and Large 
Exposures (CRD)
During 2011 the above Directive was subject to two 
amendments.  The first amendment was made for the 
purpose of securing harmonisation with European 
Directive 2010/76/EC, known as CRD III, which relates, 
mainly, to the enhancement of the framework of 
the remuneration policies applied by banks. In 
this respect, banks are required to establish and 
maintain remuneration policies and practices that are 
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consistent with effective risk management, especially 
for those categories of staff whose professional 
activities have a material impact on their risk profile.
 Under the second amendment, banks are required 
to maintain higher ratios of “own funds” for the 
purpose of enhancing the resilience of the Cyprus 
banking system and safeguarding financial stability.  
The minimum Core Tier 1 capital ratio has been set at 
8% subject to an incremental adjustment to reflect 
the size of each bank in relation to GDP. Specifically, 
an incremental charge over the minimum Core Tier 1 
limit of 8% is calculated for each bank as a percentage 
of the total assets of the bank in relation to GDP.     
Consequently, the required minimum Tier 1 and total 
capital adequacy ratio have been increased to 9,5% 
and 11,5% respectively, plus the incremental charge 
mentioned above.   In conjunction with the above 
amendment, the CBC also requires banks to meet 
additional capital requirements that arise from the 
Supervisory Review and Evaluation Process carried 
out by the CBC, with Tier 1 capital that is, ordinary 
shares, retained earnings and hybrid instruments 
(capital securities) that have high loss absorbing 
capacity.  

(iii) Directives on the computation of prudential liquidity 
in euro and foreign currencies
The aforementioned directives were amended in 
January 2011. The amendments relate primarily to 
(a) adjustments pertaining  to the additional liquidity 
requirements for covered bonds imposed by the 
Covered Bond Directive issued in December 2010; 
(b) further enlargement, under certain conditions, of 
the components of liquid assets which are required 
to be kept against obligations of banks in foreign 
currencies, e.g. by including euro denominated 
bonds (by virtue of a previous amendment   issued 
in   September 2010 banks were allowed, under 

conditions, to include in liquid assets interbank 
placements denominated in euro for the purposes 
of achieving compliance with stock liquidity ratio 
against foreign currency liabilities); and (c) abolishing 
the exemption from the prescribed counterparty 
concentration limits of liquid assets in foreign 
currencies of placements made by subsidiary banks 
with their parent banks and head offices overseas. 

(iv) Directive for the Conditions of Offering of Investment 
or Ancillary Services and the Performance of Investment 
Activities by Banks
In June 2011, the CBC proceeded with the amendment 
of the above directive in relation to the outsourcing of 
investment services from banks to service providers 
located in third countries. The amendment sets the 
conditions that should be met by banks when they 
outsource the portfolio management service of retail 
clients to a service provider located in a third country.

Developments in the banking sector
The deterioration of economic conditions in Cyprus 
and Greece together with the exacerbation of the 
sovereign debt crisis in the euro area, especially in 
the second half of 2011, were the main features of the 
year under review.
 The adverse developments in the macroeconomic 
environment and in the international capital markets 
had a significant negative impact on the profitability 
and capital base of domestic banks. In particular, the 
unfavourable economic conditions led to a significant 
increase in the provisions for doubtful debts and 
to the impairment of the value of Greek sovereign 
bonds held by the banks. Moreover, the banks’ policy 
of tightening criteria for lending in the domestic 
market in conjunction with the overall decrease in the 
demand for loans had a negative impact on their total 
income. It should, however, be noted that, despite the 
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adverse economic environment, the total operating 
profits increased, mainly due to the expansion of 
interest spreads. 
 Regarding the banks’ capital base, it should 
be noted that, despite the adverse economic 
environment, their attempts to strengthen Tier 1 
capital by issuing new shares and securities during 
2011 proved successful. Moreover, the two biggest 
banks in Cyprus participated successfully in the 2011 
EU-wide stress test exercise, the results of which were 
announced in July 2011.
 However, the results of the capital exercise 
carried out by the EBA in close cooperation with the 
CBC, which were announced on 8   December 2011, 
demonstrated that the two largest banks, Bank of 
Cyprus and Marfin Popular Bank,  need to strengthen 
their capital base by €3.531 billion so as to achieve 
a Core Tier 1 capital ratio of 9%, plus a temporary 
capital buffer to be held against sovereign debt 
exposures (calculated as the shortfall between 
the book and market values of the sovereign debt 
exposures held as at 30 September 2011). According 
to the exercise, the two banks have a capital shortfall 
of €1.560 billion and €1.971 billion, respectively. These 
amounts, which should be raised by the end of June 
2012, were calculated without taking into account the 
existing contingent convertible hybrid instruments, 
amounting to €1 billion, that can be used to cover 
part of the shortfall.
 As far as liquidity is concerned, banks exhibited 
a significant reduction in their liquidity buffers 
during 2011 as a result of the adverse domestic 
macroeconomic environment, the increase in non-
performing loans, the slowdown in the increase of 
customer deposits and the reduction in the market 
value of their portfolios of government bonds. 
Moreover, the marginal cost of raising liquidity 
through deposits increased and remains at higher 

levels than the prevailing level in other euro area 
countries.   The CBC has   expressed its concern on 
the prevailing high level of the cost of deposits 
which, through its impact on interest rates on credit 
facilities, has an adverse effect on the real economy. 
Consequently, the CBC considers that a reduction in 
the cost of deposits will be to the benefit of banks and 
to the benefit of the economy as a whole.
 It is commonly accepted that the specific 
measures taken by the CBC in the past have been 
crucial in preserving domestic financial stability and 
minimising the adverse effects of the economic crisis. 
These measures include: a) the restriction of banks’ 
exposures to risks related to the property market by 
imposing a ceiling on the loan to value ratio for the 
financing of the purchase of immovable property; b) 
the maintenance of adequate and qualitative liquidity 
in euro and foreign currencies by requiring banks to 
adhere to conservative prudential liquidity ratios; and 
c) the requirement for the strengthening by banks of 
their capital base so that they can successfully face 
the challenges which may arise even in periods of 
severe economic crisis.
 Furthermore, the continuous strengthening 
of the internal governance and risk management 
procedures of banks constitute a significant mitigant 
against credit and other risks, which remain high in 
light of the negative macroeconomic environment. 
In this respect, the said measure is an important 
ingredient in the overall effort to support the 
financial soundness of the domestic banking system. 
To this end, the CBC’s role is fundamental as the 
strengthening of banks’ internal risk management 
procedures and governance is achieved through its 
supervisory guidelines and the monitoring of their 
implementation through on-site examinations.
 The year under review can be described as 
one of challenges regarding the operations of 
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the Cypriot banks operating in Greece due to the 
deterioration of the latter’s economy. In response to 
these developments, the efforts of banks focused on 
minimising the adverse repercussions.
 The CBC expects 2012 to be another difficult 
year. In light of the deterioration of the local 
macroeconomic environment, the sovereign debt 
crisis in the euro area and the uncertainty prevailing in 
the international capital markets, the banking system 
in Cyprus faces significant challenges. Pressure on the 
profitability of banks, as a result of the deterioration 
of the loans’ portfolio and the impairment of the 
value of Greek sovereign bonds, as well as on liquidity 
and capital adequacy have been exacerbated in the 
second half of 2011. Cypriot banks with operations in 
Greece are particularly exposed to credit risk due to 
the adverse economic conditions and the increased 
uncertainty that exists. With all the above in mind, the 
planned capital strengthening of banks is expected to 
contribute decisively to the restoration of confidence 
and to safeguard the ability of banks to continue their 
contribution and support to the real economy.

Cooperation with other domestic and foreign 
supervisory authorities 
During 2011 the CBC, on the basis of the memorandum 
of understanding signed between the supervisory 
authorities of Cyprus’s financial sector in November 
2003, continued its regular meetings with the 
other supervisory authorities for the purpose of 
exchanging information and cooperating on issues 
of common interest. As regards cooperation with 
foreign supervisory authorities, the CBC continued to 
participate actively in the meetings of the EBA and its 
working groups whose main objective is to advise  the 
European Commission on supervisory and regulatory 
issues concerning the banking sector and contribute 
to the consistent application of Community legislation 

as well as the convergence of supervisory practices by 
member states.
 Particular importance is placed by the CBC in 
developing bilateral ties and contacts mainly with 
those supervisory authorities which supervise banks 
that offer services in Cyprus through subsidiaries 
or branches or on a cross-border basis without 
establishment, as well as with the supervisory 
authorities of countries where subsidiaries and 
branches of Cypriot banks are operating.
 In line with the above, the CBC pursues 
the negotiation and signing of memoranda of 
understanding in the field of banking supervision 
with foreign supervisory authorities. This policy is in 
line with the relevant recommendations of the Basel 
Committee on Banking Supervision, which aim at 
ensuring effective supervision of the cross-border 
activities of banks. The total number of memoranda 
of understanding already signed in the field of banking 
supervision between the CBC and other overseas 
supervisory/regulatory authorities has reached 30.

4.2 Financial Stability
Macro-prudential analysis
In exercising its role of safeguarding the stability 
of the financial system, the CBC, inter alia, regularly 
monitors and analyses the cyclical and structural 
developments in the financial system, mainly in 
the banking sector, as well as developments in the 
macroeconomic and financial environment, with 
a view to identifying, monitoring and assessing 
potential risks to, and vulnerabilities of, the financial 
system as well as its shock-absorption capacity. The 
results of the above assessment are published in the 
CBC’s Economic Bulletin.
 The Bulletin includes a section on financial 
stability conditions, which provides an analysis 
of the main sources of risk for the stability of the 
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domestic financial system emanating from the 
macro-financial environment, by focusing on the 
household, non-financial corporate and real estate 
sectors. As regards the domestic financial system 
itself, the Bulletin contains an analysis of the key 
developments in financial markets, intermediaries 
and market infrastructures. Specifically, the most 
important developments in the money and capital 
markets are reviewed. An analysis of the key 
structural developments in the banking sector 
and banks’ financial condition is provided, while 
the main potential risks facing the banking sector, 
which constitutes by far the largest component of 
Cyprus’s broader financial system, are also assessed. 
Moreover, the Bulletin provides an analysis of the 
financial condition of insurance companies as well 
as an assessment of the most significant potential 
risks facing the insurance sector. Finally, the key 
developments regarding the financial market 
infrastructures are reviewed and an analysis of the 
potential risks stemming from these infrastructures 
is provided.

Stress testing of the banking sector
In 2011 the CBC, as part of its macro-prudential 
analysis, continued to conduct regular stress testing 
exercises with the aim of assessing the banking 
sector’s capacity to withstand potential shocks. In 
the “top-down” stress tests that were carried out, a 
number of extreme but plausible shocks concerning 
changes in individual risk factors, namely credit 
risk, market risk1 and liquidity risk were considered. 
A number of scenarios, which included various 
combinations of shocks regarding individual risk 
factors, were also applied.
 In the “bottom-up” stress tests, in which five 

systemically important banks participated, a range 
of hypothetical adverse shocks were considered. 
These related to changes in individual risk factors, 
namely interest rate risk, foreign exchange rate 
risk, asset price risks2, credit risk, concentration risk, 
counterparty risk and net interest margin risk. For 
liquidity risk, a number of scenarios incorporating 
various combinations of individual shocks were 
applied. Furthermore, a number of multi-factor 
scenarios that included combinations of individual 
shocks were considered.

National Financial Stability Committee
In the year under review, the CBC continued to chair 
the meetings of the National Financial Stability 
Committee. This Committee was set up in November 
2007 in accordance with the provisions of the 
memorandum of understanding between the CBC, 
the Authority for the Supervision and Development 
of Cooperative Societies, the Cyprus Securities and 
Exchange Commission, the Insurance Companies 
Control Service and the Ministry of Finance in the 
field of financial stability. The task of the Committee 
is to discuss financial stability, including financial crisis 
management, issues at the national level.

Reporting of Cyprus banking sector data 
and financial indicators to international 
organisations
In 2011 the CBC continued to regularly compile and 
submit aggregated data and financial indicators 
for the Cypriot banking sector to the ECB and IMF. 
Specifically, the Consolidated Banking Data (CBD) 
were submitted to the ECB on a bi-annual basis. 
These data are used for macro-prudential analysis 
conducted at the ECB/ESCB level. The CBD contain 

1. Interest rate risk, foreign exchange risk and equity risk.
2. Equity and property price risks.
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information on the profitability, balance sheets, asset 
quality and capital adequacy of EU banks. These data 
are submitted by the competent national banking 
supervisory authorities (central banks or other 
authorities) for each EU member state on a cross-
border and cross-sector consolidated basis, in order 
to facilitate the comprehensive assessment of all risks 
to the stability of the banking sector.
 In addition, the aggregate Financial Soundness 
Indicators (FSIs) data for deposit institutions operating 
in Cyprus were submitted to the IMF on a quarterly 
basis. These indicators have been developed by the 
IMF, together with the international community, with 
the aim of supporting macro-prudential analysis 
and assessing the strengths and vulnerabilities of 
financial systems. The FSIs reported by member 
states are compiled using different methodologies, 
which are likely to vary for each reporting period and 
for the same country. Thus, FSI users are advised to 
consult the accompanying metadata so as to perform 
meaningful cross-country comparisons or to properly 
assess the evolution of a given FSI for any of the 
countries.

Participation in the committees and 
substructures of the European Systemic Risk 
Board and the European System of Central Banks
In the year under review, members of the Financial 
Stability Department (FSD) continued to participate in 
the meetings and workings of the Advisory Technical 
Committee (ATC) of the European Systemic Risk Board 
(ESRB) and its working groups. The ATC provides 
advice and assistance on matters relevant to the work 
of the ESRB. The Committee contributes, inter alia, to 
the:
• Regular review of financial stability conditions in 

the EU, including the identification of systemic 
risks. 

• Analytical and policy preparations for discussions 
in the ESRB Steering Committee and General 
Board on warnings and recommendations. 

• Review and possible development of macro-
prudential policy instruments for use by the 
competent authorities of member states. 

• Regular monitoring of macro-prudential policy 
decisions of the competent authorities of member 
states as well as those from outside the EU and the 
discussion of their possible implications for the EU 
as a whole.

The FSD also participated in the Financial Stability 
Committee (FSC) of the European System of Central 
Banks (ESCB) and its working groups. The FSC 
assists the decision making bodies of the ECB in 
the fulfilment of its tasks in the field of prudential 
supervision of credit institutions and the stability of 
the financial system. It contributes, inter alia, to the:
• Analysis of financial stability issues relating to the 

euro area. 
• Review of analytical tools to support systemic risk 

analysis at the euro area level. 
• Analysis of policy issues in the field of financial 

regulation. 
• Supervision and crisis management in the EU and 

internationally.
• Assessment of the impact of regulatory and 

supervisory requirements on the stability of the 
euro area financial system. 

• Promotion of financial stability arrangements in 
the euro area and EU levels.

Participation in meetings with representatives 
of international organisations and credit rating 
agencies
In 2011 members of the FSD participated in meetings 
with representatives of the IMF, as part of the bilateral 
Article IV Consultations, as well as in meetings with 
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representatives of the European Commission, the ECB 
and the international credit rating agencies, in which 
issues pertaining to financial stability were discussed.

