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Introduction

International developments

Global economic activity showed marked signs of
a slowdown in the second half of 2011, while
disparities between countries became more
pronounced. Investor confidence declined
significantly, as downside risks continued to
increase. In conjunction with the pre-existing
structural weaknesses and imbalances, a series of
adverse events affected the world economy this
year: Japan was significantly affected by the
devastating earthquake and the subsequent
tsunami; the political turmoil in some oil producing
Arab countries created an upward pressure on oil
prices; the US debate about raising the ceiling on
government debt undermined confidence and
contributed to the downgrading of the debt. At the
same time, the debt crisis in Europe intensified,
especially after the summer months, and so did the
negative interactions between therisks in the fiscal
and financial sectors and the real economy.

The upward trend recorded in inflation in
developed economies in the first half of the year
moderated somewhat during the latter part of
the year, mainly due to the economic slowdown,
and despite the continued rise in oil and
commodity prices. In emerging economies,
inflation remains at relatively high levels, mainly
due to limitations in production capacity and the
higher weight of commodities in the
consumption and price indices in these countries.

At the same time, the uncertainty in inter-
national markets continues. In the euro area,
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despite significant steps to address the fiscal and
financial problems, the political differences
between the countries of the European Union (EU)
have, so far, prevented the conclusion of an
agreement for a long-term solution to the issues
of governance and public debt. Moreover, in the
US there are strong doubts about the
achievement of the necessary consensus for
medium-term fiscal adjustment, which is
extremely important for global economic stability.
As a result, there is continuing uncertainty in the
markets with adverse effects on the real economy,
such as unemployment, which has risen to very
high levels in virtually all developed economies.

Despite the measures agreed at the EU summit
on 21 July and in the extraordinary meeting held
on 26 October, which, inter alia, included the
second bailout package of Greece and a 50%
“haircut” on private investors’ bonds, the
economic prospects in the euro area were
strongly contested by the markets. In particular,
the yields on Belgian, Italian and Spanish bonds
reached historically high levels. Interbank markets
are again under pressure, and some banks may
find it difficult to raise funding. The slowdown in
economic activity in advanced economies and the
general uncertainty have also affected equity
markets, while the price of gold and bond yields
of countries considered as “safe” have risen,
indicating increased investor cautiousness about
the prospects of some economies.

Given the continuing uncertainty in the
economic environment, central banks kept
interest rates low and injected large amounts
of liquidity into the banking system. Although
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during most of the year the European Central
Bank (ECB) followed a more anti-inflationary
policy than the Federal Reserve (FED) and the
Bank of England, the sharp slowdown in the
euro area as well as the financial market
turbulence triggered by the debt crisis led to
an adjustment of monetary policy. In
November and December 2011, the ECB
lowered its interest rates by 25 basis points
and continued to provide liquidity to the euro
area banking system.

Domestic developments

The Cyprus economy is expected to record
marginally positive growth in 2011, with GDP
increasing by only 0,3% compared with 1,1%
growth in 2010. After a relatively good
performance in the first half of 2011, negative
growth was recorded in the third quarter,
following the destruction of the Vasilikos power
station and the resulting impact on consumer and
investor confidence, as well as the downturn in
the EU. According to preliminary estimates by the
Statistical Service of the Republic of Cyprus
(Cystat), the annual growth rate of seasonally
adjusted GDP for the third quarter of 2011
reached negative territory, -0,6% from 1,3% in the
second quarter. The above picture is also
confirmed by the confidence indicators for
services, manufacturing, retail sales, consumption
and construction, where there were significant
reductions in the second half of 2011.

The Harmonised Index of Consumer Prices
(HICP) recorded an increase of 3,4% in the first ten

months of 2011 compared with an increase of
2,7% over the corresponding period of 2010. This
significant increase was due to the higher inflation
recorded in the categories of processed food,
industrial goods excluding energy and to a lesser
extent, in services compared with the corre-
sponding period last year. The increases in these
categories reflect, in part, the increase VAT on food
and pharmaceutical products in January 2011 and
the increase in excise taxes on tobacco products
in December 2010. The “energy” category
continued to record double digit growth, despite
the slowdown in the first ten months of 2010,
mainly due to the continuing upward trend in oil
prices and the increase in electricity prices that
followed the events at Vasilikos in July.

In the monetary sector, the annual growth rate
of loans to the domestic private sector has
continued to record a slowdown from the end of
2010, as a result of the subdued and uncertain
financial conditions both domestically and inter-
nationally, the slowdown in economic activity and
the high cost of borrowing. It should be noted that
a significant slowdown has been recorded since
the beginning of the year in the annual growth
rate of deposits.

According to the latest available data, at the
end of September 2011 the cost of borrowing
increased significantly in all categories of loans
compared with the beginning of the year as well
as with the corresponding period of 2010.
Possible reasons for this, and which may also
explain why lending rates have not fallen,
include: the rise in EURIBOR since the beginning
of the year; the impact on domestic banks of the
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expected 50% “haircut” on Greek debt; recent
downgrades of domestic government bonds by
rating agencies; the absorption of domestic
liquidity by the government through the issuing
of bonds; and the need for banks to protect
themselves from any new shocks in the macro-
economic environment.

During the first half of 2011, the current
account balance registered a significant
worsening, with the deficit reaching €1.373,6
million compared with a deficit of €705,3 million
in the first half of 2010. More specifically, the
balance in the goods and services account
recorded a deterioration of €138,9 million in the
first half of 2011 compared with the first half of
2010, mainly due to the sharp decline in financial
and other business services. It is expected that in
the second half of the year this negative picture
will be mitigated by the strong performance in
tourism. At the same time, the balance in the
income account recorded a significant dete-
rioration of around €472 million, as a result of the
losses made by Cypriot banks abroad.

As regards the labour market, employment in
the first half of 2011 recorded an annual increase
of 0,6%, reflecting economic developments
during the period. Furthermore, according to data
from the Labour Force Survey (LFS), unem-
ployment continued its upward course in the first
half of 2011, with the unemployment rate
reaching 7,2% compared with 6,8% in the first half
of 2010. More recent data on seasonally adjusted
registered unemployment show that the dete-
rioration continued during the period July -
October 2011. More specifically, the number of
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seasonally adjusted unemployed persons who
were registered during the aforementioned
period increased by 5.777 compared with the
corresponding period last year, reaching 29.456
persons.

With respect to domestic public finance
developments, according to preliminary figures
published by Cystat on revenue and expenditure
of the general government, a budget deficit of
3,1% of GDP was recorded during the first nine
months of 2011, remaining at similar levels
compared with the corresponding period of the
previous year. More specifically, total general
government revenues during the aforementioned
period recorded a significant annual increase of
1,9%, even though a significant annual decrease
of 1,7% was recorded during the first six months
of 2011. The upturn in revenues is mainly due to
increases in income tax and the special
contribution to the Defence Fund. At the same
time, the growth in total general government
expenditure registered a significant deceleration
to 2%, despite the 4,2% annual increase recorded
during the first six months of 2011. This follows
the significant reduction in intermediate
consumption and interest payments recorded in
the third quarter of the year. Regarding the fiscal
outlook for the year as a whole, the government
budget deficit target of 6,5% of GDP, as noted in
the Excessive Deficit Procedure (EDP) notification
to Eurostat and published on 26 October 2011,
appears to be attainable. Moreover, according to
data published by the Ministry of Finance, the
general government consolidated gross debt
reached 67,3% of GDP in the third quarter of 2011,
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up from 61,5% of GDP at the end of 2010. The
increase in gross debt observed in 2011 compared
with 2010 primarily reflects the deterioration in
the primary balance and the increasing deficit-
debt adjustment as a result of the ongoing
provision of financial assistance to Greece, Ireland
and Portugal.

Regarding the Central Bank of Cyprus (CBC)
projections for the domestic economy, and based
on the central scenario, GDP is projected to
increase marginally by 0,3% in 2011, while zero
growth is anticipated in 2012, as a result of the
continuing negative economic conditions. These
forecasts were revised significantly downwards
compared with the corresponding projections of
June 2011, due to the deterioration in the
domestic and international  economic
environment. In 2013 economic conditions are
expected to improve, with GDP increasing by
1,3%. It should be emphasised that both the inter-
national and domestic economic environment are
fragile, which makes forecasts highly uncertain.

Inflation is expected to increase from 2,6% in
2010 to 3,4% in 2011 and then decelerate to 2%
in 2012.The main factors contributing to inflation
in 2011 are the larger annual percentage increases
recorded in the prices of processed food,
industrial goods excluding energy and services.
These increases partly reflect the increase in VAT
on food and pharmaceuticals in January 2011 and
the increase in excise duties on tobacco products
in December 2010. The HICP excluding energy is
expected to increase to 1,8%in 2011 from 0,5% in
2010, as a result of higher annual rates of price
increases in all sub-categories, while in 2012 it is

expected to be around 1,7%. Compared with
previous CBC forecasts, the expected moderation
of domestic inflationary pressures is in line with
the downward revision of GDP growth for both
2011 and 2012, and in particular the contained
domestic demand, income and employment.

Conclusions

The Cyprus economy is showing signs of recession
in the second half of 2011, with a significant
decline in GDP in the third quarter of the year, and
without any prospects for a substantial recovery
soon. According to CBC projections, which are
generally consistent with those of the European
Commission published in November 2011, the
sluggish economic activity is expected to resultin
a significant increase in unemployment. In
October the unemployment rate exceeded 8%,
according to seasonally adjusted data from
Eurostat, which is an unprecedented figure for
Cyprus. In addition, the recent European
Commission forecasts confirmed the deteriorating
fiscal position of Cyprus, with the general
government deficit projected to reach 6,7% of
GDP in 2011 and with an ominous outlook for
2012, if no corrective measures are adopted.
Indeed, following Olli Rehn’s letter to the Cyprus
government calling for the rigorous imple-
mentation of fiscal consolidation measures as well
as structural measures, there was agreement
between the political parties and the government
for new measures. These measures are welcome.
According to CBC estimates, the deficit target of
2,8% of GDP, as noted in the 2012 budget, is
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considered attainable only if there is immediate
and full implementation of all the measures
specified in the budget adopted on 16 December
2011 as well as the complementary measures
adopted by the Parliament on 14 December 2011.

The most alarming consequence of the fiscal
deterioration of recent years is the loss of our
sovereign credibility and the exclusion of the
government from international financial markets
since May 2011, which resulted in the successive
sovereign and bank downgrades. This needs to be
reversed immediately. According to foreign analysts,
the main reason for the downgrading of Cypriot
banks is the reduced ability of the government to
support its banking system if necessary, mainly
because of the impact of the 50% “haircut” on Greek
debt, a controversial decision taken by the EU heads
of state. All euro area countries are expected to
support their banks, which indicates just how
important the loss of sovereign credibility is for
Cyprus. This demonstrates how intertwined our
banking system and public finances are, with the
latter considerably affecting the financial system. In
order to achieve satisfactory growth rates, it is
necessary to restore fiscal sustainability, in addition
to the above preventive measures aiming at
strengthening the banking system. Only then can
we escape from the vicious circle in which we
entered last year.

Over the past few years, government
expenditure has increased much faster than
economic growth. According to figures cited in
the 2012 budget, from 2007 to 2011, central
government expenditure (excluding expenditure
for loan repayments) is expected to increase by
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36,4% while the corresponding increase in
nominal GDP is expected to reach 14,4%, and that
of real GDP by only 3,3%.

Consequently, the focus of fiscal policy should
be on curbing public expenditure. As such, the
measures included in the 2012 budget as well as
the supplementary fiscal consolidation measures
mentioned above should be implemented
immediately. In addition, further structural
reforms should be examined, with emphasis
placed on containing public spending. This is the
area where corrective measures should focus on.
Regardless of the extent to which tax revenues
increase (either through tackling tax evasion and
/ or by increasing tax rates), it is impossible to
meet the continued growth of public spending
under the assumption of the same or even much
lower growth rates relative to those observed in
the past. The containment of public spending
should be achieved mainly through cuts in
unproductive spending in order to avoid
undermining the country’s growth.

Fiscal discipline and the restoration of market
confidence is considered a prerequisite for
sustainable growth to be achieved thus leading
to a sustainable fiscal position. It is impossible to
achieve sustainable growth in the absence of
fiscal consolidation. The inability of Cyprus to
borrow from international financial markets since
May 2011 and the very specific recent warning of
the European Commission in relation to the
rigorous implementation of fiscal consolidation
measures, as well as structural reforms, leave no
further room for delay in the implementation of
the measures passed by parliament.
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1. International Environment
1.1 External developments
GDP growth'

After a series of adverse developments,
especially in the second half of 2011, global
economic activity has weakened substantially,
recording significant differences between
countries. The destructive earthquake and the
subsequent tsunami in Japan negatively
affected global production, while the political
problems in several Arab countries created an
upward pressure in oil prices. In addition,
pressure on euro area countries due to the debt
crisis multiplied, US growth slowed down, and
the debate on increasing the ceiling of the US
government debt undermined the confidence in
policy making. In view of the above, global
growth forecasts have been revised downwards,
particularly in countries of the developed world.

In Europe, the recovery slowed down after a
positive first quarter. According to recently
published data for the third quarter of 2011, GDP
growth in the euro area was 1,4% compared
with 2,1% in the corresponding quarter last year
(Chart A.1). On a quarterly basis, growth was
marginally positive at 0,2% compared with the
previous quarter. The slowdown was partly a
result of the escalating crisis in the euro area,
which had a broader impact on domestic
demand, since the low confidence levels began
to affect both consumers and investors across
the whole of Europe. According to analysts'

1. GDP projections are estimated as the average of the most recent
projections from The Economist poll (4 November 2011), the IMF
(World Economic Outlook, September 2011) and the European
Commission (European Economic Forecasts, Autumn 2011).

CHART A.1 Gross Domestic Product

(annual change %, seasonally adjusted)

@ cUuro area ——— United Kingdom

=== United States Japan

2005 2006 2007 2008 2009 2010 2011

Source: Eurostat.
Note: The projections are for the year and are calculated as averages of the most recent
projections from the European Commission, The Economist poll and the IMF.
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macroeconomic forecasts for the euro area,
annual real GDP growth will reach 1,6% in 2011
and 0,7% in 2012. Regarding unemployment in
the euro area, it remained virtually constant at
10,3% in October 2011 from 10,1% in October
2010.

In the UK, economic activity remained fragile
in the third quarter of 2011, rising by a mere
0,5% both on a quarterly and on an annual basis.
Growth was mainly driven by services and
production, while the construction sector
showed a slight decline. In the short term, the
recovery in economic activity is expected to be
contained, although the monetary stimulus
measures are expected to give a boost. The latest
analysts’ forecasts for GDP growth points to an
increase of 0,9% in 2011 and 1,1% in 2012.
Regarding unemployment, it reached 8,3% in
October 2011 compared with 7,9% in the same
period last year.

In the US, despite the quarterly acceleration
recorded in economic activity in the third
quarter of 2011, slower growth rates compared
with 2010 continue to be recorded. According to
analysts, real GDP grew by 1,5% on an annual
basis in the third quarter of 2011 compared with
3,5% in the corresponding quarter last year.
Growth in the third quarter was driven by
increased consumer spending and business
investment. However, the decline in real
disposable income by 1,7%, and the reduction
in the savings rate to its lowest level since the
fourth quarter of 2007, threatens the
sustainability of future growth. Analysts’
forecasts converge to a GDP growth of 1,6% in

CENTRAL BANK OF CYPRUS
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2011 and 1,7% in 2012. Regarding unem-
ployment, it decreased to 9% in October 2011
compared with 9,7% in October 2010.

In Japan, in the third quarter of 2011, real GDP
decreased by 0,2% on an annual basis, while it
increased by 1,5% on a quarterly basis, following
three consecutive quarters of contraction. GDP
growth reflects, in part, the revival in the
production chain, particularly in the automotive
industry, which was affected by the earthquake
and tsunami in Japan on 11 March. Moreover,
net exports contributed to GDP growth by 0,4
percentage points, marking the first positive
contribution after five quarters. The latest
analysts’ forecasts for GDP growth indicate a
decrease 0of 0,5% in 2011 and an increase of 2,1%
in 2012. Regarding unemployment, it decreased
to 4,1% in September 2011 compared with 5%
in the same period last year.

Inflation?

After the acceleration recorded in the first half of
the year, inflation shows signs of moderation in
most developed economies due to the various
structural problems and renewed tensions in
financial markets, following concerns about
fiscal sustainability. On the other hand,
inflationary pressures continue in emerging
economies, due to limitations in production
capacity and the higher weight of commodities
in the consumption and price indices. Various
economic indicators and the results of recent
surveys in  manufacturing confirm the
dampening of inflationary pressures worldwide.

2. Inflation projections are estimated as the average of the most re-
cent projections from The Economist poll (4 November 2011), the
IMF (World Economic Outlook, September 2011) and the Euro-
pean Commission (European Economic Forecasts, Autumn 2011).
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It is expected that inflation will continue to show
positive rates in most economies, with recent
analyst projections for 2012 being revised
downwards compared with previous forecasts
(Chart A.2).

More specifically, euro area HICP inflation
remained unchanged at 3% in October 2011,
while in October 2010 it stood at 1,9%. The
highest annual percentage increases were
recorded in the category of food and to a lesser
extent in the category of industrial goods
excluding energy. These offset the lower inflation
recorded in services. The latest inflation
projections by international organisations and
private sector analysts for the euro area are 2,6%
for 2011 and 1,6% for 2012.

In the UK, inflation has remained elevated in
recent months even though it decelerated
somewhat and reached 5% from 5,2% in
September, mainly due to reductions in the
prices of food, airline tickets and gasoline.
Gradually a deceleration is expected in
inflationary pressures as the influence of
temporary factors, such as the depreciation of
sterling, increases in commodity prices and the
increase in VAT in January 2011, is dissipated.
Analysts anticipate that inflation will be around
4,4% in 2011 and 2,7% in 2012.

In the US, inflation increased to 3,9% in
September 2011 from 3,8% in August, while core
inflation remained unchanged at 2%. Since the
beginning of the year, the increases in the prices
of energy and food explain a large part of the
annual percentage increase in the price index.
According to the latest forecasts, inflation is
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CHART A.2 Inflation in selected countries

(annual change, %)

@ cUro area —— United Kingdom
= United States Japan

b lo-onvwasuo

Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jn. = d
2003 2004 2005 2006 2007 2008 2009 2010 2011 22

Sources: Eurostat, SDW (ECB).
Note: The projections are for the year and are calculated as averages of the most recent
projections from the European Commission, The Economist poll and the IMF.
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expected to be around 3,1%in 2011 and 1,7% in
2012.

In Japan, inflation slowed down to 0% in
September 2011 compared with 0,2% in August.
Excluding food, inflation remained unchanged at
0,2% in September, while excluding food and
energy it increased from -0,5% to 0,4%. Analyst
forecasts place inflation at around -0,2% for both
2011 and 2012.

Exchange rates

The euro appreciated against all major
currencies from the beginning of the year until
May and then depreciated, reflecting changes in
the projections for public finances in many euro
area countries of the euro area and challenging
the survival of the euro area in its present form.

In 2011 the euro followed broadly the same
path against sterling, the dollar and the yen
(Chart A.3). By early May, it had appreciated
significantly, while during the summer months
it fluctuated primarily due to the fiscal problems
in the euro area and the US, but also due to
variations in the spreads between the euro area
and other economies. The biggest drop in the
value of the euro was recorded in September,
following increasing concerns about the
evolution of the sovereign debt crisis in the euro
area. The euro also recorded very large fluc-
tuations against the Swiss franc from April to
September 2011. After first depreciating
significantly and reaching the historically low
rate of 1,05 francs on 11 August, it then
appreciated sharply during the remainder of

CHART A.3 Selected exchange rates against the euro
(weekly data, 2000=100)

=== dollar yen — sterling swiss franc

60 -+ T T T T T T T T T
Jan. July Jan. July Jan. July Jan. July Jan. July
2007 2008 2009 2010 2011

Source: Bloomberg.
Note: A higher (lower) index level represents a nominal appreciation (depreciation) of
the euro against the other currencies.
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August. On 6 September, the Swiss National
Bank announced that it would set a minimum
exchange rate of 1,20 francs to the euro. The
depreciation of the euro reflects increased
market uncertainty, as the Swiss franc has
benefited overall from the preference of inter-
national investors for safe haven currencies.