Regulatory framework for crisis management 
and resolution
In 2011   the CBC contributed to the drafting of the 
Crisis Management Framework Law,   2011, which was 
published in the Official Gazette of the Republic on 30 
December 2011. The law provides for the delegation 
of powers to the Council of Ministers so that in times 
of financial crises, following the recommendation of 
the CBC and provided that the CBC has consulted 
with the competent supervisory authority, it will be 
in a position to take measures to resolve liquidity 
or solvency issues in the financial system or to 
strengthen the capital base or balance sheets of 
financial institutions in Cyprus, where failure to take 
such action may result in systemic disturbances. 
 Furthermore,  the CBC participated in the drafting 
of the Establishment and Operation of the Independent 
Financial Stability Fund Law, 2011, which was published 
in the Official Gazette of the Republic on 30 December 
2011. According to this law, an independent Financial 
Stability Fund shall be established, which will form 
a separate legal entity. The purpose of setting up 
this Fund is to enhance the current financial crisis 
management framework, safeguard financial stability 
and finance the resolution of ailing banks.

Administration of the Deposit Protection Fund 
and the Investor Compensation Fund for Clients 
of Banks 

Deposit Protection Scheme
Following the decision of BNP Paribas (Cyprus) Ltd 
to terminate its operations in Cyprus, the number of 
banks participating in the Deposit Protection Scheme, 

decreased by the end of 2011, to 29. During the year, 
the fourth instalment of the initial contribution of 
the banks to the Deposit Protection Fund was paid 
in conformity with the regulations governing the 
Deposit Protection Scheme. As a result, the total 
funds held at the disposal of the Deposit Protection 
Fund, at the end of the year stood at €77million.
 It should be noted that the Scheme provides 
coverage of up to €100,000 for the aggregate amount 
of deposits held with a particular bank by natural 
or, under certain circumstances, legal persons. 
Participation in the Scheme is obligatory for all banks 
incorporated in Cyprus, and for banks incorporated 
in third countries which operate in Cyprus through 
branches.  Coverage is also provided for deposits held 
with the overseas branches of banks incorporated in 
Cyprus.
 During 2011 the Working Party of the Council of 
the European Union in which the CBC participates 
with one representative, completed its review of the 
regulations governing the deposit guarantee schemes 
and submitted its proposals concerning the revision 
of these regulations and the issue of a new regulatory 
framework. The primary objective of the new 
framework is to increase the stability of the banking 
system through the establishment of effective deposit 
guarantee schemes. To this extent it is expected 
that the role of the deposit guarantee schemes, as a 
means of maintaining the confidence of depositors, 
will be further strengthened. It is envisaged that the 
new (revised) directive inter alia will, secure prompt 
payments of compensations to the depositors, ensure 
the regular exchange of information and improve 
the level of cooperation between the various deposit 
guarantee schemes operating in the EU.  The Council 
of the European Union having completed its review 
of the proposals, submitted the final text of the draft 
directive to the European Parliament for approval. 
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 During the year, the task concerning the 
establishment and the operation of Depositors’ 
Register was duly completed. A full register of 
depositors with details concerning the amount of 
the compensation to which each separate depositor 
can be entitled is now available to the Management 
Committee of the Deposit Protection Fund.
 During 2011 the CBC participated in European 
conventions organised by the European Forum of 
Deposit Insurers (EFDI). During the conventions 
various proposals concerning financial stability issues 
were discussed.  It was agreed, among other things, 
to encourage the continuous exchange of information 
between participant parties and to examine further 
the particular issue concerning the additional finance 
requirements of the deposit guarantee schemes. 

Investor Compensation Fund for Clients of Banks
The Investor Compensation Fund has been operating 
since 2004 under the auspices of the CBC. During 2011 
the Fund, acting under the continuous supervision 
and guidance of the Members of the Management 
Committee, duly accomplished its various tasks. 
 The purpose of the Investor Compensation Fund is 
to provide security to the customers of bank members 
of the Investor Compensation Fund, with regard to 
claims they might have against banks in connection 
with investment services.  In accordance with the 
Regulations governing the operation of the Investor 
Compensation Fund, participation in the Fund is 
obligatory for all banks which provide investment 
services and which have been incorporated in 
the Republic of Cyprus or have been established 
in other countries and operate in Cyprus through 
branches. Investment services provided by overseas 
branches of banks incorporated in the Republic of 
Cyprus, are also covered.   The maximum amount of 
compensation payable to each covered client-investor 

cannot exceed €20.000, irrespective of the number 
of accounts maintained, the currency or the country 
from which the investment services are provided.
Following the decision of BNP Paribas (Cyprus) Ltd 
to terminate its operations in Cyprus, the number of 
banks participating in the Investor Compensation 
Fund decreased by the end 2011 to 15. Having 
promptly evaluated the additional contributions 
required, the Management Committee levied 
the additional contributions between the banks, 
according to the size of the investment services 
provided by each bank. 
 During 2011 the CBC participated with 
one representative, in consultations held with 
representatives of supervisory authorities from 
other member states, for the purpose of reviewing 
the regulatory framework governing the investor 
compensation schemes.  It submitted its observations 
and exchanged views with other participants.   The 
aim of the review was the adoption of a more practical 
and effective compensation system which, inter alia, 
could provide faster payments of compensation, 
facilitate better communication with investors and 
strengthen the cooperation between the various 
investor compensation schemes operating in the EU.  
Further discussion on the issues are envisaged for 
2012.

4.3  Licensing
The CBC is the competent authority for the granting 
of: (a)  banking business licences under the Banking 
Business Law, 1997-2011, (b) licences for the provision 
of payment services under the Payment Services Law, 
2009-2010, (c) licences for the issue of electronic 
money under the Electronic Money Law, 2004, and (d) 
recognitions to international collective investment 
schemes under the International Collective Investment 
Schemes Law, 1999-2000.  Furthermore, the CBC is the 
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competent authority for the granting of a licence/
approval to a legal or natural person applying for 
the acquisition of a controlling shareholding interest 
or for increasing the controlling interest in the share 
capital of any of the above financial entities, as well 
as to natural persons that intend to act as directors, 
chief executive officers or managers in the said 
entities. Needless to say that the CBC is also the 
competent authority for revoking or amending a 
licence/permission, granted under the provisions of 
the above laws. 
 Before granting a licence, the CBC must be 
satisfied, inter alia, that the persons proposing to 
acquire a controlling interest in the share capital of 
the entity and/or manage the entity are fit and proper.  
In this regard, the CBC, through specially designed 
questionnaires, assesses among other things, the 
probity, competence,  reputation and experience of 
the applicants. 
 The CBC is also the competent authority for 
dealing with notifications from EU credit institutions, 
payment institutions or electronic money institutions, 
which possess a licence from a competent supervisory 
authority of another member state and which wish 
to offer cross - border services or establish a branch 
in the Republic of Cyprus, under the freedom of 
establishment, in accordance with the provisions of 
the above laws.
 The CBC maintains on its website duly updated 
registries with all financial institutions licensed by it 
as well as institutions incorporated in other member 
states which have a branch or offer services in the 
Republic.

Banks  
During 2011 the CBC, acting within the scope of its 
responsibilities, approved the following:
(a) Application by BLC Bank SAL of Lebanon for the 

acquisition of a shareholding exceeding 50% 
of the share capital of USB Bank plc, a bank 
incorporated in the Republic;

(b) Application by Saxo Bank A/S of Denmark for the 
establishment of a Representative Office in the 
Republic;

(c) Application by Bank of Cyprus Public Company Ltd 
for the establishment of a Representative Office in 
India;

(d) Application by Marfin Popular Bank Public Co Ltd 
for the establishment of a Representative Office in 
China; and

(e) Application by Marfin Popular Bank Public Co Ltd 
for the sale of more than 50% of its shareholding 
in Laiki Bank Australia Ltd incorporated in 
Australia. 

Moreover, the CBC received a notification from the 
Bank of Greece concerning the intention of Emporiki 
Bank of Greece S.A., a bank incorporated in Greece, 
to establish a branch in the Republic, under the right 
of the freedom of establishment. After assessing the 
above notification the CBC indicated to the said bank 
the conditions under which, in the interest of the 
general good, its branch should carry out its activities 
in the Republic.
 During 2011 the CBC also received 20 notifications 
from supervisory authorities of EU member states 
concerning the intention of banks under their 
supervision, to offer services in the Republic on a 
cross-border basis. As a result, the total number of 
banks from EU member states which had notified 
their intention to offer services in the Republic 
without establishment was increased to 244.
 Furthermore, during 2011 the following were 
completed:
(a) The cross - border merger of Marfin Egnatia Bank 

S.A. of Greece  with Marfin Popular Bank Public Co 
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Ltd, through the absorption of the former by the 
latter. The CBC, after examining the terms of the 
merger, proceeded with the communication of 
the required notification to the Bank of Greece for 
the purpose of the continuation of the operations 
of the absorbed Greek bank as a branch of the 
Cyprus bank, in accordance with the provisions of 
the Banking Law, 1997-2011.

(b) The procedure for the cessation of all activities 
of BNP Paribas (Cyprus) Ltd, which surrendered 
voluntarily its banking business licence to the 
CBC. The said bank, which was a subsidiary of BNP 
Paribas SA of France, terminated its operations in 
Cyprus for strategic reasons.

In view of the above developments, as at the end of 
2011, 40 banks operated in the Republic, out of which 
14 were locally incorporated and the remaining 26 
were branches of foreign credit institutions. Seven of 
the locally incorporated banks were subsidiaries of 
foreign credit institutions. As far as the 26 branches 
are concerned, it is noted that ten originated from 
other EU member states while the remaining 16 
originated from third countries. Finally, at the end 
of 2011 two Representative Offices of foreign credit 
institutions were operating in the Republic. 

Payment institutions
During 2011 there was   an increased interest from 
prospective applicants for obtaining a licence to 
provide payment services. In this context, the CBC 
responded to enquiries from interested parties and 
dealt with submitted applications on a timely basis. 
Additionally, there was an increased interest from 
payment institutions established in other member 
states to exercise their passporting rights by 
providing payment services in the Republic of Cyprus 
on a cross - border basis, under the provisions of 

Directive 2007/64/EC of the European Parliament and 
of the Council  <http://eur-lex.europa.eu/LexUriServ/
LexUriServ.do?uri=OJ:L:2007:319:0001:0036:EN:PDF> 
on payment services in the internal market. 
 During the period under review, the CBC granted 
the following authorisations to locally incorporated 
companies to operate as payment institutions:
(a) Six companies were authorised to offer money 

remittance services.   Five of these had already 
been engaged in the business of money 
remittance, under the provisions of a directive 
issued by the CBC which was abolished upon the 
enactment of the Payment Services Law, 2009-2010.

(b) One company was authorised to engage in the 
business of acquiring payment instruments.

In this respect, the total number of payment 
institutions which held a valid licence issued by the 
CBC as at the end of 2011 rose to nine.  Six of these 
provided money remittance services and three 
were authorised to issue and/or acquire payment 
instruments.
 During 2011 the CBC received 54 notifications 
from supervisory authorities of other member states 
regarding payment institutions established and 
licensed in their respective countries to provide cross 
border payment services in the Republic. Thus, the 
total number of such institutions reached at year 
end, to 92.   In addition, three payment institutions 
from other member states notified the CBC of their 
intention to provide payment services in the Republic, 
through authorised agents.

Electronic money institutions 
In view of the fact that the Electronic Money Institutions 
Law, 2004, is expected to be abolished soon and 
replaced by new legislation for the purpose of 
harmonisation with EU Directive 2009/110/EC on the 
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taking up, pursuit and prudential supervision of the 
business of electronic money institutions., the interest 
expressed for the establishment of electronic money 
institutions during 2011 was low. During the period 
under review, the CBC completed the preparation of 
the relevant bill, which is expected to be enacted by 
parliament during 2012.
 One electronic money institution licensed by the 
CBC was operating in the Republic during 2011, while 
three electronic money institutions established in 
other member states notified their intention to offer 
cross - border services in Cyprus, raising the total 
number of such institutions to 14. 

International collective investment schemes
A large number of applications for recognition as an 
International Collective Investment Scheme (ICIS) 
was received during 2011. Twenty one new ICISs were 
recognised by the CBC during the year under review, 
raising the total number of ICISs operating in the 
Republic at the end of 2011 to 74. 

4.4  Payment and Settlement Systems
Payment, clearing and settlement systems play 
an important role in the economy, as economic 
activity and its smooth and orderly development 
rely on the existence of safe and efficient means of 
payment.  Furthermore, they contribute significantly 
to maintaining financial stability because they are 
the means through which economic disturbances 
are transmitted from one financial sector to another. 
In addition, substantial increases in financial market 
activity, coupled with rapid advances in technology, 
have brought to the fore the importance of the safety 
and efficiency aspects of payment, clearing and 
settlement systems.
 For these reasons, the existence of the necessary 
legal framework and of the infrastructure that ensures 

the smooth, secure and productive operation of 
payment and securities settlement systems, both at 
the European and local level, is of vital importance. 
The close cooperation between the CBC and the 
banking community in the field of payment systems 
is also important to ensure timely and effective 
responses to developments, whether these are 
connected to EU/Eurosystem membership or more 
general issues. Various committees, such as the 
Consultative Payments Committee, the Committee 
of the Cyprus Clearing House and the National 
Coordinating Committee for the Migration to the 
Single Euro Payments Area (SEPA), facilitate the 
effective exchange of information and coordination 
among all parties involved.

Legal framework
The role of the CBC concerning payment, clearing 
and settlement systems, as envisaged by the acquis 
communautaire, is based on the Central Bank of Cyprus 
Law, 2002-2007. In particular, section 6(2)(g) specifies 
as one of the main responsibilities of the CBC the 
promotion, regulation and oversight of the smooth 
operation of payment, clearing and settlement 
systems. Furthermore, in accordance with section 
48 of the law, the CBC may administer, participate in 
or become a member of any payment, clearing and 
settlement system and may place under its oversight 
any payment, clearing and settlement system that 
operates in the Republic. The CBC is also empowered 
to issue directives regulating the functions and 
operating procedures of the systems under its 
oversight.
 The CBC is the competent authority for 
designating the payment and settlement systems 
that fall within the scope of the provisions of 
the Settlement Finality in Payment Systems and in 
Securities Settlement Systems Law, 2003-2011. In 
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addition, this law gives the CBC the right of access 
to any information that it may deem necessary in 
the exercise of its responsibilities and the power 
to impose administrative fines on any participant 
for non-compliance. The CBC has designated as 
systems falling under the provisions of the Settlement 
Finality Law, the TARGET2-CY system and the Central 
Depository and Central Registry of the Cyprus Stock 
Exchange. 
 The Payment Services Law, 2009-2010 and the 
CBC’s Payment Institutions and Access to Payment 
Systems Directive, 2009, transpose into Cyprus law 
the provisions of EU Directive 2007/64/EC.  The CBC is 
the competent authority for ensuring the application 
of the provisions of this law, including the supervision 
of payment institutions. In this capacity, it has set up a 
committee as an out-of-court complaint and redress 
procedure for the settlement of disputes between 
users and payment service providers both within 
the context of the above - mentioned directive and 
of Regulation (EC) 924/2009 as regards cross - border 
payments.

Payment and securities settlement systems 
operating in Cyprus
There are currently six payment, clearing and 
settlement systems operating in Cyprus. These 
are the TARGET2-CY system, the Cyprus Clearing 
House for cheques, the payment cards clearing and 
settlement system, the retail credit transfers system 
(JCCTransfer), the government credit transfers 
system and the Cyprus Stock Exchange clearing and 
settlement system. These systems, with the exception 
of the government credit transfers system and the 
Eurosystem’s TARGET2, are described in the ECB 
publication Payment and Securities Settlement Systems 
in the European Union issued in August 2007 (http://
www.ecb.int/paym/market/blue/html/index.en.html). 

The CBC is the operator of TARGET2-CY, the Cyprus 
Clearing House for cheques and the government 
credit transfers system.