As a result of the aforementioned exchange
rate developments, from the beginning of the
year until 18 November 2011 (the cut-off date for
data in the current Bulletin), the euro appreciated
by 1,1% against the dollar, while it depreciated by
0,2% against sterling and by 4,1% against the yen
(Table B.1 in the Appendix, p. 88).

Oil and gold

After the upward trend continued for several
months, oil prices began to record a decline in
June 2011 (Chart A.4). More specifically, the
price of Brent crude stood at $108,71 per barrel
on 18 November, but remained 14% higher
compared with the beginning of the year. Oil
prices have been influenced by the interaction
of strong fundamentals of demand and the
uncertainty that still exists in international
markets. The demand has so far proved resilient
to high prices. As for the supply side, in late June
the International Energy Agency (IEA), in an
effort to ease the upward pressure on prices and
prevent further tightening in the market,
announced the release of 60 million barrels of
strategic oil stocks. This move offered only
temporary relief in prices. However, given the
rising tensions in the financial markets for
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CHART A4 Closing prices of oil (Brent)
(weekly data)
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government securities and the resulting
negative impact on growth, oil prices fell again
amid concerns about global economic activity.

Regarding future prospects, markets
anticipate a slight drop in oil prices in the medium
term, since a further deterioration in the outlook

for the global economy may lead to shrinking CHART A5 Closing prices of gold

demand. Meanwhile, the recent political (monthly data)

developments in Libya are likely to provide

additional relief to the markets, provided s, perounce —Sperounce

domestic production is restored soon. On 18 170

November, the trading price of December 2012 130

futures stood at $104,11 per barrel. s :M
As for the price of gold the successive historical o]

highs continued for the largest part of the year, 300’;307 My oy oy ey n

with the price of gold reaching $1.723,95 per

ounce on 18 November 2011(Chart A.5). This rise source: Bloombers,

was the result of continued uncertainties about
the course of the global economy as investors
continue to turn to the precious metal, which is
considered a safe haven in times of crisis.
Furthermore, the low interest rate environment in
the US, the reduction in the ECB policy rates in
November and the extension of the quantitative
easing programme of the Bank of England and
the Federal Reserve are expected to lead to
further increases in the price of gold, which is
considered as a hedge against inflationary risks. It
is worth noting that, from the beginning of the
year until 18 November 2011, the price of gold
increased by 21%.

Selected international stock market indices

During the period under review, the financial
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markets continued to exhibit considerable
volatility, with stock prices falling in all major
economies. These developments are due to the
downward revision of expectations about global
economic recovery. In addition, significant
tensions associated with the sovereign debt crisis
in the euro area and the deterioration in the cred-
itworthiness of the US contributed to a growing
reluctance of investors to invest in risky assets.
The increase in stock prices in late October
mainly reflected the expectations before the
European Council meeting on 26 October.
Following the announcement of the decisions
taken at the meeting, share prices rose sharply
and market sentiment continued to improve.
However, much of the gains in equity prices were
reversed due to the sharp deterioration in
investor  sentiment, after the surprise
announcement by the Greek Prime Minister for a
referendum on the decision taken by the Heads
of States on 26 October, the political upheavals
in Italy and Greece, and the new downgrade
warnings from the credit rating agencies.

As a result of the aforementioned
developments, from the beginning of the year
until 18 November the DJ Eurostoxx decreased
by 20%, the S&P500 declined by 3% and the
Nikkei fell by 18% (Chart A.6).

International official interest rates

The major central banks continued their loose
monetary policy stance, maintaining their key
interest rates at very low levels and continued to
supply liquidity to the markets through regular

ECONOMIC BULLETIN DECEMBER 2011 W

CHART A.6 Selected international stock market indices
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and non-conventional monetary policy measures.

In light of the recent developments regarding
the sovereign debt crisis in the euro area, the
ECB’s, first Governing Council meeting under the
new president Mario Draghi, reduced its policy
rates by 0,25%. In particular, the main refinancing
operations rate was reduced to 1,25%, while the
marginal lending facility and deposit facility rates
stood at 2% and 0,50%, respectively. It should be
recalled that the ECB had made two increases in
its interest rates by 0,25% each at its Governing
Council meetings in July and April 2011, amid
inflationary pressures. Regarding interest rates in
other major economies, up until the cut-off date
for data in the current Bulletin, the Federal Reserve
maintained its official interest rate unchanged
between 0% and 0,25% and the Bank of England
at 0,5% (Chart A.7).

1.2 Monetary developments in the euro area
Inflation

As already mentioned, inflation in the euro area
remained unchanged at 3% in October 2011
compared with the previous month, while it
stood at 1,9% in October 2010 (Chart A.8).

The HICP excluding energy increased to 2% in
October 2011 compared with 1,9% in September.
The HICP excluding energy and unprocessed
food also recorded an increase of 2%.

Reference rates and ECB interventions

By the summer of 2011, the ECB followed a more

CHART A.7 Official interest rates
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CHART A.8 Inflation in the euro area
(annual change, %)

== HICP excl. energy and --- HICP —— HICP excl. energy
4 - unprocessed food ~

SHNE S

Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan.
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Source: Eurostat.

24 CENTRAL BANK OF CYPRUS




ECONOMIC BULLETIN DECEMBER 2011 W

restrictive anti-inflationary policy than the

Federal Reserve and the Bank of England. With CHART A9 ECB reference rates and EONIA

inflation in the euro area exceeding the target of (% per annum, daly data)
o . . .
2%, interest rates were raised in April and July. — argallending T .
. facility rate refinancing operations)
However, the sharp slowdown in the euro area  tonn  depositfaciityrate

growth, together with the ongoing financial ¢
turmoil resulting from the sovereign debt crisis, .
led to a reduction in the official ECB rates by 25 3
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basis points on 3 November 2011. Hence, the
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main refinancing operations rate was reduced to S S
1,25%, the marginal lending facility rate to 2% 2007 2008 2009 2010 2om
and the deposit facility rate to 0,50% (Chart A.9). S,

During the period under review, the ECB

continued to support the money markets
through liquidity-providing operations with
maturities of one week, one minimum reserve
maintenance period and three months. On 4
August 2011, the Governing Council decided to
continue the main refinancing operations and
the special-term refinancing operations equal to
one period, through fixed rate tenders with full
allotment for as long as necessary, and at least
until the last maintenance period of 2011 ending
on 17 January 2012. In addition, the Governing
Council decided to continue its longer-term
refinancing operations of three months dated 26
October, 30 November and 21 December 2011,
through fixed rate tender procedures with full
allotment. Due to the new pressures that
occurred in some financial markets of the euro
area, the ECB conducted a supplementary
refinancing operation with a maturity of
approximately six months on 10 August 2011.
According to the ECB, the provision of liquidity
and the allotment of refinancing will continue to

CENTRAL BANK OF CYPRUS 25



B ECONOMICBULLETIN DECEMBER 2011

support euro area MFIs in order not to face
liquidity constraints.

On 7 August 2011, the ECB began again to
actively implement the Securities and Markets
Programme which was first announced on 10
May 2010, combined with weekly liquidity
absorbing operations lasting one week. The aim
of the programme is to reduce the pressure on
the yields of government bonds, while the
additional liquidity provided through the
programme is absorbed so as not to influence
the money supply in the euro area.

Monetary policy in the euro area continues to
be regarded as loose. All non-conventional
measures which are still in force remain
compatible with the the Governing Council’s
focus on temporary measures.

Interbank market and interest rate
differentials

Money market rates rose during the period
under review. The EONIA rate continued to
exhibit large volatilities until mid-July and
repeatedly rose above the ECB main refinancing
rate. Since then, its volatility has decreased
significantly. This decrease was due to the banks’
increased use of the Eurosystem liquidity-
providing operations amid new financial market
tensions. Consequently, there was an increase in
excess liquidity in the system, keeping the
EONIA rate at lower levels. From mid-July
onwards, the EONIA rate has decreased and
currently stands at between 10 and 20 basis
points higher than the deposit facility rate. More
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specifically, on 18 November the EONIA rate was
0,722% (Chart A.10).

On the same date, the 1, 3 and 12-month
EURIBOR was 1,199%, 1,465% and 2,031%,
respectively — i.e. 42, 46 and 52 basis points
higher than in early 2011. The difference
between the 12 and 1-month EURIBOR, which is
an indicator of the slope of the money market
yield curve, increased during this period and
stood at 83 basis points on 18 November up
from 73 basis points at the end of 2010 (Chart
A.11).

Chart A.12 depicts the spreads between
EURIBOR and OIS? products, which increased
significantly during the year. This reflects a dete-
rioration in  money market conditions.
Indicatively, the spread between the 3-month
EURIBOR and the OIS was around 41 basis points
at the end of 2010, while on 18 November 2011
(the cut-off date for data in the current Bulletin)
it reached 91 basis points.

Euro area yield curve

Chart A.13 (p. 28) shows the yield curve for AAA
rated euro area government bonds with a 30-
year maturity (spot prices). Compared with the
end of 2010, the mid-November 2011 curve had
a flatter slope, while in relation to mid-May (the
cut-off date for data in the June 2011 Bulletin),
the curve shifted downwards for all maturities.
The slope of the curve, which shows market
expectations about the future path of interest
rates, and hence economic growth, reflects the
increased uncertainty in the market in relation

3. OIS (Overnight Index Swaps) are derivative products where EONIA
is swapped with a fixed interest rate of selected duration. OIS are
used for hedging or speculative moves in the interbank overnight
rate or the reference rates of central banks.
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CHART A.10 EONIA vs ECB minimum bid rate on main
refinancing operations
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CHART A.11 EURIBOR (selected durations)
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to other periods. This occurred mainly as a result
of the downward revision in euro area economic
projections compared with the beginning of the
year, and the increased investor demand for AAA
rated bonds, which are considered the safest in
the market. Generally, as the slope of the yield
curve gets flatter, it indicates a worsening in
market conditions.