Single Euro Payments Area (SEPA)
The CBC supports the efforts of the European banking 
sector for the formation of the legal and regulatory 
framework as well as an integrated infrastructure that 
will allow the adoption of an advanced and reliable 
network for retail payments leading to the realisation 
of SEPA. For the completion of this project in Cyprus, 
a National Coordination Committee was established 
under the chair of the CBC. The Committee’s task 
is to coordinate the efforts of the Cyprus banking 
sector in its preparations to provide SEPA compliant 
products relating to credit transfers, payment cards 
and direct debits. The CBC supports the government 
in its efforts to achieve the widespread use of SEPA 
compliant products. In its capacity as the banker 
to the government, the CBC accepts and makes 
SEPA compliant credit transfers for the government   
through the RPS payments mechanism of the 
Deutsche Bundesbank and it is expected that by the 
end of 2012 most electronic government payments 
will be effected in this way. 
 For local government transfers, the use of IBAN is 
already mandatory and it is expected that by the end 
of 2012 IBAN will be used for all domestic transfers. 
For this target to be achieved the use of domestic 
non-SEPA compliant payment systems, such as 
JCCTransfer, will have to be terminated.
 The review of the migration progress is being 
coordinated on a pan-European level through the 
periodic progress report approved by the Governing 
Council of the ECB.
 The report is available at: http://www.ecb.int/pub/
pdf/other/singleeuropaymentsarea201010en.pdf
 In order to speed up the migration, the European 
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Parliament   and the Council   adopted a Regulation   
which specifies 1 February 2014 as the final date for 
the completion of the migration to SEPA compliant 
products and the phasing out of non-SEPA compliant 
national payment schemes. The Regulation was 
published in the Official Gazette of the EU on 30 March 
2012.  

Oversight of payment and settlement systems
The CBC, in accordance with the powers vested in it 
by law, has placed under its oversight the payment, 
clearing and settlement systems operating in Cyprus. 
In exercising these duties it applies, as far as possible, 
the policies and methodologies adopted by the 
Eurosystem. The Oversight Policy Document of the 
CBC is currently under review and is expected to be 
approved and published within the first half of 2012.
 In the course of 2011 the assessment of the 
CDCR, as a securities settlement system accepted 
for use in financial transactions of the Eurosystem, 
was completed, while two authorised payment 
institutions were also assessed.

T2S
The CBC is participating in T2S, an important 
Eurosystem infrastructure project relating to payment 
and securities settlement systems. This system aims 
at delivering a single integrated securities market for 
financial services by providing a single, borderless 
pool of pan-European securities as well as a core, 
neutral and state of the art settlement process.
 The project is at the development stage and it is 
expected to go live in 2015.

Other developments
Central Information Register for Issuers of Dishonoured 
Cheques (CIR)
As part of the efforts to reduce the problems caused 
by dishonoured cheques, the directive governing the 
operation of the CIR was amended with effect from 2 
December 2011 to cover:
 • Cases where instructions for non-payment   
  of cheques are given to banks by persons   
  already registered in the CIR. 
	 • Other problems presented with regard to   
  the payment of cheques issued by person   
  already registered in the CIR.

TARGET2
Following the expiration of the transitional period for 
migration to TARGET2, as specified in article 15 of the 
Guiding Principle ECB/2007/2 of the ECB3, the CBC has 
fully complied with the requirement for the migration 
of the settlement of all payments relating to: a) 
payments between credit institutions, b) payments 
between credit institutions and ancillary systems, 
and c) open market operations of the Eurosystem, 
from accounts of the CBC to TARGET2 accounts.   
Preparations have also started for the migration of the 
settlement of the Cyprus Clearing House to TARGET2 
accounts through the ancillary system interface of 
TARGET2. This migration process is expected to be 
completed at the beginning of 2012. 

Cheque truncation
Following the smooth operation of the automated 
cheque truncation system during its first year, 
preparations have started for participation in the 
system of banks not participating from the beginning.  
Furthermore, during 2011 two subcommittees of the 

3. http://www.ecb.int/ecb/legal/pdf/l_23720070908el00010070.pdf
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Cyprus Clearing House were activated for the review 
of the reasons for the return of cheques and for the 
monitoring of the automated cheque truncation 
system with a view to improving its arrangements. 

Efforts to reduce the use of cheques as a 
payment instrument
In the context of the continued efforts to reduce 
the use of cheques as a payment instrument, the 
Cyprus Clearing House has proceeded to the setting 
up of a subcommittee whose main purpose is the 
formulation of a proposal for a coordinated action 
plan for the long-term replacement of cheques with 
more efficient means of payments. 

4.5  Issuance of Euro Banknotes and Coins
At the end of 2011, the total amount of euro 
banknotes in circulation issued by the Eurosystem 
reached €847.384,8 million, representing an increase 
of 4,8% compared with the end of 2010.
 The free movement of people and goods 
implies inflows and outflows of cash in a continuous 
migration flow that cannot be measured accurately 
for the purpose of determining the actual value of 
euro banknotes in circulation in each country.
 Since the introduction of the euro in Cyprus, the 
value of banknotes and coins issued by the CBC, after 
deducting the amount withdrawn, reached €1.143,8 
million. During 2011 the value of the currency issued 
by the CBC decreased by €152,4 million. Specifically, 
€157 million of banknotes were withdrawn from 
circulation and €4,6 million of coins were issued to 
circulation.

Cash cycle
During 2011 the implementation of the “Notes Held 
to the Order of the Central Bank” scheme continued 
within the framework of which the participating 

banks are allowed to hold, under certain conditions, 
banknotes for the CBC’s account. In 2011 the number 
of banks which participate in the scheme increased 
from 8 to 11. Ten of these have subcontracted the 
storage and fitness sorting of their banknotes to 
another cash handler while one of them stores 
and processes banknotes on its own. During the 
year, 115,8 million pieces of euro banknotes were 
processed by all the banks participating in the 
scheme, out of which 19% (22 million pieces) were 
considered as unfit and were returned to the CBC for 
further processing.
 As from 1 January 2011, Decision ECB/2010/14 
for the enactment of common rules and procedures 
regarding the authenticity and fitness checking 
and recirculation of euro banknotes has been 
implemented.   Based on Decision ECB/2010/14, the 
CBC issued in June 2011 a relevant directive.  During 
2011 the CBC has carried out monitoring tests of the 
machines used for banknote processing by the banks 
participating in the scheme.
 For the rationalisation of the coin cycle and the 
implementation as of 1 January 2012 of Regulation 
(EU) No. 1210/2010 of the European Parliament and 
of the Council concerning authentication of euro 
coins and handling of euro coins unfit for circulation, 
the CBC decided to subcontract the storage and 
processing of coins to a third party.

Counterfeit euro banknotes detected in Cyprus 
during 2011
During the year 768 counterfeit euro banknotes of 
various denominations were detected in circulation, 
compared with 646 pieces in 2010. As in 2010, 
the €50 banknote remained the most frequently 
counterfeited denomination representing 60,9% 
of the total. Most counterfeits withdrawn from 
circulation were detected by bank cashiers. The 
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number of counterfeit euro banknotes detected in 
circulation during the year under review was very 
small – 9 counterfeit euro banknotes per 10.000 
residents – thus placing Cyprus as the eighth lowest 
country in the euro area.

Numismatic developments
•  Collector set
In June 2011, the CBC issued a collector set of 
the Cyprus euro coins minted in 2011, in brilliant 
uncirculated condition. This is the second set issued 
in the series of the Cyprus euro coin sets dedicated 
to the mosaics of Paphos. The total issue was 10.000 
sets which were sold very successfully in Cyprus and 
abroad.
 
•  Commemorative coin
By the end of 2011, all the necessary work   for the 
issue of a commemorative coin in January 2012 had 
been completed. The issue is in line with the decision 
of the euro area member states for a common issue 
with an identical design to commemorate ten years 
of euro banknotes and coins. 

• Sales of euro coins and other numismatic items
The interest for Cyprus euro coins continued during 
2011. Coins in uncirculated condition and other 
numismatic items with an approximate value of 
€620.000  were sold to dealers and collectors of 
numismatic items.

•  E-commerce website
In 2011 collector and other numismatic items issued 
by the CBC recorded sales of €38.400 on the CBC 
e-shop http://eshop.centralbank.gov.cy, showing a 
decrease of 30,2% compared to 2010.

Withdrawal of the Cyprus pound
The withdrawal of Cyprus pound banknotes 
continued during 2011. Banknotes with a total value 

of £1 million were exchanged for €1,7 million. The CBC 
will continue to exchange Cyprus pound banknotes 
until 31 December 2017.

4.6  Activities in the Financial Markets
On 31 December 2011, the CBC’s reserves, including 
gold bullion holdings valued at €538,9 million, 
amounted to €3.161,5 million compared with €3.867, 
million at the end of 2010. The change in the level 
of the reserves during the course of the year was the 
net result of the reduced utilisation by the CBC of 
the available Eurosystem credit facilities, the income 
received, the marking to market of investments and 
the fluctuation of foreign currencies against the euro.
 According to the CBC’s Investment Policy 
Framework, the management of reserves in euro, 
foreign currencies and gold focuses on the long-
term maximisation of their return, without sacrificing 
other long-standing objectives of critical importance, 
such as the safety of the reserves and overall capital 
preservation. The income derived from reserves 
management comprises the major source of financing 
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of the CBC’s operations, thus safeguarding its financial 
independence.
 The investment policy provides for the investment 
of the currency and gold reserves in approved 
asset classes, using approved financial instruments. 
Transactions are executed and processed through 
approved counterparties, such as banking institutions 
or investment banks. The cornerstone of the 
investment policy is the use of selected benchmark 
portfolios. This practice facilitates not only the 
comparative measurement of returns but also the 
assessment of the inherent risks of the real portfolios 
against parameters that reflect the risk-return profile 
of the CBC.
 The monitoring and control of the risks stemming 
from the reserves management, such as the foreign 
exchange, interest rate and credit risks are carried 
out by the Risk Management Section, on the basis 
of a specific methodology and framework.   The 
Risk Management Section, is autonomous and 
independent from the Financial Markets Department.
 During 2011 the general investment policy 
framework which defines, among other things, 
the nature of both the approved asset classes 
and the benchmark portfolios, proved to be quite 
appropriate under the prevailing market conditions, 
as it protected the value of the reserves during the 
continued global financial turmoil and investment 
uncertainty. Accordingly, during the year the CBC 
held reserves primarily in euro, and to a much lesser 
degree, in dollars and sterling. The policy of minimum 
tolerance of foreign exchange risk continued during 
the year under review, aiming at preventing potential 
foreign exchange losses due to fluctuations in the 
exchange rate of the euro against both the dollar and 
sterling.
 In view of the continued excessive volatility 
observed in the financial markets in 2011 and in 

order to alleviate the exposure to interest rate risk, 
the weighted average duration of the investment 
portfolios was adjusted to levels lower than those of 
the respective benchmark portfolios. The exposure to 
interest rate risk was further eased by the increase of 
euro-denominated bonds maintained in the held-to-
maturity portfolio. Moreover, as in previous years, an 
additional constraint applied is that the remaining life 
to maturity of all bond investments could not exceed 
five years. Finally, in the midst of the uncertain and 
volatile financial market conditions, the CBC’s time 
deposit placements with credit institutions were kept 
at extremely low levels. 

Participation in the management of the foreign 
exchange reserves of the ECB
The management of ECB reserves is decentralized and 
is conducted by the euro area national central banks 
which act as agents of the ECB. The CBC participates 
in the management of ECB reserves under a pooling 
arrangement with the Bank of Greece of their 
respective shares.

Participation in IMF programmes
The Republic of Cyprus has been participating since 
March 2011 in the ‘New Arrangements to Borrow’ 
programme which is conducted by the International 
Monetary Fund. The Financial Markets Department, 
in fulfillment of the CBC’s role as the fiscal agent of 
the Republic of Cyprus for IMF matters, performs all 
functions related to the programme. 

Implementation of monetary policy
On behalf of the ECB, which is responsible for 
formulating monetary policy in the euro area, the 
CBC participates along with the other national central 
banks in the euro area in the implementation of 
the single monetary policy set out by the decisions 



A N N U A L  R E P O R T  2 0 1 1

44

and guidelines of the ECB’s Governing Council. 
Consequently, the credit institutions that reside in and 
operate from Cyprus participate in and have access 
through the CBC to the open market operations and 
standing facilities of the Eurosystem.
 In light of the volatile and adverse financial market 
conditions that prevailed in 2011,   both the regular 
and the supplementary open market operations 
of the Eurosystem continued to be carried out 
through fixed rate tenders with full allotment. To 
further enhance liquidity, two non-standard fixed 
rate tenders with full allotment were extraordinarily 
conducted in August and October with a duration of 
6 and 12 months, respectively. Moreover, the conduct 
of operations for the provision of liquidity in dollars 
to eligible credit institutions continued through fixed 
rate tenders with full allotment, whilst the relevant 
additional margin for the 3-month tender auctions 
was reduced from 20% to 12%.
 In November 2011, the Eurosystem introduced 
the second Covered Bonds Purchase Programme 
(CBPP2) from primary and secondary markets of the 
euro area member states with one year duration 
and for an amount of €40 billion. The CBPP2,, like 
the first one which expired at the end of June 2010, 
is included in the non-standard policy measures for 
the conduct of monetary policy. The CBC has been 
actively participating in the implementation of the 
CBPP2 while, at the same time, continues taking part 
in the Securities Market Programme (SMP). The SMP 
was launched in 2010 as a non-standard monetary 
policy measure aimed at improving the functioning 
of certain bond markets and the effectiveness of 
the transmission mechanism of monetary policy.  In 
order to avoid potential negative repercussions for 
monetary policy targets, the Eurosystem has been 
conducting weekly operations for the purpose of 
absorbing the excess liquidity emanating from the 

implementation of the CBPP2.
 In December 2011, the ECB announced additional 
measures aimed at strengthening bank credit and 
enhancing liquidity conditions. In particular, it was 
announced that two longer-term refinancing fixed 
(weighted) rate tenders with full allotment and 36 
months duration (with an early repayment option 
after the first 12 months) would take place. The first 
tender was executed on 21 December 2011, while 
the second one was scheduled to be conducted at 
the end of February 2012. At the same time, as of the 
reserves maintenance period starting on December 
14, the fine-tuning operations executed in order 
to manage market liquidity on the last day of each 
reserves maintenance period were temporarily 
discontinued. Moreover, it was decided that starting 
from the first 2012 reserves maintenance period, the 
reserves ratio be cut from 2% to 1%. Finally, in order 
to increase collateral availability for Eurosystem credit 
operations, it has been decided that the minimum 
credit ratings of certain asset-backed securities 
be reduced, while the national central banks be 
temporarily allowed to accept as collateral additional 
performing credit claims that meet specific eligibility 
criteria.

4.7 Financial Risks Management
Financial risks stemming from the CBC’s investment 
activities are managed according to the approved 
risk management framework as set out in Bank’s 
Investment Policy Framework. The risk management 
unit responsible for monitoring, measurement 
and reporting of financial risks is organisationally 
independent from reserves management operations. 
 The CBC’s investment policy provides for the 
investment of the currency and gold reserves in 
approved asset classes, using approved financial 
instruments. Transactions are executed and processed 
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through approved counterparties, such as banking 
institutions or investment banks. The cornerstone 
of the investment policy is the use of selected 
benchmark portfolios. This practice facilitates not 
only the comparative measurement of returns but 
also the assessment of the inherent risks of the real 
portfolios against parameters that reflect the risk-
return profile of the CBC.
 The framework for monitoring and controlling 
the inherent risks related to the CBC’s reserves 
management operations is continuously monitored 
and updated according to prevailing market 
conditions.