M3 and credit expansion

The annual growth of M3 accelerated to 3,1%
in September 2011 compared with 2,1% in the
second quarter and 1,9% in first quarter of
2011.The increase in M3 growth reflects rising
tensions in some financial markets. In
particular, households increased their holdings
of liquid monetary assets over riskier assets
because of the large uncertainty regarding the
economic outlook and the significant drop in
stock values.

With regards to credit expansion, the annual
growth rate of total MFI loans to euro area
residents slowed down to 1,9% in the third
quarter of 2011, from 2,4% in the second
quarter and 2,1% in first quarter (Chart A.14).
More specifically, the annual growth of loans to
households stood at 3% in the third quarter,
from 3,4% and 3,1% in the second and first
quarter, respectively, while the annual growth
of loans to non-financial corporations (NFCs)
increased to 1,5% in the third quarter, from
1,1% and 0,6% in the second and first quarter,
respectively. These figures, at least until the
third quarter of the year, do not suggest that

CHART A.13 Euro area spot yield curve
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CHART A.14 M3 and credit to the private sector:
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the increased tensions in the financial markets
affected the supply of credit. However, since
the impact may occur with a time-lag, careful
monitoring of credit developments in the
coming months is required. According to the
results of the October 2011 Bank Lending
Survey in the euro area, in the fourth quarter of
2011 banks were expected to tighten their
criteria for all categories of loans, while a
reduction was expected in the demand for
loans from both businesses and households for
housing and consumer loans.

2. Domestic Prices, Monetary Aggregates
and Labour Costs

Prices

In Cyprus inflation based on the Consumer

Price Index (CPI) in October 2011 stood at 3%

compared with 2,4% in September 2011 and

3% in October 2010. During the first ten CHART A.15 Consumer price index
(annual change, %)

months of 2011, the CPI registered an average
increase of 3,2% compared with 2,6% in the

<« HICP «== CPI(national definition)

corresponding period of 2010. Furthermore,
HICP inflation accelerated to 3,2% in October
2011 from 2,5% in September 2011. In October
2010, HICP inflation was also 3,2%. During the
period January-October 2011, the HICP N
recorded an average increase of 3,4% 2007 00 des T sona T aon
compared with 2,7% in the corresponding
period of 2010 (Chart A.15). The increase in
inflation during the first ten months of 2011
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compared with the corresponding period of
2010 was due to the higher increases recorded
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in the prices of processed food and industrial
goods excluding energy and services. In
contrast, unprocessed food and energy
recorded lower annual growth rates in relation
to 2010. However, like last year , the double-
digit inflation rates registered in the energy
subcategory continue to account for a large
part of overall inflation (more than 1,5
percentage points). For the first ten months of
2011, inflation excluding energy increased by
1,7% compared with 0,7% in the corre-
sponding period of 2010.

More specifically, in the energy sector,
energy prices increased on average by 18,3%,
during the first ten months of 2011 compared
with anincrease of 19,6% in 2010 (Chart A.16).
According to the latest available data, in
October 2011 the increase in energy prices was
18,4% compared with 19,2% in October 2010.
The ongoing double-digit annual growth rates
recorded in the prices of electricity, fuels and
lubricants were the result of a variety of factors
apart from the continuing increases in oil
prices. As regards electricity, the increase in
prices reflects the various charges imposed on
the price of electricity in 2010 and 2011. These
charges include: the 1,9% fine imposed on
Cyprus by the EU in May 2010 because of
higher emissions; the 2% increase in the
contribution to public sector obligations* and
the Renewable Energy Fund in August 2010;
and the increase in the basic electricity tariffs
by 1,5% in January 2011. Moreover, in
September and October 2011 a significant
increase of 8% was imposed on electricity

4. InJune 2010, the Cyprus Energy Regulation Authority decided to
allow the Electricity Authority of Cyprus to recover its costs to-
wards public sector obligations, specifically the loss of revenue
as a result of introducing/applying the new tariff to large and
needy families.

CHART A.16 Harmonised index of consumer prices:
energy

(annual change, %)
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prices, after the approval of the Cyprus Energy
Regulatory Authority and following the
Electricity Authority of Cyprus’s request for a
recovery of the increased operating costs after
the destruction of the Vasilikos power station.
With respect to fuels, a duty of 9% was
imposed in June 2010. It should also be noted
that the average price of oil in the first ten
months of 2011 was €20,3 higher than in 2010,
despite the appreciation of the euro against
the dollar during the same period.

Food prices in the first ten months of 2011
increased by 4% compared with an increase of
1% in the corresponding period of 2010 (Chart
A.17). This increase was due to inflation in
processed food, which increased by 5,6%
compared with a zero increase in the first ten
months of 2010.The introduction of 5% VAT on
food items had an upward effect on the prices of
most items in this subcategory with the
exception of dairy products, the prices of which
decreased by 1% in the first ten months of 2011.
The annual growth of approximately 16,5% in
the prices of tobacco products reflects the
increase in excise taxes imposed on these items
in December 2010. In October 2011, the prices
of processed food increased by about 6%
compared with a marginal increase of 0,4% in
October 2010. The prices of unprocessed food
increased by 1,7% in the first ten months of 2011
compared with an increase of 2,6% over the
corresponding period of 2010. The smaller
annual increase was due to negative growth
rates in the prices of vegetables, since the rest of
the items in this category registered positive
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CHART A.17 Harmonised index of consumer prices:
food and services
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annual growth rates compared with last year.
According to the latest available data, in October
2011 this category recorded an increase of 0,7%
compared with an increase of 12,6% in October
2010.

Excluding food and energy items, which
together represent about 28% of the HICP,
inflation accelerated to 1,2% in the first ten
months of 2011 from 0,6% in the corresponding
period of 2010. Inflation excluding energy and
food is mainly determined by domestic factors,
such as developments in wages, profit margins
and indirect taxes, and consists of two
components, industrial goods excluding energy
and services.

The prices of industrial goods excluding
energy exhibited an increase of 1,4% in the first
ten months of 2011 compared with a marginal
increase of 0,1% over the corresponding
period of 2010 (Chart A.18). This was mainly
due to an increase in the prices of clothing and
footwear, the introduction of 5% VAT on phar-
maceuticals as well as the smaller reductions
in the prices of motor vehicles compared with
the first ten months of 2010. According to the
latest available figures for October 2011, the
annual percentage increase in this category
was 1,2% compared with a 0,1% increase in
October 2010. The implementation of the new
EU Regulation on the treatment of seasonal
items in the HICP pushed clothing and
footwear prices upwards in April, May and June
2011, increasing the overall index by 0,1, 0,2,
and 0,2 percentage points, respectively. On the
other hand, the implementation of the

CHART A.18 Harmonised index of consumer prices:
non-energy industrial goods
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Regulation decreased the overall index in July
and August 2011 by 0,2 percentage points,
respectively.

Chart A.17 (p. 31) also illustrates the annual
percentage change in the prices of services.
More specifically, during the first ten months of
2011 this category recorded an increase of 1,1%
compared with an increase of 0,9% in the corre-
sponding period of 2010. Looking at the major
categories of this HICP sub-component, the
slightly higher inflation registered in the first ten
months of 2011 compared with the corre-
sponding period of 2010 was mainly due to
higher inflation in domestic and household
services, telephone and telefax services,
recreational and sporting services, restaurants
and cafes, as well as lower negative percentage
price changes in passenger transport by air..
Other major categories which registered
increases in prices were education and medical
services, while package holidays and accom-
modation services recorded negative price
increases. The increase in the prices of
restaurants and cafes can be linked, at least in
part, to the increase in VAT from 0% to 5% on
foodstuffs in January 2011.In October 2011, the
percentage increase in the prices of services
reached 1,1% compared with 0,2% in October
2010.

Domestic inflation remains higher than in
the euro area. More specifically, during the first
ten months of 2011, the domestic HICP
increased by 3,4% compared with 2,7% in the
euro area. The picture is different if we exclude
the components of the HICP that are highly

CENTRAL BANK OF CYPRUS
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volatile, i.e. energy and food. In particular, the
domestic HICP excluding energy increased by
1,7% during the period January-October 2011,
which is a mere 0,1 percentage points higher
than the 1,6% inflation recorded in the euro
area. It is worth mentioning that in 2010,
inflation excluding energy in Cyprus was 0,5
percentage points lower than in the euro area.
Moreover, inflation excluding energy and food,
which is a measure of core inflation, reached
1,2% in Cyprus compared with 1,3% in the euro
area in the first ten months of 2011, while for
the entire 2010 the difference was larger,
namely 0,5 percentage points. Therefore, the
pass-through of the oil price increases onto
consumer prices and the higher direct impact
of oil prices on the Cyprus economy, together
with the higher food prices in Cyprus explain
the difference between domestic and euro area
inflation.

Monetary aggregates> ¢

The annual growth rate of loans to the domestic
private sector showed signs of slowing down
from the end of September of 2010 until the end
of 2010, increasing by 8,2%. The slowdown
continued until the end of the third quarter of
2011, reaching 6,1% compared with 9,1% at the
end of the third quarter of 2010, as a result of the
overall sluggish economic conditions and
uncertain environment.

5. Foradetailed explanation of the methodology and technical analysis
of monetary aggregates, see the technical notes on pp. 106-107.

6. With regard to the classification of loans by economic activity, it
is noted that as a result of the change in the Directive on the
monthly balance sheets of banks and the replacement of NACE
Rev. 1.1 with NACE Rev. 2, there is a structural change in the sta-
tistical series and therefore annual growth rates cannot be calcu-
lated. Further checks are required in order to reconcile the
differences between the two classifications. In view of the above,
the sectoral loan analysis is not presented in Part A of this Bulletin.
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According to the results of the Bank
Lending Survey (BLS) conducted in October
2011, banks in the third quarter of 2011
tightened their standards for all loan
categories, i.e. housing loans, consumer credit
and other lending to households and
corporate loans. According to the banks
participating in the BLS, during the fourth
quarter of 2011 credit standards for corporate
loans and for consumer credit as well as other
lending , are expected to be tightened while
no change is expected in credit standards for
housing loans. Moreover, it is expected that
there will be a further reduction in the
demand for loans by enterprises and
households.