• Interest rate risk
Interest rate risk is the risk of loss in the market value 
of investments due to fluctuations in market interest 
rates. In view of the excessive volatility observed in 
the financial markets in 2011 and in order to alleviate 
the exposure to interest rate risk, the weighted 
average duration of the investment portfolios   was 
adjusted to levels lower than those of the respective 
benchmark portfolios. The exposure to interest 
rate risk was further eased by the continuation of 
the practice of maintaining a substantial part of 
euro denominated bonds in the held-to-maturity 
portfolio. Moreover, as in previous years, an additional 
constraint applied is that the remaining life to 
maturity of all bond investments could not exceed 
five years. 

• Credit risk
Credit risk refers to the risk that a counterparty or 
an issuer of securities fails to meet his contractual 
or legal obligations for the entire or part of the 
agreed amount during the period of the contract 
(default risk). Credit risk also includes the risk of 
loss in the market value of the investments, due to 

a downgrading of the credit rating of an issuer of 
securities (downgrade risk).

• Foreign exchange risk
Foreign exchange risk refers to the risk of incurring 
losses in the market value of investments due to 
fluctuations in the exchange rate of the euro against 
other currencies in which the CBC maintains reserves. 
During 2011 the CBC held reserves primarily in euro 
and, to a much lesser degree, in dollars and sterling. 
The CBC’s policy for minimum tolerance of foreign 
exchange risk continued in 2011. This strategy is 
aimed at preventing potential foreign exchange 
losses due to fluctuations in the exchange rate of the 
euro against both the dollar and sterling. 
 During 2011, a period of continued financial 
turmoil and elevated global investment uncertainty, 
bank term deposits were kept at low levels, while 
the major part of the reserves remained invested in 
government bonds of countries baring adequately 
high credit ratings and characterised by political and 
financial stability.
 The level of financial risks stemming from 
the CBC’s activities has risen in 2011 due to the 
continued and increasing uncertainty and negative 
developments in the global markets and the increase 
of risks stemming from the implementation of the 
monetary policy of the Eurosystem. The CBC, in 
addition to actions undertaken to reduce the risks 
stemming from its investment activities, proceeded 
to further enhance its financial buffers by beefing up 
the level of the provision it maintains against general 
risks.     
 As regards the implementation of the monetary 
policy of the Eurosystem, the CBC participates in 
the risk management bodies of the Eurosystem 
and contributes to the monitoring, measurement 
and reporting of the financial risks as well as to the 
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enhancement of the risk management framework 
and the monitoring of the financial soundness of the 
local counterparties participating in the open market 
operations.  

Emergency liquidity assistance
Emergency liquidity assistance is provided to credit 
institutions according to the CBC’s established 
policy framework and after approval from the ECB’s 
Governing Council. Financial risks stemming there 
from are managed under a Eurosystem agreed 
framework.

4.8 Economic Research and Related 
Activities

The Economic Research Department (ERD) is 
responsible for analysing and monitoring the 
domestic and euro area economies as well as the 
general international economic environment. CBC 
staff systematically brief the Governor on all recent 
economic developments as well as on the projections 
regarding the Cyprus and euro area economies, in 
preparation for his participation in the ECB Governing 
Council. ERD officials also participate in various ECB 
and EU committees. 
 Other activities include the conduct of large 
research projects, such as the construction of the 
real estate price index and the Household Finance 
and Consumption Survey. Furthermore, the CBC holds 
meetings with international organisations which visit 
Cyprus and also gives presentations to various bodies, 
such as educational institutions and employers’ 
organisations.

Economic Bulletin
During 2011 the June and December issues of the 
Economic Bulletin were published. The Bulletin 
concentrates on the main international and domestic 

economic and financial developments, as well as 
on the projections for the Cyprus economy using 
specialised statistical graphs (fan charts), depicting 
the potential risks of deviation from the main 
scenario. The Bulletin is prepared in both Greek and 
English and can be found on the CBC website (www.
centralbank.gov.cy). During the year under review, the 
Bulletin included boxes covering the following topics: 
(i) the impact of oil prices on domestic inflation; (ii) 
the effect of exchange rate movements on monetary 
data; (iii) local cardholder expenditure in Cyprus 
in relation to payment habits; and (iv) the demand 
factors which affected residential property prices in 
Cyprus during the period 2002-2010.

Book on the Cyprus economy
During the year under review, the ERD began working 
on a book on the Cyprus economy, which covers the 
period 1960-2011 and also deals with the prospects 
and challenges currently faced. More specifically, 
the book analyses topics such as the current account 
balance, monetary and fiscal policies, inflation, the 
labour market and the real estate market. The book 
is expected to be published in the first half of 2012.

Governor support and participation in the 
committees and working groups of the ESCB
For the purpose of preparing the Governor for the 
meetings of the ECB’s Governing Council, support was 
offered on monetary policy and financial matters in 
general. Monthly presentations to the Governor were 
prepared, analysing macroeconomic and monetary 
developments in the euro area and the world 
economy, with an emphasis on expectations for the 
future path of the economy.
 CBC officials also participated in the ESCB’s 
Monetary Policy Committee and its working groups, 
dealing mainly with economic forecasts, econometric 
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modelling and the analysis of public finances. The 
Committee and its working groups keep track of 
economic and monetary developments in the euro 
area and the EU in general, and prepare reports 
supporting the decision-making process of the 
Governing Council.
 Through its representatives on the Working Group 
on Forecasting, the CBC participates in the winter 
and summer projection rounds of the Eurosystem, 
publishing the national results in the Economic 
Bulletin. These projections, which comprise, inter alia, 
the basic national macroeconomic aggregates, are 
prepared by adopting assumptions common to all 
euro area countries, making the euro area aggregate 
analysis feasible. In addition, inflation projections are 
carried out on a quarterly basis, two in the framework 
of the aforementioned macroeconomic projections 
of the Eurosystem and two during the spring and 
autumn staff exercises4.
 In the framework of the CBC’s participation in 
the Working Group on Econometric Modelling, 
the specialised econometric model CYMCM was 
used for estimating forecasts of the basic national 
macroeconomic aggregates. The analysis conducted 
by the Working Group on Forecasting was also 
supported by, among other things, analysis of 
various scenarios, updating model elasticities and 
questionnaires on technical matters. 
 As a result of the CBC’s participation in the 
Working Group on Public Finances, the monitoring 
of fiscal developments has intensified, with the aim 
of forming an independent opinion and autonomous 
projections as well as conducting various studies 
within the ESCB framework. For the year under review, 
the monitoring and analysis of public finances was 

particularly thorough.
 Moreover, during the year under review, CBC 
officials continued to participate in the Economic 
and Financial Committee (EFC) of the EU and its 
subcommittees. The former prepares the work of the 
Council of EU Finance Ministers (Ecofin).

Other research activities
In 2011 the quarterly Bank Lending Survey (BLS) 
continued as part of the Eurosystem. The goal of this 
qualitative survey is the deeper understanding of the 
role of credit in the monetary policy transmission 
mechanism and the enrichment of the analysis 
for monetary policy purposes. The questionnaire 
is completed by a sample of MFIs and the national 
results are, together with the aggregate euro area 
results, analysed by the CBC. Τhe CBC publishes on 
its website the aggregated BLS results for Cyprus on 
a quarterly basis.
 During 2011 the ERD’s Real Estate Unit (REU) 
published for the first time the general index and sub-
indices of residential property prices, by district and 
by type of residence (houses and flats). The indices 
of residential property prices cover the period from 
the first quarter of 2006 onwards, while due to limited 
data the price indices of flats and houses cover the 
period from the first quarter of 2010 onwards. In total, 
18 indices of residential property prices are published, 
which include the general index of residential 
property prices in Cyprus, as well as the sub-indices of 
flats and houses by district. The aforementioned price 
indices are available, together with a brief analysis 
of the developments in the property market, in the 
quarterly Residential Property Price Index , which is 
available on the CBC website5.

4. Inflation projections are published in Cyprus twice a year.
5.	http://www.centralbank.gov.cy/nqcontent.cfm?a_id=11836&lang=en
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 Moreover, the REU began the construction of a 
preliminary econometric model for the calculation 
of forecasts regarding the future direction of 
residential property prices. The model is based on 
macroeconomic data which have a high statistical 
correlation with real estate prices and are found to 
significantly affect the property market in Cyprus. In 
addition, this model will be incorporated in the CBC’s 
general model to produce forecasts for the Cyprus 
economy.
 With the accumulation of more sample data 
for 2011, the REU proceeded with a more detailed 
analysis and a review of its cleansing and filtering 
of data for the elimination of incorrect data records. 
The larger sample also allowed for a better statistical 
analysis of each attribute’s significance and, therefore, 
for the revision of the functional forms of various 
utilitarian models used for the construction of the 
aforementioned 18 residential property price indices.
 During the year under review, the CBC continued 
its participation in the Household Finance and 
Consumption Network, the goal of which is the 
conduct and administration of the Household Finance 
and Consumption Survey (HFCS), which is carried 
out in every country of the euro area. The HFCS, 
which is expected to be repeated every three years, 
is conducted under the auspices of the ECB using a 
common questionnaire. Specifically, the HFCS aims 
to form a complete picture of the composition of 
financial instruments, assets, debts, deposits and 
insurance coverage of Cyprus households. The HFCS 
also aims to create a comprehensive database for 
high quality research, the compilation of statistics 

and further analysis, all of which will be used as an 
input for the effective conduct of monetary policy as 
well as ensuring financial stability, for the benefit of 
all residents of Cyprus and euro area countries.
 Data collection was carried out through personal 
interviews in 2010, with 2009 as the reference year. 
After the data collection, data cleaning, processing 
and analysis were undertaken in 2011, based on ECB 
instructions, while maintaining the confidentiality 
of the data at all stages of the statistical analysis. 
The weights of each participating household were 
also calculated. At the same time, the process of 
imputation6 was carried out, which involved the 
filling in of answers not recorded during the interview, 
either because of the participant’s unwillingness to 
respond or because of the interviewer’s mistake. 
This process is conducted in accordance with ECB 
directions, using the method of multiple stochastic 
imputation, imputation by chained equations, which 
is used in the American Survey of Consumer Finances.
 The ERD proceeded to analyse the data and 
statistics collected using the survey data. Some 
preliminary results and tables have been prepared 
using the weighted sample. After the completion 
of the imputation and application of the procedure 
for the anonymisation of data, these statistics can be 
published.
 Furthermore, the CBC participates in special ECB 
task forces which aim at analysing various areas 
of interest, such as the task force responsible for 
studying the distributive trades sector. The main 
goal of the task force was to present and analyse 
the relationship between the retail and wholesale 

6. The process of imputation is a statistical methodology for filling in gaps (missing responses) in a database, using both the data given 
by the household in other questions of the questionnaire and the patterns of the household’s responses. The main advantage of this 
methodology is that the characteristics of the joint distribution of collected and uncollected data are maintained, giving unbiased 
estimators for various statistics, such as the mean, median, percentiles, variance and correlations (see R. J. A. Little, and D. B. Rubin 
(1987) Statistical Analysis with Missing Data,	John	Wiley	&	Sons,	New	York).
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markets in the EU, with particular emphasis on the 
euro area. In addition, the report discusses how the 
structural features of the distributive trades sector 
impact on prices, economic activity and employment. 
The aforementioned work was submitted to the 
European Parliament and published by the ECB in 
October 2011.

Visits of foreign experts and public 
communication
In	 2011	 Fitch,	 Moody’s	 and	 Standard	 &	 Poor’s	
visited Cyprus. These rating agencies assess the 
Cyprus economy at regular intervals and publish 
independent ratings. Fitch visited Cyprus in March 
2011,	Standard	&	Poor’s	in	June	2011	and	Moody’s	in	
January, June and November 2011. The regular visits 
by the IMF for reviewing the Cyprus economy were 
also organised in February and during September - 
October 2011. Moreover, ECB experts visited Cyprus 
in July 2011, while in March, October and December 
2011 the European Commission visited Cyprus. 
 During 2011 CBC staff participated in the 
Governor’s preparation for his public communication 
through articles, interviews, speeches and statements. 
In addition, several research studies have been 
conducted by CBC staff and published in the CBC 
Working Paper Series. Finally the CBC, together with 
the University of Cyprus, ran a series of seminars in 
which speakers from abroad were invited to present 
the findings of their current research.
 
4.9  Statistics    
During 2011 the CBC successfully met its obligations 
in relation to the production of reliable monetary/
financial and external statistics as well as the 
collection from secondary sources and processing 
of public finance and other economic statistics. The 
above - mentioned data are compiled according 

to EU and international statistical standards and 
methodologies and are subsequently transmitted 
to the ECB, EU, IMF and other external and internal 
users. At the same time, new surveys, IT systems and 
procedures were launched and/or necessary changes 
and improvements to existing data systems were 
implemented, aiming at the further improvement in 
the quality of data as well as the enhanced  efficiency 
and  more effective use of its human resources.

Monetary and financial statistics  
The year under review was the first complete 
year of implementation of the five new reporting 
instructions issued to all MFIs operating in Cyprus 
in June 2010. These new instructions pertain to MFI 
balance sheets, flows adjustments, interest rates, 
classification of institutional units according to ESA 
95 and loans as per the NACE system Rev.2. Special 
emphasis was placed on the correct implementation 
of   MFI reporting instructions concerning the new 
statistical data and requirements. In addition, the 
regular revision and transmission to the ECB of 
the MFI List continued.   Furthermore, by means of 
providing useful suggestions and comments on the 
draft text, the CBC participated in the preparation 
of the new ECB manual for the MFI balance sheet, 
which will include comprehensive explanations and 
clarifications on the ECB’s new regulation.
 The publication titled Monetary and Financial 
Statistics, which highlights selected statistical data 
produced by the Statistics Department, continued 
to be published on the CBC website on a monthly 
basis.   During 2011 a monthly announcement was 
launched which informs users about the release of the 
above publication.  Moreover, the review of the tables 
concerning loans and deposits commenced, so that 
annual growth rates are also adjusted for exchange 
rate fluctuations, which will provide users with further 
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important analytical information. Furthermore, the 
relevant section of the CBC website was significantly 
upgraded through the inclusion of additional useful 
information.
 During the year under consideration, the monthly 
and quarterly transmissions of MFI balance sheet, 
flows adjustments and interest rates statistics to the 
ECB proceeded smoothly while, at the same time, 
quality checks on these data were performed. In the 
beginning of the year, the ECB’s data quality exercise, 
in which the CBC participated, was completed 
successfully. Also, the monitoring techniques applied 
to the monthly data submitted by MFIs were enriched. 
Furthermore, following the useful practice applied in 
the previous years, the annual verification of such 
data was assigned to the MFIs’ internal or external 
auditors, whose reports regarding the reference 
month of June 2011 were submitted in the last two 
months of the year and are under evaluation.
 The balance sheet, revaluation and transaction 
data for investment funds were produced and 
transmitted to the ECB on a monthly basis, while 
the stock and flow data concerning the sectors 
“Other financial intermediaries, except insurance 
corporations and pension funds” and “Insurance 
corporations and pension funds” were produced 
and transmitted on a quarterly basis. The reporting 
population of investment funds was enhanced by 
incorporating a number of new entities. The updated 
List of Investment Funds was transmitted to the ECB 
on a quarterly basis. 
 Securities issues statistics, covering debt securities 
and shares, were compiled and disseminated to the 
ECB on a monthly basis, as in previous years. These 
data provide information regarding securities issues 
by Cypriot residents classified under all sectors of the 
economy and in any currency.  Data concerning the 
yield on ten-year development stocks, which are used 

for assessing the convergence of Cyprus’s long-term 
interest rates, were also disseminated to the ECB.
 Other tasks dealt with during the year included 
the production of structural statistical indicators of 
the financial sector, which are transmitted to the ECB 
and Eurostat through Cystat.  In addition, the statistics 
concerning payments systems were prepared and 
transmitted to the ECB for the reference year 2010, 
while quarterly balance sheet data were produced 
and disseminated to the Bank for International 
Settlements.  

Financial accounts  
During 2011 the quarterly financial accounts as well 
as supplementary data for the production of early 
estimates of the euro area financial accounts, were 
compiled and transmitted to the ECB. In the context 
of improving the quality of the data on “non - financial 
corporations (NFCs)”, an estimate for the item 
“inter-NFC loans” was produced and disseminated 
to the ECB for the first time.   Furthermore, in the 
latter part of the year a project was initiated for the 
development of an automated production system for 
the financial accounts.

External statistics    
As in previous years, and as part of Cyprus’s statistical 
obligations, monthly, quarterly and annual balance 
of payments data as well as monthly statistics 
on foreign currency reserves, were collected, 
produced and transmitted to the ECB, Eurostat 
and IMF, in accordance with community and 
international standards. In parallel, the production of 
comprehensive quarterly and annual statements of 
the international investment position (IIP) and data on 
Cyprus’s external debt was also effected. The IIP data, 
which relate to the period 2008 - 2010, have been 
compiled for the first time according to the national 
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definition of residency, based on which only entities 
with a physical presence in Cyprus are considered as 
“residents of Cyprus”.
 The regular monthly transmission of data to the 
Centralised Securities Database (CSDB) of the ESCB 
and the associated quality management procedures, 
continued in 2011. The data are not only used for 
processing portfolio investment statistics and 
statistics on investment funds, but also for enhancing 
the statistics on securities issues.
 In addition, the CBC repeated its participation in 
the annual surveys conducted by the IMF entitled, 
“Co-coordinated Portfolio Investment Survey” (CPIS), 
“Survey of Securities held as Foreign Exchange 
Reserves” (SEFER) and “Coordinated Direct Investment 
Survey” (CDIS). The first two surveys concern the 
collection of data on securities, while the third relates 
to the collection of data on foreign direct investment 
stocks.
 The conduct of specialised surveys continued 
in 2011, in the context of the direct data collection 
system, which was launched in 2009. The collection 
of  data directly from specific types of resident entities 
with a significant volume of cross-border transactions 
is deemed necessary   in order to supplement data 
submitted by MFIs operating in Cyprus and other 
sources.
 In order to meet the needs and expectations of 
various internal and external users, the Statistics 
Department has formulated a policy regarding its 
communication with individuals and organisations 
both in Cyprus and abroad. In this regard, new and 
updated bulletins and reports were issued, the 
relevant CBC webpage was upgraded and contacts 
with organised groups and institutions were 
established. More specifically, for the shipping sector 
(ship management and ship owning), a more detailed 
bulletin with an in depth analysis and review of major 

developments was designed. 
 Major data revisions as well as amendments/
upgrades of the existing data collection methods and 
procedures were effected, with the aim of improving 
the quality of the external statistics produced.
 As regards data revisions, these were performed 
in September 2011 for the external transactions data 
for the period 2008 until the second quarter of 2011. 
Particular attention was placed on the income and 
financial account of the balance of payments, the 
international investment position and the external 
debt. The revised data as well as the relevant 
explanatory note have been uploaded on the CBC 
website.
 Concerning the amendments/upgrades 
performed on the existing data collection methods 
and procedures, a new survey was launched in 2011 in 
order to enrich the data on securities issues, primarily 
from companies without a physical presence.
 During the reviewed year, the CBC was actively 
engaged in the creation of a new ESCB framework 
for upgrading the collection and compilation of 
security by security holding statistics. These statistics 
are designed to meet the various data needs unveiled 
by the global financial crisis as well as the potential 
needs of the European Systemic Risk Board.

Government finance and general economic 
statistics 
In 2011 government finance data and other economic 
statistics were transmitted to the ECB and published 
through the IMF’s Special Data Dissemination 
Standard (SDDS) and on the CBC website. 
 The main characteristic of the year under review 
was the extension and further deterioration of the 
financial crisis in a number of euro area countries, 
including Cyprus, which forced governments to take 
or extend fiscal consolidation measures. The fiscal 
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and debt crisis showed, once again, the importance 
of the timely transmission and constant monitoring 
of government finance statistics. 
 The two main government finance data 
transmissions to the ECB were carried out in April and 
October 2011, in accordance with the requirements of 
Guideline ECB/2009/20. These transmissions included 
annual data for 2010 as well as revised annual data for 
the period 1995 – 2009.
 Quarterly data for the government debt as well 
as annual government finance statistics data for the 
period 2007–2010 were also transmitted to the ECB, in 
accordance with the relevant Maastricht criterion and 
the requirements of the excessive deficit procedure, 
respectively. Furthermore, updated information 
relating to the measures adopted by the government 
during the period 2008–2010 to support the financial 
sector in the context of the financial crisis was also 
provided to the ECB.
 The CBC contributed actively to the various 
consultations initiated by the ECB for the adoption of 
the proper methodology for recording data related 
to measures or decisions which may have an impact 
on the calculation of the fiscal deficit and public 
debt. Examples of such issues include the recording 
of the measures adopted by the government to 
support the financial sector and the delineation of 
the government sector, i.e. which institutions are 
classified under the government sector.
 All data, comments and analyses relating to 
government finance statistics for Cyprus, which are 
included in the ECB’s Annual Government Finance 
Statistics (GFS) Quality Report for 2011, were checked 
and verified. The GFS Quality Report evaluates the 
quality of the annual GFS data submitted to the ECB 
for the period 2005–2010. In cases where the criteria/
ratios for a country exceed certain thresholds, the 
country in question must provide explanations and 

comments to the ECB. 
 In order to further improve the quality of the 
government finance statistics and reduce the time 
needed for their processing and validation, a project 
on the automation of the annual government finance 
statistics was initiated in 2011. 
 As far as the general economic statistics are 
concerned the required data and the release 
calendar for 18 pertinent indicators continued to be 
transmitted to the ECB. 
 The CBC cooperates closely with the Ministry 
of Finance (MoF) and Cystat in order to ensure that 
Cyprus meets successfully all its obligations towards 
the ECB, Eurostat and other organisations in the 
field of statistics.   The work needed to finalise and 
sign a memorandum of understanding in the area 
of statistics between the three pertinent authorities 
(MoF, Cystat and CBC) is expected to be completed 
during 2012.
 Cyprus adopted the SDDS of the IMF as from 1 
December 2009. The Statistics Department is the 
coordinator for all issues relating to SDDS obligations, 
both within the CBC as well as between the three 
participating authorities (CBC, MoF and Cystat). 
Throughout 2011, Cyprus was fully compliant with all 
the requirements of the SDDS.

4.10  Information Technology
According to the priorities of the CBC’s portfolio for IT 
projects, the main tasks of the IT Department during 
2011, were: 
a) The development of new systems, primarily those 

dealing with the implementation of decisions 
regarding the supervision of banking institutions 
and the execution of monetary policy.

b) The upgrade of the CBC’s  IT infrastructure and the 
enhancement of the availability, the expandability 
and the disaster recovery capability of the CBC’s  IT 
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systems.
c) The upgrade of the existing systems, mainly due 

to reviews emanating from the Eurosystem and 
the EBA (European Banking Authority).

At the same time, the IT Department participated 
in the ESCB’s Information Technology Committee 
and its working groups and proceeded, locally, with 
the timely implementation of ESCB projects and 
decisions.

Infrastructure projects
In 2011 two major projects were implemented: (a) 
the new Internet Architecture Project which was 
combined with the upgrade of the local part of the 
ESCB Network in accordance to ESCB Policies and (b) 
the upgrade of the office automation infrastructure. 
 The first project enhanced the level of security 
and performance and allowed for the use of new 
and enhanced internet services.  It also included the 
replacement of the local ESCB equipment using a new 
architecture which fulfils the technical and functional 
requirements of the ESCB. 
 The second project contributed to the 
establishment of a single platform for servers and 
data storage, the introduction of new technologies 
and the upgrade and enhancement of office 
automation services. The management and support 
system for the infrastructure and the incident 
monitoring was also enhanced.
 Furthermore, the enhancement of the CBC’s 
IT systems’ availability, expandability and disaster 
recovery capability continued through the 
implementation of a single platform and the 
introduction of new technologies, procedures and 
other arrangements.
 Finally, the replacement of user technology, 
including computer equipment and printers, 

continued.

IT systems implementation/maintenance 
projects
The main work concentrated on the areas of banking 
supervision, open market operations and the Single 
European Payment Area (SEPA). 
The following were accomplished:
•	 The	introduction	of	business	intelligence	tools	for	

analysing the data submitted by commercial banks. 
This data is processed and sent to the EBA/ESRB.

•	 The	 application	 for	 the	 processing	 of	 data	 for	
the Financial Reporting System (FINREP) and 
other reports used by the Banking Supervision 
Department. In parallel, the application for the 
processing of the data for the common reporting 
system (COREP) is in progress and is expected to be 
completed soon.

•	 The	 integration	 of	 government	 payments	 to	 the	
SEPA system has been completed and is expected 
to be operational in the beginning of 2012.

•	 The	 execution	 of	 settlement	 instructions	 of	 the	
Cyprus Clearing House (CCH) ancillary system on 
TARGET2 via its Ancillary System Interface (ASI).

Within the context of maintaining IT systems in 
operation, modifications were made to a number of 
systems. The most significant ones were:
•	 Upgrades	 to	 the	 collateral	management	 and	 the	

open market operations systems which were 
deemed necessary due to the continuing of the 
financial crisis as well as changes imposed on the 
monetary framework by the ESCB.

•	 The	 automation	 of	 the	 SWIFT	 messaging	
system through a “straight through processing” 
functionality. 
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IT systems security
The effort for enhancing the security level of the 
CBC’s IT environment was continued through the 
establishment of new security policies, procedures 
and guidelines and through the execution of 
security audits and risk assessments related to data 
confidentiality, integrity and availability. 

4.11  Human Resources, Organisation and   
 Methods 

Human capital is undoubtedly a very important 
growth factor and driving force for the CBC’s activities. 
To this effect, the Human Resources, Organisation and 
Methods Department continued to actively support 
the CBC’s departments throughout 2011 for the 
effective management and development of staff. 

Human resource automation system 
The implementation of a new automated human 
resources management system continued in 2011 
and access was gradually granted to the CBC’s 
management team. The system’s applications, 
including the provision of self service facilities to staff, 
are being tested and their operation is expected to be 
launched in the beginning of 2012. 

Human resource recruitment and development 
Taking into consideration the new challenges that 
the CBC is facing within the Eurosystem as well as 
the varying job market opportunities, the required 
entry qualifications for newcomer employees were 
upgraded.
 With respect to training activities, members of 
staff continued to participate in various training 
programmes organised by other national central 
banks, members of the ESCB and other independent 
organisations. Where feasible, the CBC made the most 
of training subsidies offered by local organisations 

and exploited synergies with other national central 
banks in order to reduce training costs. 

Administrative support
During the year public tender procedures for the 
renewal of the group life and the property and 
equipment insurance of the CBC were completed.
 Synergies with other national central banks 
were exploited with the aim of reducing personnel 
travelling costs.

Organisational matters
In order to ensure continuity of the CBC’s critical 
operations in case of a disaster, the CBC adopted a 
new Business Continuity and Crisis Management 
(BCM) policy based on Eurosystem standards and 
methodologies. Based on the new policy a BCM team 
was formed that successfully steered the first cycle of 
the design and testing of business continuity plans for 
the CBC’s critical processes. The business continuity 
plans will be further enhanced in 2012 and testing will 
be carried out on a regular basis.
 Internal directives for the management of 
sensitive information of the ESCB were published and 
all members of staff were trained on how to handle 
such information. The directives adhere to a common 
framework of the ESCB, which was approved by the 
Governing Council of the ECB. 
 Aiming to continually upgrade the CBC’s 
presence in the world wide web, the CBC’s  website 
was redesigned in close cooperation with the 
Communications and Publications Unit and with 
the active involvement of all the departments. The 
new website follows modern design practices and 
provides new functionality and information via a 
more simplified structure and presentation. 
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4.12  Health and Safety 
The CBC considers health and safety issues of 
fundamental importance. Within the corporate social 
responsibility framework all the appropriate measures 
were taken for the:
•	 Safeguarding	 of	 the	 health	 and	 safety	 of	 the	

personnel as well that of persons visiting the CBC.
•	 Compliance	with	all	relevant	legislation.	

In 2011 health and safety activities were focused on 
the implementation of the provisions of the Health 
and Safety Policy which was adopted by the CBC’s 
management during the end of 2010. 
 More specifically, the following activities were 
completed:
•	 Presentations	were	organised	for	the	management	

and members of staff on the new health and safety 
system and the management of health and safety 
risks.

•	 On-site	 inspections	were	carried	out	by	the	CBC’s	
health and safety officer.

•	 Construction	work	and	other	measures	were	taken	
towards reducing risk and enhancing health and 
safety in the workspace.  

•	 A	 first	 aid	 group	was	 established	 with	 volunteer	
members of staff.

•	 A	number	of	automatic	external	defibrillators	were	
installed at central locations in the CBC building.

•	 Health	 and	 safety	 training	 programmes	 were	
organised as follows:
-  General health and safety issues, fire safety, 

ergonomics in the office environment and 
protection against electric shock - addressed to 
all members of staff.

-  Manual load lifting and handling, working at 
height, safe use of tools and machinery, use of 
personal protective equipment and protection 
from noise - addressed to specific groups of 

staff.
-  First aid training for all the members of the first 

aid group.

4.13  Security and Premises
The main responsibilities of the Security and Technical 
Support Department include: 
•	 The	implementation	of	strict	security	measures		
 for the protection of the building, installations,   
 personnel, visitors and the assets of the CBC.
•	 The	maintenance	of	the	smooth	operation		  
 of the building in order to ensure that the office   
 environment is safe, pleasant and conducive to  
 productive work.
•	 The	maintenance	of	the	building’s	installations.