A further analysis of monetary aggregates
shows that the slowdown in the annual growth
rate of loans to the domestic private sector was
primarily due to the ongoing slowdown in the
housing loans to domestic households. In
particular, in September 2011 housing loans
recorded an increase of 7,5%, which is the lowest
growth rate in recent years (Table A.1).

Regarding the growth rate of loans to
domestic NFCs, this increased to 6,4% in
September 2011 compared with 4,7% in June,
but was lower than the 7,9% recorded in
September 2010 (Chart A.19). Nevertheless,
according to the results of the recent BLS,
banks expect a tightening of credit standards
for loans to NFCs in the fourth quarter of 2011.
This is expected to take the form of higher
interest rates and increased collateral in the
context of a revision to bank lending policy for
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TABLE A.1 Loans to domestic households ("2

Outstanding Annual percentage change
balanceas 2010 2010 2010 2011 2011 2011
%oftotal® June Sep. Dec. Mar. June Sep.

Domestic households 1000 103 99 94 84 11 63
1. Consumer credit 146 39 19 02 05 -04 01
2. Lending for house purchase 536 159 154 143 15 88 715
3. Other lending 318 56 60 67 72 19 13

Source: (BC.

(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.

CHART A.19 Loans to domestic households and
non-financial corporations: Cyprus
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the containment of credit risk. At the same
time, demand for loans by NFCs is expected to
decrease in the fourth quarter of 2011.

During the third quarter of 2010, a
slowdown in the growth of loans to domestic
households was recorded. At the end of
September 2011 the annual growth rate
reached 6,3% compared with 7,1% at the end
of June 2011 and 9,9% at the end of September
2010. More specifically, the annual growth rate
of housing loans to residents experienced a
to 7,5% in September 2011
compared with an increase of 8,8% at the end

deceleration

of the previous quarter and an increase of
15,4% in September 2010. It should be noted
that a significant part of the growth in housing
loans was due to interest rate capitalisation.
According to the BLS , households reduced
their demand for these loans in the third
quarter of 2011 due to the deterioration in
housing market prospects and reduced
consumer confidence. Of the loans offered by
MFls in Cyprus to domestic households at the
end of the first quarter of 2011, 53,6% were
housing loans, 31,8% other lending, and 14,6%
consumer loans (Table A.1, p. 35).

With respect to deposits, the annual growth
rate of deposits by domestic households
remained low, namely 2,9% in September 2011
compared with 3,5% in June 2011 and 5,4% at
the end of the third quarter of 2010 (Chart
A.20 and Table A.2). It should be noted that
the continuing slowdown in the growth of
these deposits, which began in August 2010, is
consistent with the uncertain economic

CHART A.20 Deposits of domestic households and

non-financial corporations: Cyprus
(annual change, %)
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TABLE A.2 Deposits of domestic households ("2

Outstanding

Annual percentage change

balanceas 2010
% of total® June

2010 2010 2011 2011 2011
Sep. Dec. Mar. June Sep.

Domestic households 100,0 53 54 47 36 35 29
Overnight 14,2 56 54 18 -04 02 -08
With agreed maturity 76,6 56 63 63 52 56 48

up to 2 years 72,7 6,9 72 71 56 52 43
over 2 years 39 <159 -100  -77 36 151 168
Redeemable at notice 9,3 30 05 24 22 65 -56
up to 3 months 6,8 24 08 -28 21 88 -81
over 3 months 24 45 05 -09 -17 07 19

Source: (BC.

(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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environment. Moreover, the slowdown in
domestic credit expansion and the use of
household deposits to cover current
obligations are additional factors explaining
the reduced growth of deposits. Deposits with
agreed maturity accounted for 76,6% of total
deposits by domestic households, of which
deposits with agreed maturity of up to 2 years
accounted for 72,7% of total deposits at the
end of September 2011.

Higher interest rates continued to be
offered by MFIs at a time of strenuous efforts
to increase liquidity, since deposits remained
their main source of funding. The generally
cautious attitude of depositors, following
uncertainties about the economy, continued
to be reflected in a substantial reduction in
consumer spending and preference for higher
interest-bearing deposits, which, however,
increased at a slower pace. It should be noted
that although at the beginning of 2011
deposits increased,, in recent months there
has been a decline in in overnight deposits by
domestic households. More specifically, the
aforementioned deposits recorded an annual
decrease of 0,8% in September 2011 compared
with a decrease of 0,2% in June 2011 and an
increase of 5,4% in September 2010.
Depositors have continued to prefer interest-
bearing deposits with higher returns and
longer-term maturity, while an increase was
observed in the growth rate of deposits with
agreed maturity over two years. Nevertheless,
a slowdown was also experienced in deposits
with agreed maturity, since their growth rate
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reached 4,8% at the end of the third quarter of
2011 compared with a growth rate of 5,6% at
the end of the second quarter of 2011, and an
increase of 6,3% at the end of the third quarter
of 2010. It should be noted that the change
recorded in September 2011 was the lowest
since. March 2010. Regarding deposits
redeemable at notice, these continued to
decline throughout the year. More specifically,
in September 2011 the decrease amounted to
5,6% compared with a decrease of 6,5% in June
2011 and a decrease of 0,5% in September
2010.

With regard to deposits of domestic NFCs,
these also recorded low annual growth rates
since the beginning of the year (Chart A.20, p.
36). More specifically, these deposits recorded
an increase of 1,1% at the end of September
2011 compared with a positive growth of 0,6%
at the end of June 2011 and an increase of
4,8% in September 2010. It should be noted
that the subdued growth in deposits recorded
in recent months is consistent with the
downturn which has led to a reduction in
corporate earnings. As a result, a number of
businesses have been forced, in part, to use
their savings for covering both their
operational costs for capital and operating
expenses, such as rent and taxes. NFC deposits
represent approximately 17% of total deposits
by the domestic private sector in the banking
system.

With regard to deposits of non-resident
NFCs, including “brass plates”, these also
recorded a significant slowdown since
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December 2010. More specifically, the annual
growth of these deposits reached a mere 1,5%
at the end of the third quarter of 2011
compared with an increase of 11% at the end
of the second quarter. The growth in the third
quarter of 2010 was 38,6%. The corresponding
deposits of non-resident households increased
by 26,6% at the end of September 2011
compared with 26% at the end of June 2011
and 51,9% at the end of September 2010. It
should be noted that the share of these
deposits to total non-resident deposits is
around 28%. Changes in the above growth
rates were partly due to changes in the
exchange rate, following the appreciation of
the euro since December 2010, and
developments in the domestic economy
following the explosion of the Vasilikos power
station. It should also be noted that large
inflows of non-resident deposits were recorded
in 2010, which reached unusually high levels.
Hence, part of the slowdown in the growth of
deposits was due to the base effect of 2010.
Total non-resident deposits, which include
those of non-resident NFCs (including “brass
plates”), recorded a slowdown, growing by
8,3% at the end of the third quarter of 2011
compared with 12,5% at the end of the second
quarter of 2011 and an increase of 54,6% in
September 2010, as a result of the afore-
mentioned factors.

Interest rates

At the end of the third quarter of 2011, interest

CENTRAL BANK OF CYPRUS

ECONOMIC BULLETIN DECEMBER 2011 W

39



B ECONOMICBULLETIN DECEMBER 2011

rates on new loans in Cyprus generally
recorded significant increases compared with
the third quarter of 2010. Moreover, in
September 2011 these rates generally
experienced the biggest increase compared
with the beginning of the year. This was a
consequence of both external and domestic
economic factors. On the one hand, there was
the increase in the EURIBOR, the financial and
political uncertainty in Greece and the
exposure of domestic financial institutions to
Greek bonds and loans in Greece. On the other
hand, the subdued lending policies of
domestic banks, the recent downgrades of
domestic government bonds and domestic
banks by credit rating agencies, and the
negative outlook of the economy, led to arise
in the cost of borrowing from international
markets. As a result, in 2011 Cyprus turned for
financing to the domestic market and, in
particular, to domestic credit institutions, thus
limiting the liquidity available. In addition, the
existing competition between domestic
financial institutions to attract deposits
through higher interest rates hinders the
reduction in lending rates in the near future.

More analytically, at the end of September
2011 the average interest rate on new euro
denominated loans to euro area households
from Cyprus MFIs with an initial fixation of up
to one year reached 6,98% for consumer loans,
5,61% for housing loans and 6,48% for other
lending (Table A.3). It should be noted that all
three categories recorded interest rates that
are among the highest in recent years. More
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TABLE A.3 Cyprus MFl interest rates on euro-denomi-

nated loans (new business) to euro area households'
(% per annum, period average)

Floating rate and up to 1 year
initial rate fixation
Bank Consumer Lending for Other
overdrafts @ credit house purchase lending
2010 June 7,01 6,84 4,63 6,22
July 6,99 6,81 482 6,23
Aug. 7,02 6,96 4,80 6,33
Sep. 7,01 6,82 4,9 6,08
Oct. 7,18 6,54 488 599
Nov. 7,18 6,77 51 6,43
Dec. 7.3 6,79 5,16 6,31
201 Jan. 7,16 6,75 497 6,19

Feb. 7,15 6,78 4,98 6,09
Mar. 7n 6,76 5,07 6,28
Apr. 7,12 6,64 491 6,47
May 7,15 6,62 516 6,30
June 742 6,74 538 6,88
July 744 6,84 547 6,63
Aug. 743 6,99 5,50 6,54
Sep. 745 6,98 5,61 6,48

Source: (BC.

(1) Including non-profit institutions serving households.

(2) For this instrument category, new business refers to end-of-period.




specifically, at the end of June 2011 these rates
reached 6,74%, 5,38% and 6,88%, respectively,
while at the end of September 2010 they
reached 6,82%, 4,96% and 6,08%, respectively.
Interest rates on new euro denominated loans
by MFIs in Cyprus to NFCs also followed an
upward trend. It is worth noting that the
average rate for other loans to NFCs of up to €1
million was 7,04% in September 2011 from
7,10% in June 2011 and 6,43% in September
2010, following an upward trend since
February 2010. In contrast to the above, the
average interest rate for other loans to NFCs of
over €1 million reached 5,54% in September
2011 and continued a downward trend
compared with June 2011, the beginning of
this year, as well as September 2010 (Table
A.4).