Within the above framework, the training of the 
security staff during the year under review continued 
in cooperation with the police.  During 2011 CBC staff 
also participated in the ESCB’s Security Working 
Group, which deals with security issues related to the 
euro, as well as in the Heads of Security of EU and G10 
Central Bank Group, which deals with central bank 
security issues.
 The CBC’s technical staff was trained in the 
implementation of the regulations for electrical 
installations as well as in issues related to health 
and safety.  The building’s environmental conditions 
as well as the operation of the equipment were 
continuously monitored and controlled. Various 
mechanical equipment were upgraded with new 
technology equipment in order to reduce energy 
consumption and one of the building’s elevators was 
upgraded.
 The Department   has successfully handled 
interruption to power supply following the 
destruction of the Vasiliko power station in July.   
During the power cuts, which lasted for a period of 
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two months, the CBC building was fully functional, 
with the use of the standby generators.
 Looking ahead, the CBC is planning the: 
replacement of part of the mechanical equipment 
in order to reduce energy consumption; upgrading 
of the security system; and continuation of general 
maintenance work on the building.
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5. FINANCIAL STATEMENTS
2011
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 ASSETS   €’000 €’000 €’000   

 1 Gold and gold receivables    543.546 471.800   

 2 Claims on non-euro area residents denominated in foreign currency  391.282 373.698   

   2.1 Receivables from the IMF   261.580  177.819   

   2.2 Balances with banks and security investments, external loans and other external assets 129.702  195.879   

 3 Claims on euro area residents denominated in foreign currency  399.237 536.272   

 4 Claims on euro area residents denominated in euro  0 0   

   4.1 Balances with banks, security investments and loans 0  0   

   4.2 Claims arising from the credit facility under ERM ΙΙ 0  0    

5 Lending to euro area credit institutions denominated in euro,
  related to monetary policy operations   5.521.400 5.466.000   

 5.1	 Main	refinancing	operations	 2.655.000	 			 613.000			

			 5.2	 Longer-term	refinancing	operations			 2.807.400	 	 4.853.000			

			 5.3	 Fine-tuning	reverse	operations		 0	 	 0			

			 5.4	 Structural	reverse	operations			 0	 	 0			

   5.5 Marginal lending facility 59.000  0   

   5.6 Credits related to margin calls  0  0   

 6 Other claims on euro area credit institutions denominated in euro  161 472   

 7 Securities of euro area residents denominated in euro    2.484.732 2.916.517   

   7.1	 Securities	of	euro	area	residents	denominated	in	euro	held	for	monetary	policy	purposes	 462.404	 	 247.145			

			 7.2	 Other	securities	of	euro	area	residents	denominated	in	euro	 2.022.328	 	 2.669.372			

 8 General government debt denominated in euro  1.453.666 1.502.882   

 9 Intra-Eurosystem claims   662.047 418.865   

   9.1	 Participating	interest	in	ECB			 31.238	 	 28.956			

			 9.2	 Claims	equivalent	to	the	transfer	of	foreign	reserves	 78.863	 	 78.863			

			 9.3	 Claims	related	to	promissory	notes	backing	the	issuance
	 	 of	ECB	debt	certificates			 0	 	 0			

   9.4 Net claims related to the allocation of euro banknotes 
	 	 within	the	Eurosystem			 551.946	 	 311.046			

   9.5 Other claims within the Eurosystem (net)   0  0   

 10 Items in course of settlement    57.287 29.438   

 11 Other assets    3.644.207 168.266   

   11.1 Coins of euro area  0  0   

			 11.2	Tangible	and	intangible	fixed	assets			 11.282	 	 12.665			

			 11.3	Other	financial	assets	 0	 	 0			

   11.4 Off-balance sheet instruments revaluation differences   0  0   

			 11.5	Accruals	and	prepaid	expenses			 76.156	 	 96.263			

			 11.6	Sundry		 3.556.769	 	 59.338	  

   Total Assets    15.157.565 11.884.210   

BALANCE SHEET AS AT 31 DECEMBER 2011

Central Bank of Cyprus
Eurosystem

31 Dec. 2011 31 Dec. 2010

The	notes	on	pages	63-78	form	part	of	these	accounts.
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 LIABILITIES   €’000 €’000 €’000   

 1 Banknotes in circulation  1.599.530 1.515.662   

 2 Liabilities to euro area credit institutions
 related to monetary policy operations    3.172.985 2.288.989   

   2.1	 Current	accounts	(covering	the	minimum	reserve	system)				 1.571.584	 	 1.191.731			

			 2.2	 Deposit	facility			 1.226.401	 	 1.097.258			

			 2.3	 Fixed-term	deposits		 375.000	 	 0			

			 2.4	 Fine-tuning	reverse	operations			 0	 	 0			

			 2.5	 Deposits	related	to	margin	calls			 0	 	 0		 

3 Other liabilities to euro area credit institutions denominated in euro    0 0   

4 Debt certificates issued   0 0   

5 Liabilities to other euro area residents denominated in euro    929.592 278.525   

   5.1 General government   924.449  270.047   

	 5.2	 Other	liabilities			 5.143	 	 8.478		  

6 Liabilities to other non-euro area residents denominated in euro   87.372 102.775   

7 Liabilities to euro area residents denominated in foreign currency    23 23   

8 Liabilities to non-euro area residents denominated in foreign currency    0 0   

	 8.1	 Deposits,	balances	and	other	liabilities			 0	 	 0			

   8.2 Liabilities arising from the credit facility under ERM ΙΙ 0  0   

9 Counterpart of special drawing rights allocated by the IMF    157.597 153.679   

10 Intra Eurosystem liabilities    7.909.333 6.442.464   

   10.1 Liabilities equivalent to the transfer of foreign reserves   0  0   

	 10.2	Liabilities	related	to	promissory	notes	backing	

	 	 the	issuance	of	ECB	debt	certificates			 0	 	 0			

	 10.3	Net	liabilities	related	to	the	allocation	of	euro	banknotes	

  within the Eurosystem  0  0   

	 10.4	Other	liabilities	within	the	Eurosystem	(net)	 7.909.333	 	 6.442.464		  

11 Items in course of settlement    57.592 29.834   

12 Other liabilities    301.506   258.423   

	 12.1	Off-balance	sheet	instruments	revaluation	differences	 44.546	 	 38.790			

 12.2 Accruals and income collected in advance   10.594  9.647   

	 12.3	Sundry	 246.366	 	 209.986			

13 Provisions    231.231 203.655   

14 Revaluation accounts    549.461 478.068   

15 Capital and Reserves    144.792 116.712   

 15.1	Capital		 90.000	 	 60.000			

 15.2 General Reserve Fund   54.792  56.712   

16 Surplus for the year    16.551 15.401   

 Total Liabilities  15.157.565 11.884.210   

BALANCE SHEET AS AT 31 DECEMBER 2011

Central Bank of Cyprus
Eurosystem

31 Dec. 2011 31 Dec. 2010

The	notes	on	pages	63-78	form	part	of	these	accounts.
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   €’000 €’000 €’000 €’000   

 1.1 Interest income   246.535   218.831     

 1.2 Interest expense  (120.554)  (105.469)       

 1 Net interest income  125.981  113.362   

	2.1	Realised	gains	arising	from	financial	operations	 4.868	 	 2.375			 			

	2.2	Writedowns	on	financial	assets	and	positions			 (27.852)	 	 (16.561)				 			

 2.3 Transfer to provisions for foreign exchange and price risks   (25.000)  (20.000)       

 2 Net result of financial operations,
 writedowns and risk provisions    (47.984)  (34.186)   

 3.1 Fees and commissions income   2.162  1.961     

 3.2 Fees and commissions expense    -   -      

 3 Net income from fees and commissions    2.162  1.961   

 4 Income from equity shares and participating interests    1.425  335   

 5 Net result of pooling and redistribution
 of monetary income   (759)  1.143   

 6 Other income    287  1.186   

 Total Net Income    81.112  83.801   

 7 Staff costs   (31.994)  (30.847)      

 8 Administrative expenses   (4.857)  (4.654)       

	9	 Depreciation	of	tangible	fixed	assets	 (1.873)	 	 (2.199)		 			

 10 Banknote acquisition cost   -    -       

 11 Other expenses   (837)  (700)    

 Total Expenses    (39.561)  (38.400)   

 Surplus for the year    41.551  45.401   

 Transfer to General Reserve Fund    (25.000)  (30.000)   

 Net Surplus for the Year  16.551  15.401   

 Appropriation Account            

 General Reserve Fund  3.310  3.080   

 Consolidated Fund of the Republic    13.241  12.321   

 Surplus for the year    16.551  15.401   

INCOME AND EXPENDITURE ACCOUNT     
for the period 1 Jan. 2011 - 31 Dec. 2011

Central Bank of Cyprus
Eurosystem

2011 2010

19 March 2012 Dr Athanasios Orphanides 
Governor

The	notes	on	pages	63-78	form	part	of	these	accounts.
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ACCOUNTING POLICIES 
General principles for the preparation of the 
financial statements
The financial statements of the CBC are prepared 
in accordance with article 57(2) of the Central Bank 
of Cyprus Law, 2002-2007 on the basis of approved 
accounting principles applicable in the ESCB, as 
determined by Accounting Guideline ECB/2010/20 as 
amended by Guideline ECB/2011/27.
 These principles, even though based on generally 
accepted accounting principles, have been designed 
to take account of the specialised operational 
framework of the national central banks (NCBs) of the 
Eurosystem.   

Main accounting principles
The main accounting principles applicable in the 
Eurosystem and applied by the CBC are:
• The principle of economic reality and transparency 

in the presentation of the financial assets and 
liabilities of the CBC so as to present its true 
financial position.

• The principle of prudence.  In accordance with this 
principle, unrealised gains from the revaluation 
of gold, financial instruments in foreign currency 
and securities are not recognised as income in the 
profit and loss account but are transferred directly 
to revaluation accounts. On the other hand, 
unrealised losses resulting from revaluations at 
the end of the accounting period and exceeding 
unrealised profits previously transferred to the 
revaluation accounts are recognised as expenses 
and transferred to the profit and loss account. 

• The principle of the recognition of post-balance sheet 
events, i.e. events that have occurred between the 
balance sheet date and the date of the approval 
of the accounts.  If such events have a material 
influence on the financial position of the CBC the 

assets and liabilities are adjusted accordingly. 
• The principle of materiality. 
• The principle of goingconcern. The financial 

statements have been prepared on a going 
concern basis.  

• The principle of accruals. Income and expenses 
are recognised in the year in which they occur 
irrespective of when they are collected or paid. 

• The principle of consistency and comparability.  The 
criteria for the valuation of the balance sheet 
items and the construction of the income and 
expenditure are applied with consistency so as to 
ensure the comparability of items in the financial 
statements. 

 
Recognition of assets and liabilities
An asset or liability is recognised in the balance 
sheet only when it is probable that any associated 
future economic benefit will flow to or from the CBC, 
substantially all of the associated risks and rewards 
have been transferred to the CBC, and the cost or 
value of the asset or the amount of the obligation can 
be measured reliably.

Accounting treatment of transactions
Foreign currency transactions, financial instruments 
denominated in foreign currency and related accruals 
are recorded at spot settlement date (economic 
‘alternative’ approach). Interest accrued on foreign 
fixed deposits and financial instruments, including 
premiums or discounts, is recorded on a daily basis 
from the spot settlement date.
 At year-end, both financial assets and liabilities are 
revalued at current market prices/rates. This applies 
both to on-balance sheet and off-balance sheet 
transactions.
 The average acquisition cost and the value of 
each currency position are calculated on the basis 

NOTES TO THE FINANCIAL STATEMENTS
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of the sum total of the holdings in any one currency, 
including both asset and liability positions and both 
on-balance sheet and off-balance sheet items.

Balance sheet valuation rules
The assets and liabilities of the CBC in foreign 
currency and gold are valued on the basis of the 
ruling exchange rates on the date of the balance 
sheet as these appear on the currency exchange rates 
report of the ECB.
 Income and expenses are translated into euro 
using the exchange rates ruling at the time of the 
transaction.
 As regards gold there is no distinction between 
the differences resulting from price adjustments and 
exchange revaluations.     A single gold valuation is 
accounted for based on the price of gold in euro per 
fine ounce, as this is determined from the exchange 
rate of the euro against the US dollar at the date of the 
balance sheet.
 The readjustment of the value of assets and 
liabilities in foreign currency is carried out on a 
currency by currency basis, including both on-and 
off-balance sheet items.

Income recognition
Gains and losses realised in the course of transactions 
in foreign currency and securities are taken to the 
profit and loss account.   The average cost method 
is used on a daily basis for gold, foreign currency 
instruments and securities to compute the acquisition 
cost of items sold, having regard to the effect of 
exchange rate and/or price movements.  
 Unrealised revaluation gains arising from the 
revaluation of a security or currency or holdings in 
gold, are not taken to the profit and loss account, 
but transferred directly to revaluation accounts on 
the balance sheet.  Unrealised losses are recognised 

in the income and expenditure account when they 
exceed previous revaluation gains registered in the 
corresponding revaluation account; they may not be 
reversed against new unrealised gains in subsequent 
years.
 Premiums or discounts arising on securities are 
calculated and presented as part of interest income 
and are amortized over the remaining life of the 
securities.

Fixed assets
Fixed assets are valued at cost less accumulated 
depreciation.  Depreciation is calculated on a straight-
line basis from the year of acquisition and for the 
expected economic life of the assets:

Asset category              Depreciation Period

Computers, related hardware
and software, motor vehicles         4 years

Equipment, furniture
and plant in building         10 years
Buildings         25 years

Fixed assets purchased
for less than €10.000                             No capitalisation

Retirement Plan
The CBC operates a defined benefit scheme for staff 
members holding a permanent, pensionable post 
before 1 October 2011. The liability recognised in the 
balance sheet in respect of the defined benefit plan 
is the present value of the defined benefit obligation 
at the balance sheet date. The defined benefit 
obligation is calculated annually using the projected 
unit credit method. The present value of the defined 
benefit obligation is determined by discounting the 
estimated future cash flows, using interest rates of 
high quality corporate bonds that are denominated in 
euro and have similar terms of maturity to the term of 
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the related pension liability. Actuarial gains and losses 
can arise from adjustments (where actual outcomes 
are different from the actuarial assumptions) and 
changes in actuarial assumptions. The net amount 
recognised in the income and expenditure account 
comprises the current service cost of the benefits 
accruing for the year, the interest at the discount rate 
on the defined benefit obligation.

ESCB capital key
The capital key is essentially a measure of the relative 
size of each EU member state and is calculated, in 
equal shares, on the basis of GDP and population 
size.  The key is used as the basis for allocating each 
NCB’s share in the ECB capital and is adjusted every 
five years and every time a new member joins the EU.
 The Eurosystem key is the adjusted capital key 
for Eurosystem NCBs only and is used as the basis 
for the allocation of monetary income, banknotes in 
circulation and the ECB’s profit/loss.

Securities  
Marketable securities other than those held-to-
maturity and similar assets are valued at the mid-
market prices prevailing at the balance sheet date, 
on a security-by-security basis (by ISIN). Marketable 
securities classified as held-to-maturity and non-
marketable securities are valued at amortised cost 
and are subject to impairment tests.

Banknotes in circulation
Euro banknotes are issued by the ECB and the NCBs, 
which together comprise the Eurosystem. The 
total value of banknotes in circulation is allocated 
among the ECB and the Eurosystem NCBs on the last 
working day of each month. The ECB is allocated a 
share of 8% of the total value of euro banknotes in 
circulation, whereas the remaining 92% is allocated 

to the Eurosystem NCBs according to their banknote 
allocation key.   The share of banknotes allocated to 
the CBC is disclosed under the balance sheet liability 
item “Banknotes in circulation” (p. 61).
 The difference between the value of the euro 
banknotes allocated to each NCB in accordance with 
the banknote allocation key and the value of the euro 
banknotes that it actually puts in circulation, gives rise 
to remunerated intra-Eurosystem balances.   These 
claims or liabilities are disclosed under the sub-items 
“intra-Eurosystem claims/intra-Eurosystem liabilities: 
Net claims/liabilities related to the allocation of euro 
banknotes within the Eurosystem”.
 In the first five years following the year of the cash 
changeover and the introduction of the euro in any 
member state, the intra-Eurosystem balances arising 
from the allocation of euro banknotes are adjusted in 
order to avoid significant changes in the respective 
NCB’s relative income positions as compared with 
previous years. The adjustments are effected by 
taking into account the differences between the 
average value of banknotes in circulation for each 
NCB in the reference period and the average value of 
banknotes that would have been allocated to each 
NCB during the same period applying the banknote 
allocation key. This adjustment is phased out annually 
until the first day of the sixth year following the year 
of the cash changeover when income on banknotes 
is allocated fully in proportion to the paid-up share 
of each NCB in the capital of the ECB.  For the CBC the 
adjustment period ends on 31 December  2013.
 The interest income or expense on these balances 
is cleared through the accounts of the ECB and is 
disclosed under item 1 (“Net interest income”) of the 
income and expenditure account (p. 62).