As regards the corresponding rates for loans
from MFls in the euro area (Chart A.21),in 2011
they followed an upward trend, which
contrasts with 2010 when, on average, they
were stable with a downward path towards the
end of that year. As a result of the increases in
the key ECB interest rates in April and July 2011
by 25 basis points, respectively, the EURIBOR
also increased and market expectations
changed towards an increase or stabilisation in
the key ECB rate. More specifically, the latest
data, which refer to September 2011, show
that the average interest rate for new
consumer loans to households reached 5,74%
compared with 5,37% in June 2011 and 5,52%
in September 2010. In addition, the average
interest rate on new loans to households for
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TABLE A.4 Cyprus MFl interest rates on
euro-denominated loans (new business)

to euro area non-financial corporations
(% per annum, period average)

Floating rate and up to 1 year
initial rate fixation

Bank Other loans up to Other loans over
overdrafts " €1 million €1 million
2010 June 6,52 6,19 497
July 6,54 6,24 6,01
Aug. 6,57 6,44 6,27
Sep. 6,57 6,43 577
Oct. 6,66 6,34 5,68
Nov. 6,73 6,56 6,54
Dec. 6,67 6,64 6,18
2011 Jan. 6,67 6,69 6,38
Feb. 6,70 6,48 576
Mar. 6,72 6,73 6,19
Apr. 6,75 6,60 6,62
May 6,92 6,75 6,57
June 7,08 7,10 6,97
July 7,14 7,00 6,00
Aug. 712 7,00 6,83
Sep. 7,20 7,04 5,54

Source: (BC.
(1) For this instrument category, new business refers to end-of-period.

CHART A.21 Euro area MFI interest rates on euro-de-
nominated loans (new business) to euro area resi-

dents"
(% per annum, period averages)

--- households,
for consumption
—— households,
9,5 for house purchase

== non-financial corporations,
up to € 1 million

— — non-financial corporations,
over € 1 million

Jan. May Sep. Jan. May Sep. Jan. May Sep. Jan. May Sep. Jan. May Sep.
2007 2008 2009 2010 2011

Source: SDW (ECB).
(1) At floating rate and up to 1 year initial rate fixation.
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house purchase increased to 3,41% at the end
of the third quarter of 2011 compared with
3,26% at the end of the second quarter of 2011
and 2,75% at the end of the third quarter of
2010. Regarding the average interest rate for
other loans to NFCs of up to €1 million in the
euro area, it recorded the highest increase
since February 2009, reaching 4,18% in
September 2011 compared with 3,94% and
3,35% in June 2011 and September 2010,
respectively.

The above analysis shows that the largest
differences between the interest rates in Cyprus
and the euro area relate to housing loans and
other lending to households as well as corporate
loans.

Since late September 2011, market
expectations have become negative as a result
of the turmoil in the global macroeconomic
environment. In particular, after the ECB
decision on 3 November 2011 for a 25 basis
point reduction in interest rates, market
analysts anticipate a further small reduction in
ECB rates.

With respect to the deposit rates paid by
Cyprus MFIs to households and NFCs (Table
A.5), there was also an upward trend from the
beginning of the year. Indicatively, the average
rate on new deposits for households with an
agreed maturity of up to 1 year increased to
4,14% in September 2011 compared with
4,02% in June 2011 and 3,96% in September
2010. The respective rate for NFCs in
September 2011 reached 3,68% compared
with 3,41% in June 2011 and 3,08% in

TABLE A.5 Cyprus MFI interest rates on euro-denomi-

nated deposits (new business) by euro area residents
(% per annum, period average)

Non-financial
Households™ corporations
With agreed maturity
Over
1and With agreed
Upto upto maturity
Overnight® 1year  2years Overnight® upto1year
2010  June 1,12 3,87 4,02 0,51 317
July 1,13 3,92 401 0,55 333
Aug. 1,13 3,94 416 0,51 3,26
Sep. 1,14 3,96 4,00 0,52 3,08
Oct. 1.1 3,96 4,08 0,52 3,14
Nov. 1,13 3,97 412 0,52 3,05
Dec. 1,10 3,98 4,20 0,50 3,25
2011 Jan. 1,08 4,01 4,07 0,48 3,39
Feb. 1,09 4,02 4,04 0,49 341
Mar. 1,09 4,00 4,05 0,48 3,25
Apr. 1,08 4,00 410 0,47 3,29
May 1,12 4,01 414 0,46 3,38
June 1.1 4,02 414 0,47 341
July 1,12 41N 432 0,48 3,12
Aug. 1,13 413 418 0,49 3,66
Sep. 1.1 4,14 431 0,50 3,68

Source: (BC.
(1) Including non-profit institutions serving households.
(2) For this instrument category, new business refers to end-of-period.
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September 2010. According to bank officials
and financial analysts, domestic credit
institutions have increased their deposit rates
in an effort to preserve and increase their
liquidity through deposits, in view of the
“haircut” on Greek government debt. It should
be noted that foreign banks based in Cyprus
also compete for deposits by offering higher
interest rates.

Although deposit rates in the euro area
fluctuated at lower levels than in Cyprus, they
recorded an increase in September 2011
compared with both June 2011 and September
2010 (Chart A.22). More specifically, the average
interest rate on euro denominated deposits by
households with an agreed maturity of up to one
year reached 2,73% at the end of the third quarter
of 2011 compared with 2,58% at the end of June
2011 and 2,25% at the end of the third quarter of
2010. The corresponding rate on NFC deposits
increased to 1,72% in September 2011 compared
with 1,78% in June 2011 and 1,11% in September
2010.

Banks in Cyprus have maintained their
margin between lending and deposit rates for
NFCs. The respective margins for households
are at lower levels, mainly due to the higher
deposit rates. According to the latest ECB data
for September 2011, Cyprus has the highest
lending rate on both corporate and housing
loans in the euro area. Regarding euro
denominated deposit rates, Cyprus’s rate is
among the highest.
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CHART A.22 Euro area MFl interest rates
on euro-denominated deposits (new business)

by euro area residents!"
(% per annum, period averages)

-- non-financial corporations, —— non-financial corporations,
over 2 years up to 1 year

=== households, over 2 years == households, up to 1 year

o = N w A& u o
H

Jan. May Sep. Jan. May Sep. Jan. May Sep. Jan. May Sep. Jan. May Sep.
2007 2008 2009 2010 2011

Source: SDW (ECB).

(1) New deposits with agreed maturity.
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Labour costs’ CHART A.23 Average monthly earnings of employees
by quarter

(annual change, %)

Labour costs were affected by the small recovery
in GDP in the first half of 2011 and recorded a
small acceleration compared with the first six
months of 2010. The average monthly earnings

= total === men —— women

of employees increased by 2,7% in the first half

of 2011 compared with an increase of 2% in the 0l

first half of 2010 (Chart A.23). Apart from the 2007 2008 2009 o 200 201
positive economic developments in the first half
of 2011, the acceleration of the average monthly

Source: Cystat.

earnings of employees was also due to the
higher increase in COLA during the first half of
2011 compared with the corresponding period
of 2010.

In relation to the average monthly earnings of
employees by gender, the earnings of men
recorded an acceleration, while the earnings of
women recorded a marginal slowdown in the first
half of 2011. It should also be noted that
according to this index, in the period for which
the data are available, the seasonally adjusted
earnings of women were at 81,2% of the earnings
of men in the second quarter of 2011 compared

with 77,2% in the first quarter of 2004. The CHART A.24 Productivity and real average monthly
. . earnings of employees by quarter
convergence of earnings by gender is also e S

confirmed by the fact that the increase in
women's earnings was higher than the corre- e eyt quarteny
sponding increase for men (Chart A.23).

With regards to the real average monthly

earnings of employees?, these continued to

decline in the first half of 2011, recording a

negative growth rate of 0[6% compared with a MR
2007 2008 2009 2010 2011

decrease of 0,2% in the first half of 2010 (Chart

A.24).This was mainly the result of the increase

N Lo = Nvwas v N

Source: Cystat.

7. The analysis of this section is mainly based on the average
monthly earnings of employees by quarter, instead of the com-
pensation per employee as in previous Bulletins. This is because
the compensation per employee was not available for the first
quarters of 2011.

8. This series was created by deflating the quarterly nominal aver-
age monthly earnings of employees by the CPI.
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in the price level. Moreover, the change in the
real average monthly earnings of employees
was lower than productivity growth in 2010 and
the first half of 2011, whereas in 2008 and 2009
this picture was reversed. With respect to
productivity, which is calculated as GDP per
employed person, it increased by 0,9% during
the first half of 2011 compared with an increase
of 0,3% in the first half of 2010. This increase is
possibly due to an improvement in economic
activity during the period under review, with
businesses utilising their employees more
efficiently.

The acceleration in nominal labour costs in
the first half of 2011 is also confirmed by the
labour costs index of the business economy?,
which is published by Eurostat. More speci-
fically, it recorded an increase of 2% in the first
half of 2011 compared with 1,4% in the first
half of 2010 (Chart A.25). This is primarily due
to the increase in labour costs in manufacturing
and construction' by 2,4% compared with 1,3%
in the first half of 2010. A smaller acceleration
was recorded in business services'!, which
increased by 1,9%, i.e. 0,6 percentage points
higher compared with the same period in 2010.

3. Domestic Competitiveness and Balance
of Payments

Despite the improvement observed in the
current account deficit in 2009 and 2010, it still
remains high as a percentage of GDP and the
indications for the first half of 2011 are not
encouraging. It is important to have an

9. The business economy is composed of sectors NACE 2 B-N.
10. The manufacturing and construction sectors consist of NACE 2 B-F.
11. Business services consist of sectors NACE 2 G-N.
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CHART A.25 Labour costs

(annual change, %)

=== industry and construction
— services of the business economy

=== business economy

0

R R
2007 2008 2009 2010 2011

Source: SDW (ECB).
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improvement in the current account deficit
which results from structural rather than cyclical
factors, so that a low deficit can be sustainable.
Even though the deficit of the past two years
does not appear to have caused any direct
financing problem:s, it is of concern since it may
signify a further loss in competitiveness in
specific sectors of the economy, which may be
in need for restructuring.

Effective exchange rate

Chart A.26 presents the effective exchange
rate (EER) of the Cyprus currency: the real EER
(REER) as calculated by the IMF, and the real
and nominal EER index, as calculated by the
CBC'2. The chart shows a weakening
(depreciation) in the REER from October 2010
until early 2011. In the first six months of 2011,
the REER strengthened, while from the
summer onwards the REER weakened once
more, mainly as a result of the path followed
by the euro.

The REER, inflation and unit labour costs are
important indicators of the competitiveness of
the Cyprus economy, especially when compared
with the respective indicators of competing
countries. More specifically, the rise in unit
labour costs and an appreciating REER indicate
that domestic exports are more likely to be less
competitive and imports to be cheaper. Higher
inflation encompasses, among other things, the
two aforementioned indicators and therefore
reflects the potential competitiveness problems
faced by the Cyprus economy.

12. The effective exchange rate in real terms “REER IMF” is calculated
by the IMF and takes into account third country competition with
19 other countries. The deflator used is the CPI. Because of the
time lag in publishing this index, the CBC calculates a simplified
index using eight countries instead of 19 (“REER CBC"). The same
index is also calculated by the CBC in nominal terms (“NEER CBC").

CHART A.26 Real and nominal effective exchange rates
of the Cyprus currency (IMF weights)

(Base year 2005=100)

== REER (IMF)  --- REER(CBC) —— NEER(CBC)

94 |

Jan. Apr. July Oct. Jan. Apr. July Oct. Jan. Apr. July Oct. Jan. Apr. July Oct.
2008 2009 2010 2011

Sources: CBC, IMF.
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Balance of payments'* CHART A.27 Curent account

(% GDP)

Despite remaining at hlgh levels in 2010, the B income accountand current transfers
Bl service account
current account balance recorded an B trade account
improvement, reaching a deficit of 9,9% of GDP, a0y cumentaccount
30
while in 2008 and 2009 it recorded a deficit of 20

15,6% and 10,7%, respectively (Chart A.27). It
should be noted that despite this improvement,

the goods and services account deteriorated , N I
from a deficit of 5,5% in 2009 to a deficit of 6,2% 2008 2007 (T:?:f) ;233.) é‘::&
of GDP in 2010. On the other hand, the income
account and current transfers improved with the
deficit falling from 5,2% of GDP to a deficit of
3,6% during the same period.

According to the latest data, in the first half of
2011 there was a significant deterioration in the
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current account balance, which recorded a deficit
of 7,8% of GDP compared with a deficit of 4,1%
over the same period in 2010. The main reason for
this deterioration was the increased deficit in the
income account from 0,1% of GDP in the first half
of 2010 to 2,8% of GDP in the first half of 2011,
primarily due to the reduction in income from
direct investment. This was partly a result of the
losses made by Cypriot banks operating abroad.
Moreover, a deterioration was recorded in the
balance of goods and services in the first half of
2011 compared with the first half of 2010, which
registered a worsening of €138,9 million or 0,8%
of GDP.

More specifically, the deterioration recorded
in the balance of goods and services in the first
half of 2011 compared with first half of 2010 was
mainly due to the sharp decline in financial and
other services. It is expected that in the second

13. Itshould be noted that the balance of payments data analysed in
this section are not yet included in the national accounts pub-
lished by Cystat.

14. The percentages to GDP calculated refer to the annual GDP.
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half of the year this negative picture will be
mitigated by the much better performance of
the tourist sector.

Additional Cystat data on the foreign trade
balance, which refer to the first nine months of
2011, show an improvement, with a reduction in
the deficit to €3.690,8 million compared with
€3.900,6 million in the corresponding period of
2010 (Table A.6). This improvement is due to the
significant increase in exports by 26,3%, while
imports remained at roughly the same levels as
last year. It should be noted that, excluding the
leasing of aeroplanes by Cyprus Airways in the
first half of 2010, valued at €126 million compared
with only €20 million in 2011'%, the annual
increase in imports in the first nine months of the
year was 2,4%. The slowdown in imports was due
to the general slowdown in the economy with
consumer confidence recording a significant
decrease after the destruction of the Vasilikos
power station. If we take into account the fact
that the 2,4% increase in imports includes an
increase of 33,4% in oil imports in the first eight
months of 2011, due to rising oil prices, the impact
of the economy’s slowdown on imports of goods
is even more evident.

The significant increase in exports was mainly
due to re-exports, which increased by 46,4% in
the first eight months' of 2011 compared with
the corresponding period of 2010. During the
same period, re-exports accounted for 52,6% of
total exports.

The financing of the current account deficits
until 2006 as well as for 2009 was primarily by
foreign direct investment. The only exceptions

15. This was treated as imports of goods by Cystat.

16. Data on re-exports are available only for the first eight months of
the year, while data for total exports are available until Septem-
ber.

TABLE A.6 Trade account

(€ million)

Trade

Imports Exports deficit
2009 5.691,8 970,4 47213
2010 6.517,4 1.136,8 5.380,6
annual % change 14,5 171 14,0
2010 Jan.-Sep. 47193 818,8 3.900,6
2011 Jan.-Sep.* 4.725,0 1.034,2 3.690,8
annual % change 0,1 263 -5,4

Source: (ystat.
* provisional data
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were the years 2007 and 2008, where the very
large deficits were financed mainly by "other
investments" (Chart A.28). In 2010 the current
account deficit was also financed by “other
investments” as a result of the increase in non-
resident deposits in Cypriot banks, while the
proportion of financing by direct investment in
2010 was only 3,8%, which represents 0,4% of
GDP.The current account deficit in the first half of
2011 was mainly financed by portfolio
investment, namely investments in bonds, notes
and money market instruments by MFls.

Tourism

In the first nine months of 2011, revenues from
tourism recorded a significant increase of 14,4%
compared with the same period last year (Table
A.7). Arrivals have also showed a large
improvement, increasing by 10,6% in the first
ten months of 2011 compared with the corre-
sponding period of 2010. This improvement was
the result of various developments. Specifically
the geopolitical unrest in the Middle East and
North Africa played an important role in
increasing tourist arrivals. Furthermore, the base
effect created by the lower than normal arrivals
in the second quarter of 2010, as a result of the
large number of cancelled flights due to the
volcanic ash in April of that year, also played a
significant role in the higher numbers recorded
in 2011. Moreover, it appears that the efforts of
the Cyprus Tourism Organisation (CTO) and the
private sector to penetrate into the Russian
market were successful.
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CHART A.28 Current account financing

by foreign direct investment

B current account balance as a % of GDP
==« direct investment as a % of current account balance (right - hand scale)
150

2002 2003 2004 2005 2006 2007 2008 2009 2010
(prov.)  (prov.)  (prov.)

Source: CBC.

TABLE A.7 Tourism

Tourist arrivals  Tourist receipts  Expenditure

(thous.) (€million)  per person (€)
2009 21412 1.493,2 697,4
2010 2173,0 1.549,8 713,2
annual % change 1,5 38 23
2010 Jan. - Sep. 1.777,5 1.271,0 7151
2011 Jan. - Sep. 1.9741 1.4541 736,6
annual % change 11 14,4 3,0

Source: (ystat.
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As regards the geographical breakdown of
tourist arrivals, even though the UK is considered
to be the most important market, in 2011 the
largest increase in the number of tourists was
from Russia, which is now the second most
important market. More specifically, the number
of tourists from Russia during the first ten months
of 2011 increased by 50,4%, reaching 321.400
compared with 213.700 in the corresponding
period last year. On the other hand, a small
recovery of the order of 2% was recorded in the Galdhacers o)

CHART A.29 Tourist arrivals and receipts

number of tourists from the UK. It should also be
noted that, on average, during the last two years, = receipts --- arrivals
the per capita spending of tourists from Russia
has been higher than that of tourists from the UK.

Overall, there is cautious optimism about the
tourist sector this year, despite the reduced

competitiveness of the country's tourist product T 0o om0 soeu e s oo oo
2009

. . . . . 2008 2010 2011
in relation to competitor destinations.

Source: Cystat.

As shown in Chart A.29, the rate of increase

in tourism revenue was on average higher in the
first nine months of 2011 than the growth of
arrivals, indicating that per capita spending
increased during this period.

4. Domestic Demand, Production and the
Labour Market

Quarterly national accounts

The Cyprus economy experienced a marginal
recovery in 2010 which continued in the first half
of 2011 while in the third quarter of 2011 GDP
growth recorded a decrease of 0,6%. More
specifically, based on quarterly data published by
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Cystat, the economy recorded a growth of 1,5%
in the first half of 2011 compared with zero
growth in the corresponding period of 2010. At
this point, it should be noted that the picture was
reversed in the second half of 2011, after the
destruction of the largest electricity power
station in Cyprus. Growth in the first half of 2011
originated from the increase in private
consumption by 2,3% and the increase in the
exports of goods and services, particularly
tourism (Charts A.30(a) and A.30(b)). Gross fixed
capital formation continued to record negative
growth rates in the first half of 2011, reaching
11,1%. This large reduction is the result of a
significant decrease in the construction of houses
during the period under review, which reached
20,5% compared with the same period last year.

As regards the sectoral breakdown of real GDP
in the first half of 2011, construction recorded a
decrease of 7% compared with the corresponding
period last year. A smaller contraction of 1,7% was
recorded in manufacturing. On the other hand,
the contribution of financial intermediation, real
estate and business activities was positive,
registering an increase of 3,6%.

Recent indicators of domestic demand point to
a mixed picture of the economy. According to the
confidence indicators compiled in October 2011
(Table A.8), GDP is expected to continue at
subdued rates as the economic sentiment
indicator was lower in the first ten months of 2011
compared with the corresponding period of 2010.
Moreover, lending to the private sector remains
subdued. In contrast, the turnover volume of retail
trade registered a slight improvement in the first
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CHART A.30(a) Quarterly real GDP growth
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CHART A.30(b) Quarterly real GDP growth
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TABLE A.8 Business and consumer surveys:
confidence indicators

(for sub-indices: difference between percentages of positive answers and
percentage of negative answers)

2011 2011 2011 2011 2011
Jun.  Jul.  Aug. Sep.  Oct.