Interim profit distribution by the ECB 
The Governing Council of the ECB has decided that 
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the seigniorage income of the ECB arising from 
its allocated share (8%) of euro banknotes, and 
its net income arising from the Securities Markets 
Programme (SMP) shall be due to the NCBs in 
the same financial year they accrue, and shall be 
distributed on the second working day of the 
following year in the form of an interim distribution 
of profit.  These shall be distributed in full unless the 
ECB’s net profit for the year is less than its income 
earned on euro banknotes in circulation and securities 
purchased under SMP, and subject to any decision 
by the Governing Council to reduce this income in 
respect of costs incurred by the ECB in connection 
with the issue and handling of euro banknotes.  
 The Governing Council may also decide to transfer 
part or all of the ECB’s seigniorage income and all or 
part of the ECB’s income arising from SMP securities 
to the provision for foreign exchange rate, interest 
rate, credit and gold price risks.
 At its meeting on 21 December 2011, the 
Governing Council of the ECB decided that for 2011 
the ECB would   retain the income arising from SMP 
securities and part of the ECB’s seigniorage income 
on euro banknotes in circulation and transfer it to 
the provision for foreign exchange rate, interest rate, 
credit and gold price risks. The remaining balance of 
the ECB’s income on euro banknotes was distributed 
on 3 January 2012. The CBC’s share amounts to 
€1,3 million and is shown under item “Income from 
participating interest” in the income and expenditure 
account (p. 62).

Intra-Eurosystem balances
Intra-Eurosystem balances arising from the allocation 
of euro banknotes within the Eurosystem are 
included in the balance sheet under “Claims related 
to the allocation of euro banknotes within the 
Eurosystem”.

Post-balance sheet events
Assets and liabilities are adjusted so as to take account 
of events occurring between the balance sheet date 
and the date the financial statements are approved 
by the Board of Directors, provided such events have 
a significant impact on the state of these assets and 
liabilities as at the balance sheet date.   Significant 
events occurring after the balance sheet date that do 
not affect the state of assets and liabilities as at the 
balance sheet date appear in the notes.

BALANCE SHEET
ASSETS
1.  Gold and gold receivables
This item comprises the CBC’s holdings of 
international specifications gold, which on 31 
December 2011 remained unchanged at 446.794,82 
fine ounces as at 31/12/2010. At a market value 
of €1.216,86 per fine ounce (31 December 2010: 
€1.055,42) the CBC’s gold holdings were valued at 
€543,5 million at the balance sheet date (31 December 
2010: €471,8 million). These gold holdings are kept 
with foreign central banks.
 The valuation of gold is carried out on the basis 
of the price in euro per fine ounce in force at the end 
of the year as reported in the ECB special report on 
exchange rates.   The price in euro per fine ounce is 
derived on the basis of the price of gold in USA dollars 
combined with the euro / dollar exchange rate as at 
the same date.   The revaluation on 31 December 
2011 resulted in an unrealised valuation gain of €71,7 
million (31 December 2010: €129,4 million). The total 
gold revaluation balance (representing unrealised 
gains arising by comparing the market price to the 
average cost) as at 31 December 2011 amounted to 
€529,7 million (31 December 2010: €458,0 million) 
and is included in the balance sheet under liability 
item 14 (p. 61).  
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2. Claims on non-euro area residents 
denominated in foreign currency
These claims consist of receivables in special drawing 
rights (SDRs) from the IMF and claims denominated 
in foreign currency against non-euro area countries.

2.1 Receivables in SDR from the IMF (Table 1) 
The claims on the IMF presented in Table 1   were 
valued at  the  SDR rate prevailing on  31 December 
2011 as reported by the ECB in its exchange rates 
circular, i.e. 1SDR= €1,1867   (31 December 2010: 
1SDR=€1,1572).

2.2 Claims denominated in foreign currency  (Table 2)

3. Claims on euro area residents denominated in 

foreign currency (Table 3, p. 68)

5. Lending to euro area credit institutions related 
to monetary policy   operations   denominated in 
euro
This item reflects the volume and composition 
of amounts related to the participation of credit 
institutions located and operating in Cyprus, in the 
liquidity providing Eurosystem monetary policy 
operations executed in a decentralised manner by the 
NCBs of the euro area member states (Table 4, p. 68).

5.1 Main refinancing operations 
These are regular liquidity providing open market 
operations executed by the Eurosystem in the form 
of a reverse transaction. They are conducted through 

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Quota in IMF (equivalent to SDR171,7 million and SDR139,6 million
as at 31 December 2011 and 2010 respectively)  187.736 161.545 26.191   

IMF deposits (118.321) (125.000) 6.679   

Reserve position with the IMF  69.415 36.545 32.870   

SDR holdings 192.165 141.274 50.891   

Total claims on the IMF  261.580            177.819            83.761   

Table 1  Receivables in SDR from the IMF

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Balances with overseas credit institutions 2.351 57.496 (55.145)   

Marketable securities other than held to maturity  127.232 138.218 (10.986)   

Other claims    119 165 (46)   

Total    129.702 195.879 (66.177)   

Table 2  Claims denominated in foreign currency
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weekly standard tenders and normally have a 
maturity of one week. 
 
5.2 Long-term refinancing operations
These are regular liquidity providing open market 
operations executed by the Eurosystem in the form 
of a reverse transaction.  They are conducted through 
monthly standard tenders. They normally have a 
maturity of three months and aim to provide the 
credit system with additional longer-term refinancing. 
The balance also includes the supplementary longer-
term refinancing operations (LTRO) of 1, 3, 6 and 
12 months maturity which were carried out in the 
context of the measures to combat the financial crisis.

5.5 Marginal lending facility
This refers to the standing marginal lending facility 
provided by the Eurosystem to credit  institutions, and 

particular the provision of overnight credit from the 
NCB at a pre-specified interest rate, in the context of 
the implementation of the single monetary policy in 
the euro area.

6.  Other claims on euro area credit institutions 
denominated in euro
This item comprises mainly of term deposits of the 
CBC in euro with correspondents in the euro area 
and other claims not related to monetary policy 
operations. 
 
7.  Euro area securities denominated in euro
The CBC evaluated the impact of the private sector 
involvement (PSI) initiative announced in 2011, under 
which a restructuring of part of the debt issued by 
the Hellenic Republic is proposed in order to secure 
debt sustainability in the long term. Given that the 

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Balances with overseas credit institutions     28 81.118 (81.090)   

Marketable securities other than held to maturity 399.209 455.154 (55.945)   

Total    399.237 536.272 (137.035)   

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

5.1	 Main	refinancing	operations		 2.655.000	 613.000	 2.042.000			

5.2	 Longer-term	refinancing	operations	 2.807.400	 4.853.000	 (2.045.600)			

5.5 Marginal lending facility  59.000 -- 59.000   

Total       5.521.400 5.466.000 55.400   

Table 3  Claims on euro area residents denominated in foreign currency

Table 4  Lending to euro area credit institutions related to monetary policy operations denominated in euro
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initiative was designed to voluntarily restructure 
debt held by the private sector, it is not expected 
to result in changes to any future contractual cash 
flows associated with the CBC’s holdings of securities 
either held for monetary policy purposes or as a part 
of its investment portfolio. There was no evidence to 
assume that the initiative would not be successfully 
implemented, thus no impairment losses were 
recorded at the year end. 

7.1 Securities held for monetary policy purposes   
 (Table 5) 
This item comprises securities acquired by the CBC 
in the context of the programme for the purchase of 
covered bonds and public debt securities acquired 
in the context of the SMP. These securities are 
classified as held – to – maturity. The total holding of 
Eurosystem NCB’s in SMP securities as at 31 December 
2011 at amortised cost amounted to €211.990 million 

(31 December 2010: €73.976 million). In the books of 
the CBC, SMP securities amounted to €353,4 million 
as at 31 December 2011 (31 December 2010: €137,9 
million). Pursuant to article 32.4 of the Statute of the 
ESCB, any income or possible losses arising from 
holdings of SMP securities are eventually to be shared 
in full by all Eurosystem NCBs in proportion to their 
prevailing ECB capital key shares.

7.2 Other securities of euro area residents denominated  
 in euro (Table 6)
Marketable securities held to maturity are securities 
with fixed or determinable payments and a fixed 
maturity which the CBC has the positive intent to hold 
until maturity.  

8.  General government debt denominated in euro
This balance sheet item exclusively represents the 
claim that the CBC has on the Cyprus government for 

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Covered Bonds 108.991 109.257 (266)   

Securities Market Programme  353.413 137.888 215.525   

Total    462.404 247.145 215.259   

Table 5  Securities held for monetary policy purposes

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Marketable securities other than held to maturity 866.371  1.377.724 (511.353)   

Marketable	securities	classified	as	held	to	maturity		 1.155.957	 1.291.648	 (135.691)			

Total  2.022.328 2.669.372 (647.044)   

Table 6  Other securities of euro area residents denominated in euro
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a long-term loan issued prior to Cyprus’s accession to 
the EU.   According to the official agreement between 
the CBC and the Ministry of Finance, the loan is for 
an initial term of 30 years, starting from 4 July 2002, 
with a grace period of five years as regards capital 
repayment and bears interest at 3% per annum.
 In 2011 capital repayments amounted to €49,2 
million (2010: €47,8 million) while interest payments 
amounted to €45,1 million (2010: €46,5 million).

9.  Intra-Eurosystem claims

9.1 Participating interest in the capital of the ECB
This item shows the CBC’s participating interest in the 
ECB. Under article 28 of the ESCB Statute, the NCBs 
of the ESCB are the sole subscribers to the capital of 
the ECB. Subscriptions depend on the capital key of 
each NCB which is calculated on an equal basis on 
the proportion of each member state in the GDP of 
the EU, and on its share in the EU’s total population 
(article 29.1 of the ESCB Statute). 
 Following the decision of the Governing Council 
on 16 December 2010 the subscribed capital of the 
ECB was increased by €5 billion from €5,76 billion to 
€10,76 billion with effect from 29 December 2010. 
The NCBs of the Eurosystem shall pay up their share 
in the increase of the capital in three equal annual 
instalments. The second instalment was paid on 28 
December 2011 and for the CBC this amounted to €2,3 
million.
 
9.2 Claims equivalent to the transfer of foreign reserves  
This item represents the CBC’s claims arising from 
the transfer of foreign reserve assets to the ECB 
in accordance with the provisions of the Treaty 
establishing the European Community (article 30 of 
ESCB Statute). 
 The value of foreign reserves transferred was 

in proportion to the CBC’s participation in the paid 
up capital of the ECB and was made up of 85% 
in US dollars and 15% in gold. These claims are 
denominated in euro at the original conversion 
rate. They are remunerated at the latest available 
marginal rate for the Eurosystem’s main refinancing 
operations, adjusted to reflect a zero return on the 
gold component. 

9.4 Net claims related to the allocation of euro banknotes 
 within the   Eurosystem 
This item comprises of the claims and liabilities of 
the CBC vis-à-vis the Eurosystem relating to the 
allocation of euro banknotes within the Eurosystem 
(see “Banknotes in circulation”, p. 65 and “Intra-ESCB 
balances”, p. 66).
 
10.  Items in the course of settlement
This claim mainly results from the process of the 
Cyprus Clearing House for cheques.

11.  Other assets
11.2  Fixed assets (Table 7, p. 71)

11.6 Other items
This includes an amount of €3.500 million in relation 
to emergency liquidity assistance provided outside 
the Eurosystem’s monetary policy operations to 
domestic credit institutions against collateral.
 
LIABILITIES
1.  Banknotes in circulation
This item comprises of the CBC’s share of the total 
euro banknotes in circulation as calculated on the 
basis of its banknotes distribution key (see “Banknotes 
in circulation”, p. 65). 
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2. Liabilities to euro area credit institutions  
 related to monetary policy operations  
 denominated in euro (Table 8, p. 72)

2.1 Current accounts (covering the minimum reserve  
 system)
This item contains the credit institutions’ current 
accounts which are required to be held with the CBC 
within the framework of the Eurosystem’s minimum 
reserve system.
 
2.2 Deposit facility
This is a standing facility of the Eurosystem which 
counterparties may use to make overnight deposits 
in a NCB, which are remunerated at a pre-specified 
interest rate. 

2.3 Fixed-term deposit
This item refers to credit institutions’ deposits with 
the CBC, remunerated at a fixed rate of interest for 
a fixed term period, envisaged only for fine-tuning 
purposes in order to absorb liquidity in the market, 
under the implementation of a single monetary 
policy in the euro area.

5.   Liabilities to euro area residents denominated  
 in euro
This item refers mainly to the deposits held by the 
government and other public sector counterparties.
 
6. Liabilities to non-euro area residents  
 denominated in euro
This item comprises mainly of euro-denominated 
liabilities to the European Commission for refinancing 
projects in Cyprus.

     Computer  
   Land Furniture &  software  
   & building equipment & hardware Motor Vehicles Total   
   €’000 €’000  €’000 €’000 €’000   

Cost          

As at 01/01/2011 22.209 12.108 6.630 846 41.793   

Additions 69 103 318 0 490   

Disposals 0 0 0 0 0   

As at 31/12/2011  22.278 12.211 6.948 846 42.283   

Accumulated Depreciation        

As at 01/01/2011 13.110 9.160 6.020 838 29.128   

Charge  818 500 552 3 1.873   

Disposals 0 0 0 0 0   

As at 31/12/2011   13.928 9.660 6.572 841 31.001   

Net Book Value        

As at 31/12/2011 8.350 2.551 376 5 11.282   

As at 01/01/2011   9.099 2.948 610 8 12.665   

Table 7  Fixed assets 
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7. Liabilities to euro area residents denominated  
 in foreign currency
These are deposits in foreign currency by public 
sector organisations other than government. 
 
9. Counterpart of special drawing rights allocated  
 by the IMF
This item represents the counterpart in euro of the 
SDR 132,8 million allocated to the CBC as a result of 
Cyprus’s membership of the IMF (31 December 2010: 
SDR 132,8 million).

10.  Intra-Eurosystem liabilities
This item is primarily made up of the net TARGET2 
balance, arising from cross-border transfers via 
TARGET2 with other NCBs in the euro area, the 
ECB and other NCBs of the ESCB that participate in 
TARGET2.
 These obligations arise, on the one hand, from 
the transfer of the excess liquidity of the local credit 
institutions to other EU member states following the 
adoption of the euro on 1 January 2008, and on the 
other hand, from the funding of credit institutions 
operating in Cyprus within the context of the exercise 
of a unified monetary policy.  

11.  Items in the course of settlement
This is mainly a liability to the government and results 
from the operations of the Cyprus Clearing House for 
cheques.

12.  Other liabilities
12.1 Off-balance sheet instruments revaluation  
 differences
This item reflects the valuation of contracts for the 
exchange of currencies on the basis of the exchange 
rates ruling at the end of the year. 
 
12.3 Sundries
This mainly consists of the value of euro coins in 
circulation amounting to €96,3 million (2010 - €91,6 
million) (see note “Banknotes in circulation”) and 
banknotes denominated in Cyprus pounds which 
ceased to be legal tender with the introduction of 
the euro, of a total value of €70,3 million,   that had 
not, until 31 December 2011, been returned to be 
exchanged with euro. The respective figure as at 31 
December 2010 was €72,1 million. The banknotes 
denominated in Cyprus pounds can be exchanged 
until 31 December 2017.

13.  Provisions (Table 9, p. 73)
Pension benefits

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

2.1 Current accounts (covering 
 the minimum reserve system) 1.571.584 1.191.731 379.853   

2.2 Deposit facility  1.226.401 1.097.258 129.143   

2.3 Fixed – term deposits 375.000 - 375.000   

Total    3.172.985 2.288.989 883.996   

Table 8  Liabilities to euro area credit institutions related to monetary policy operations denominated in 
euro
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The CBC operates for its employees holding a 
permanent and pensionable post before 1 October 
2011, a pension scheme which provides benefits to 
retired employees based on their final pensionable 
salary. Up to 30 September 2011, employees 
contributed only for the transfer of their pensions 
to their widows and orphans. Under the provisions 
of the Pension Benefits of State Officers and Employees 
of the Wider Public Sector including Local Government 
Authorities (General Application Provisions) Law, 2011, 
as from 1 October 2011 an amount equal to 3% of 
employees earnings is withheld and applied to secure 

the sustainability of the pension scheme in the long 
term, without converting it into a funded scheme 
for the purpose of the Social Insurance Law,   2010. 
The amounts withheld for the period 1 October 
2011 to 30 September 2012 are transferred monthly 
to the Consolidated Fund of the Republic, while as 
from October 2012 these will be held by the CBC and 
accounted against the cost of the scheme (Table 10).

Provision against risks arising from the main activities 
of the CBC
The CBC maintains a general provision against all 

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Pension	benefits														 		125.126	 119.012		 				6.114			

Provision against risks arising
from the main activities of the CBC    100.000 75.000 25.000           

Special provision in respect
of monetary policy operations   1.701 3.955 (2.254)   

Provision for the minting of coins 
and the supply of banknotes in euro 4.404 5.688 (1.284)   

Total   231.231 203.655 27.576     

Table 9  Provisions

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Net obligation as at 1 January   119.012 113.353 5.659   

Provision for the year 3.865 3.736 129   

Capitalisation of interest 5.723 5.435 288   

Employee contributions to the widows and orphans fund    212 170 42   

Benefits	paid		 (3.686)	 (3.682)	 (4)			

Net obligation as at 31 December    125.126 119.012 6.114   

Table 10  Movement in net obligation
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risks emanating from the main activities of the Bank 
and which relate to credit and operating risks, market 
risks (interest rate and foreign exchange rate risks), 
monetary policy operations risks and emergency 
liquidity risks.
 The Board of Directors taking into consideration 
the continuing financial instability, decided to 
increase the provision by €25 million by transfer from 
the income and expenditure account.

Special provision in respect of monetary policy 
operations 
In accordance with the general accounting principle 
of prudence, the Governing Council of the ECB 
deemed appropriate establishment in the books of 
the NCBs for 2008 of a provision amounting in total to 
€5.736 million against counterparty risks in monetary 
policy operations. In accordance with article 32.4 of 
the ESCB Statute, this provision was funded by all the 
NCBs of participating member states in proportion 
to their subscribed capital key in the ECB, as this was 
prevailing in 2008. 
 As a result, and based on the CBC subscribed 
capital key which was 0,17921% in 2008, the share of 
the CBC in this provision amounted to €10,3 million.
 At the end of each financial year the Governing 
Council of the ECB assesses and reviews the size and 
this provision. 

 At its meeting on 9 February 2012, the Governing 
Council of the ECB reviewed the adequacy of the 
size of this provision and decided to reduce the 
overall provision by €949 million with effect from 31 
December 2011. Consequently, the share of the CBC 
in the provision as at 31 December 2011 was reduced 
by €2,3 million and amounted to €1,7 million.

Provision for the minting of coins and the supply of 
banknotes in euro
During 2011 an amount of €1,3 million was released 
to cover the cost of the minting of coins.

14.  Revaluation accounts
In accordance with the rules and accounting 
principles established by the ECB for the NCBs 
in the ESCB, and particularly the principle of 
prudence, unrealised gains from the revaluation 
of gold, financial instruments in foreign currency 
and securities are not recognised as income in the 
profit and loss account but are transferred directly to 
revaluation accounts (which operate as reserves solely 
for the specific assets). On the other hand, unrealised 
losses resulting from revaluations at the end of the 
accounting period and which exceed unrealised 
profits previously transferred to the revaluation 
accounts are recognised as expenses and transferred 
to the profit and loss account.

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Pre-stage III revaluations   241.007 241.007 -   

Currency revaluations  295.869 226.687 69.182   

Price revaluations 12.585 10.374 2.211   

Total   549.461 478.068 71.393   

Table 11  Revaluation accounts   
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 The revaluation at the end of 2011 resulted in 
an increase in the overall unrealised gains by €71,4 
million (31 December 2010: €108,5 million), as shown 
in more detail in Table 11, p. 74.  
 These amounts represent a safety reserve against 
future possible adverse moves in the prices of gold 
and securities and in the exchange rates of currencies 
in which foreign currency reserves are maintained.

15.  Capital and reserves (Table 12)
Pursuant to article 58(2) of the Central Bank of Cyprus 
Law, 2002 – 2007, the Board of Directors decided to 
issue new capital through the capitalisation of €30 
million from the General Reserve Fund. Consequently 
the Capital of the CBC increased from €60 million to 
€90 million.
 The Board of Directors exercising the powers 
conferred to it by article 58(1) of the Central Bank of 
Cyprus Law decided to transfer €25 million from the 
income and expenditure account for the year ended 
31 December 2011 to the General Reserve Fund, 
in order to safeguard the continued and orderly 
operation of the CBC and the necessary financial 
independence for the achievement of its goals.
 The General Reserve Fund was further increased 
by the transfer of 20% of the net surplus for 2010 
in accordance with the provisions of article 59(b) of 
the Central Bank of Cyprus Law. The remaining 80% 
of the net surplus for each year is transferred to the 

government general account for the credit of the 
Consolidated Fund of the Republic, unless the Board 
of Directors deem necessary due to exceptional 
circumstances, to withhold additional net profits. 
 
Off-balance sheet instruments 
Hedging against exchange risks
In 2011 the CBC conducted currency swap and 
forward transactions in line with the currency risk 
hedging strategy. The forward leg of the outstanding 
currency swap and forward transactions as at 31 
December 2011, amounting to $449 million (31 
December 2010: $674 million), ST£116 million (31 
December 2010: ST£151 million) and SDR 66million 
(31 December 2010: zero) form part of the off-balance 
sheet accounts.

Post-balance sheet events
In February 2012, the Eurosystem NCBs exchanged 
their holdings of Greek government bonds purchased 
under the SMP or under their own investment 
program, for new securities issued by the Hellenic 
Republic. The newly acquired securities have the 
same characteristics as those held before in terms of 
their nominal values, coupon rates, interest payment 
dates and redemption dates. The new securities were 
not included in the list of eligible securities that were 
subject to restructuring in the context of the PSI 
initiative.

   31 Dec. 31 Dec. 
   2011 2010 Change
   €’000 €’000 €’000   

Capital     90.000 60.000 30.000 -   

General Reserve Fund 54.792 56.712 ( 1.920)   

Total   144.792 116.712 28.080   

Table 12  Capital and reserves
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INCOME AND EXPENDITURE ACCOUNT FOR 2011

2. Net result from financial operations, 
writedowns and risk provisions
Write downs of financial assets and positions largely 
reflect the reduction, below net average cost, of the 
market value of securities of Eurosystem member 
states which were affected by the deterioration in the 
financial uncertainty and are unable to raise finance 
from international money markets. 
 
4.   Income from equity shares and participating 
interests
This item comprises mainly the CBC’s share of €1,3 
million in the ECB’s partial distribution of seigniorage 
income of €652,0 million, as referred to in the section 
on “Interim profit distribution by the ECB” (p. 65). No 
distribution of the corresponding income was made 

for 2010.
 At its meeting on 7 March 2012, the Governing 
Council of the ECB decided to distribute the net profit 
for 2011 amounting to €76,1 million.  The CBC’s share 
amounts to €149 thousand. The distributed net profit 
for 2010 amounted to €170,8 million and the CBC’s 
share was €335 thousand.
 
5.   Net result of pooling and redistribution of 
monetary income
Monetary income is the income pooled by the NCBs 
in carrying out their obligations in the performance of 
the Eurosystem monetary policy operations.
 The monetary income of each NCB is determined 
by measuring the actual annual income derived from 
the earmarked assets held against its liability base. 

   2011 2010 Change
   €’000 €’000 €’000   

Interest income on      

Foreign exchange assets   16.739 26.225 (9.486)   

Euro denominated assets  84.257 68.803 15.454   

Claims arising from transfer 
of reserve assets to ECB  849 680 169   

Net claim on euro  
banknote position   4.655 1.456 3.199   

Lending on credit institutions  95.491 75.692 19.799   

Credit facility to government  44.354 45.807 (1.453)   

Staff loans     190 168 22   

Total interest income 246.535 218.831 27.704  

Interest expense on                     

Liabilities in foreign currency   617 448 169   

TARGET2 liability  94.492 84.919 9.573   

Minimum reserves  18.975 13.759 5.216   

Other deposit facilities to credit institutions  2.915 1.988 927   

Other euro denominated liabilities  3.555 4.355 (800)   

Total interest expense  120.554 105.469 15.085   

Net interest income  125.981 113.362 12.619  

Table 13  Net interest income
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The liability base consists of the following items:
•	 Banknotes in circulation. 
•	  Liabilities to credit institutions related to monetary 

policy operations denominated in euro. 
•	  Net intra-Eurosystem liabilities resulting from 

TARGET2 transactions. 
• Net intra-Eurosystem liabilities related to 

the allocation of euro banknotes within the 
Eurosystem. 

Any interest paid on liabilities included within the 
liability base is to be deducted from the monetary 
income to be pooled. 
 The earmarked assets consist of the following 
items: 
•	 Lending to euro area credit institutions related to 

monetary policy operations denominated in euro. 
•	  Intra-Eurosystem claims equivalent to the transfer 

of foreign reserves to the ECB. 
•	 Net intra-Eurosystem claims resulting from 

TARGET2 transactions. 
•	 Net intra-Eurosystem claims related to the 

allocation of euro banknotes within the 
Eurosystem. 

•	 A limited amount of each NCB’s gold holdings in 

proportion to each NCB’s capital key share. 
 
     Where the value of an NCB’s earmarked assets 
exceeds or falls short of the value of its liability base, 
the difference shall be offset by applying to the value 
of the difference the latest available marginal rate for 
the Eurosystem’s main refinancing operations.
 The monetary income pooled by the Eurosystem 
is allocated among NCBs according to the subscribed 
ECB capital key. The difference between the monetary 
income of €33,8 million (31 December 2010: €22,4 
million) pooled by the CBC and the €30,7 million 
(31 December 2010: €20,5 million) reallocated to 
the CBC is the net result of €3,1 million (2010 - €1,9 
million) arising from the pooling and redistribution 
of monetary income. In addition due to revisions 
made in the reallocation of monetary income of 2008, 
2009 and 2010 the CBC collects €21 thousand, €37 
thousand and €19 thousand respectively.

6.  Other income
Other income in 2010 mainly consisted of €674 
thousand derived from the disposal of the metal of 
the Cyprus currency coins and €420 thousand from 
numismatic issues. There was no corresponding 

   2011 2010 Change
   €’000 €’000 €’000   

Basic salaries 14.398 14.221 177   

Cost of living allowance 3.914 3.435 479   

Social insurance and other contributions  2.686 2.594 92   

Overtime and other allowances   1.269 1.280 (11)   

Staff training   139 146 (7)   

Provision for pension fund  9.588 9.171 417   

Total    31.994 30.847 1.147   

Table 14  Staff costs
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   2011 2010 Change
   €’000 €’000 €’000   

Current service cost   3.865 3.736 129   

Interest on pension fund obligation  5.723 5.435 288   

Total  9.588 9.171 417   

Table 15  Provision for pension fund

Discount rate       4,80%   

Average rate of total salary increases   3,00%   

Inflation	rate				 	 	 2,00%			

Rate of increase in the basic insurable earnings    3,50%   

Rate of increase in pensions      3,00%   

Rate of increase in social insurance payments     2,00%   

Table 16  Main actuarial assumptions      

income in 2011.
 
7.    Staff costs
Staff costs are analysed in Table 14, (p. 77).
Provision for pension fund
The charge to the provision for the employees’ 
retirement benefits is included in the provisions and 
is analysed in Table 15.

Main Actuarial Assumptions
The main actuarial assumptions used for the 
actuarial valuation performed with reference date 31 
December 2009, are presented in Table 16).

8.  Administrative expenses
Administrative expenses include telecommunications, 
insurance and maintenance of building and 
equipment, utility expenses, travelling and other 
miscellaneous expenses.
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Report on the Financial Statements 
We have audited the accompanying financial 
statements of the Central Bank of Cyprus (the “Bank”) 
on pages 60 to 78, which comprise the balance 
sheet as at 31 December 2011, and the income and 
expenditure account for the year then ended, and a 
summary of significant accounting policies and other 
explanatory notes.   

Governor’s and Board of Directors’ Responsibility for the 
financial statements     
The Governor and the Bank’s Board of Directors are 
responsible for the preparation of financial statements 
that give a true and fair view in accordance with 
article 57(2) of the Central Bank of Cyprus Law, 2002-
2007, in conformity with the accounting principles 
applicable in the European System of Central Banks 
(ESCB) as these are determined by the European 
Central Bank (ECB) in the Accounting Guideline 
ECB/2010/20, as amended by Guideline ECB/2011/27, 
and for such internal control as the Governor and the 
Board of Directors determine is necessary to enable 
the preparation of financial statements that are free 
from material misstatement, whether due to fraud or 
error.   
 
Auditor’s responsibility 
Our responsibility is to express an opinion on 
these financial statements based on our audit. We 
conducted our audit in accordance with International 
Standards on Auditing. Those Standards require that 
we comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance 
about whether the financial statements are free from 
material misstatement.     
 An audit involves performing procedures to obtain 
audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected 

depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s 
preparation of financial statements that give a true 
and fair view in order to design audit procedures that 
are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. An audit also includes 
evaluating the appropriateness of accounting policies 
used and the reasonableness of accounting estimates 
made by the Governor and the Board of Directors, 
as well as evaluating the overall presentation of the 
financial statements.     
 We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 

Opinion  
In our opinion, the financial statements give a true 
and fair view of the financial position of the Central 
Bank of Cyprus as of 31 December 2011, and of its 
financial performance for the year then ended in 
accordance with article 57(2) of the Central Bank 
of Cyprus Law 2002-2007, in conformity with the 
accounting principles applicable in the European 
System of Central Banks (ESCB) as these are 
determined by the European Central Bank (ECB) in 
the Accounting Guideline ECB/2010/20, as amended 
by Guideline ECB/2011/27.     

Report on other legal requirements   
Pursuant to the requirements of the Auditors and 
Statutory Audits of Annual and Consolidated Accounts 
Law,  2009, we report the following: 
•   We have obtained all the information and 

explanations we considered necessary for the 

Independent Auditor’s Report
to the Board of Directors of the Central Bank of Cyprus  
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purposes of our audit.
•    In our opinion, proper books of account have been 

kept by the Bank.
•    The Bank’s financial statements are in agreement 

with the books of account.
•     In our opinion and to the best of our information 

and according to the explanations given to us, the 
financial statements give the information required 
by article 57(2) of the Central Bank of Cyprus Law, 
2002-2007, in conformity with the accounting 
principles applicable in the European System of 
Central Banks (ESCB) as these are determined by 
the European Central Bank (ECB) in the Accounting 
Guideline ECB/2010/20, as amended by guideline 
ECB/2011/27, in the manner so required.  

Other matter     
This report, including the opinion, has been prepared 
for and only for the Bank’s Board of Directors as a 
body and for no other purpose.  We do not, in giving 
this opinion, accept or assume responsibility for 
any other purpose or to any other person to whose 
knowledge this report may come to.   

George C. Kazamias 
Certified Public Accountant and Registered 
Auditor

For and on behalf of   
PricewaterhouseCoopers Limited Certified 
Public Accountants and Registered Auditors     

Nicosia, 19 March 2012        
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