ESI 811 800 688 712 754
Industry A7 -7 -3 200 18
Services -1 -1 -20 -21 -20
Consumer -34 -38 -51 -50 -41
Retail trade -21 -22 -31 -36 -34
Construction -47 -49 -51 -49 -52

Source: European Commission.
Note: Seasonally adjusted data.

CENTRAL BANK OF CYPRUS 51



B ECONOMICBULLETIN DECEMBER 2011

eight months of 2011. Revenue from indirect taxes
also improved during the first ten months of this
year, although this is partly due to increases in the
rates of indirect taxation on the consumption of
petroleum and tobacco productsin 2010. Revenue
from VAT on the other hand registered a decrease
of 0,7% during the first ten months of the year
and motor vehicle registrations continued to
decrease in September 2011.The mixed picture of
the economy highlights the need for close moni-
toring, especially in view of the uncertain external
environment.

Private consumption

Based on the detailed national accounts data for
the first half of 2011, private consumption recorded
a growth of 2,3% compared with a decrease of
1,8% in the first half of 2010. Data for the turnover
volume of retail trade, excluding the sales of motor
vehicles, recorded small increases during recent
months. In particular, during the first eight months
of 2011, the index was 0,2% higher compared with
the same period last year (Chart A.31). On the
other hand, VAT receipts registered a decrease of
0,7% in the first ten months of 2011 compared
with a decrease of 0,9% in the corresponding
period of last year. The decreases in 2011 were
despite the introduction of 5% VAT on food and
pharmaceutical products in January 2011. In
addition, motor vehicle registrations continued to
decline, registering negative annual growth rates.
More specifically, the decrease recorded in
September reached 28,2%, while the average
decline for the first nine months of 2011 reached

CHART A.31 Retail sales (excluding motor vehicles)
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17,5% compared with a decrease of 15,1% in the
corresponding period of 2010 (Chart A.32). Finally,
the confidence indicator for consumption
recorded a small deterioration in the first ten
months of 2011 compared with the same period
last year.

In contrast, credit card spending by domestic
cardholders in Cyprus recorded an increase of
9,9% in the first ten months of 2011 compared
with an increase of 4,8% in the corresponding
months of 2010 (Chart A.33). At this point it
should be noted that consumer loans, which
include the use of credit cards, recorded an annual
increase of 0,1% in September 2011. Therefore, it
appears that credit cards are increasingly being
used as a substitute for borrowing. The biggest
increase in cardholder spending was recorded in
supermarkets, partly due to the imposition of 5%
VAT on food, and in petrol stations, possibly due
to the increase in fuel prices.

Construction sector

The construction sector continued on a negative
trend and a further deterioration is expected, as
indicated by relevant domestic economic data.
In particular, the index of production in
construction registered an annual decrease of
8,9% in the first half of 2011, compared with an
annual decrease of 4,3% in the first half of 2010
(Chart A.34).

As a consequence of the low output in the
construction sector, there was an increase in
unemployment in the sector during the period
under review. Specifically, the average number

ECONOMIC BULLETIN DECEMBER 2011 W

CHART A.32 Registration of motor vehicles

== % change 6-month moving average

=== % change previous year (right-hand scale)

-40 T T T T T T T T T T T T T T +-50
Jan. Apr. Jul. Oct. Jan. Apr. Jul. Oct. Jan. Apr. Jul Oct. Jan. Apr. Jul. Oct.
2008 2009 2010 2011

Source: Cystat.

CHART A.33 Credit card spending
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CHART A.34 Index of production in construction
(annual change, %)
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Box A.1: Demand factors that affected
residential property prices in Cyprus
during the period 2002-2010

Introduction

Residential property prices in Cyprus
increased significantly during the period
prior to EU accession and until the
beginning of the economic crisis in the
third quarter of 2008. Specifically,
according to the Residential Property
Price Index depicted in Chart 1', the
increase in prices from the first quarter of
2002 until the third quarter of 2008, when
the historically highest level was
recorded, reached 131,8%. This increase
corresponded to an average annual
increase of 14,8%.

Following the rapid increase in
residential property prices, the housing
market in Cyprus exhibited negative
growth in the fourth quarter of 2008.
Since then, and until the second quarter
of 2011, residential property prices
recorded an overall decrease of 12,2%.

The purpose of this note is to analyse,
on a preliminary basis?, domestic and
external demand factors which had a
significant contribution in the develop-
ment of the residential property marketin
Cyprus during the period 2002 - 2010, and
the degree to which these were affected
by the current economic crisis.

CHART 1 Residential property price index
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External demand: migration
and investments

It is well known that demographic devel-
opments in a country are a key determi-
nant of housing demand. In addition, net
migration (immigration minus emigration)
is the demographic component account-
able for creating immediate demand for
residential properties.

Despite the low fertility observed in
recent years, there has been an increase
in Cyprus'’s total population. From 694.000
inhabitants in 2000, the population
reached 798.000 in 2009, an increase of
15% (Cystat?). This was mainly due to an
increase in immigrants, consisting of those
seeking employment, retirees and Cypriot
repatriates. Net migration* prior to the is-
land’s accession to the EU exhibited a
gradual increase reaching almost 16.000

1. Prices from 2006 onwards reflect the values of the general Residential Property Price Index published by the CBC (Central Bank of
Cyprus, 2011) while prices between 2002 and 2005 are obtained as the average of the historical house price indices published by

Pashardes and Savva (2009), Platis (2006) and the CBC.

2. Given the very limited sample data, further statistical and econometric analysis was not feasible. This will be carried out when a suffi-

ciently large sample is obtained.
3. Demographic Report (2009).

4. Immigration for the years 2006-2009 was 160% above the level of emigration for the same period. Moreover, the sharp decline in net
migration observed in 2008 and 2009 was primarily due to significant reductions in immigration levels rather than emigration levels.
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CHART 2 Net migration and number of
households
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CHART 3 Investment from foreigners in the real
estate market and the Cyprus residential

property price index
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in 2004, after when it started its downward
trend (Chart 2). A similar pattern was ex-
hibited in the annual growth in the number
of households (Chart 2). Thus, the large
decrease in net migration in 2008 and
2009 (51,4% and 48,7%, respectively) in-
dicates that the rapid increase in residential
property prices during the period before
the third quarter of 2008 may have been
fuelled by external demand.

Apart from immigrants purchasing a
house to be used as a primary residence, in
recent years it has also become popular for
both locals and and foreigners to buy sec-
ondary residences to be used as holiday
homes or as a buy to let investment. As
such, the investment inflows to the real
estate sector exhibited an increasing trend
between 2002 and until 2007, when they
peaked (Chart 3). It should be noted that in
2007, foreign investment in real estate in-
creased by 77%, compared with 2006. It
can, therefore, be concluded that demand
from abroad contributed substantially to

the acceleration of the increase in residential
property prices during the years 2002-2008.
It is worth noting that the existence of a
time lag between the residential price index
and investment inflows (shown in Chart 3)
is partly due to the time usually required
for an investment to be implemented and
for the relevant transactions to be carried
out, with a consequent impact on prices.

Local demand: disposable income, access
to credit and expectations

The income and budget constraints of a
local household are key factors in the decision
to buy or rent a residence, affecting to a
large extent the demand for residential
properties by locals. As shown in Chart 4
(p. 56), during the period 2007-2008 the
average real price of a residential property
recorded higher growth rates compared to
the corresponding growth rates of real dis-
posable income, thus residences became
less affordable compared with the preceding
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CHART 4 Real disposable income and the real
average residential property price
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CHART 5 Housing loans and the Cyprus
residential property price index
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period. In contrast, during the period 2009-
2011 this trend has been reversed.

Given that changes in household dis-
posable income during the period 2006-
2008 cannot fully explain the large increases
observed in residential property prices
during this period, one has to examine the
cost and availability of credit in order to
justify the large domestic demand for hous-
ing observed during the aforementioned
period.

The interest rate is essentially the main
cost of borrowing. When this increases, the
demand for loans (and therefore the demand
for real estate property) decreases, while
the opposite occurs when interest rates fall.
Undoubtedly, one of the reasons that led
to increased demand for real estate prop-
erties in the last decade was the gradual
decrease of interest rates on housing loans.
The real interest rate® on housing loans was
relatively low during the period from mid-
2005 to mid-2008, thus increasing the de-
mand for housing loans. However, after mid-

5. Nominal interest rate minus the inflation rate.

2008 and the accession of Cyprus to the
euro area, this started recording an increasing
trend which lasted up until mid-2009, when
it began to decline again, reaching its lowest
level in April 2010.

Reflecting the path followed by real in-
terest rates and generally the easy access
to credit during the prosperous period of
the Cyprus economy, the amount of out-
standing housing loans to residents and
non-residents has increased significantly
since 2005, with lower growth rates ob-
served after 2009 (Chart 5). The slowdown
experienced in the growth of housing loans
was partly due to the implementation of a
CBC directive to reduce the maximum loan-
to-value ratio during the period July 2007-
May 2008 (Box A.1, Economic Bulletin, De-
cember 2010).

The general euphoria which prevailed
in the construction sector until 2008 is also
reflected in investors’expectations and con-
sumer confidence. If the market expects
higher prices, consumers are more willing
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CHART 6 Index of expected selling prices over
the next three months and the Cyprus

residential property price index
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to buy a property now, pushing prices up,
and thus fulfilling market expectations.
Chart 6 shows the expectations of con-
struction firms for selling prices three months
ahead. This is constructed by the European
Commission using the Business and Con-
sumer Survey questionnaire. It is evident
from Chart 6 that, while expectations for
the period from the first quarter of 2006
until the third quarter of 2008 were relatively
optimistic, during the fourth quarter of 2008
they became very negative and pessimistic.
This can also be seen from the average of
these two periods. Consequently, it can be
concluded that the positive expectations
during the period 2006-2008 have con-
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tributed towards the increases in demand
for residential properties and, therefore, in
residential property prices.

Conclusions

The large increases in prices of residential
properties during the period, 2002-2010
were mainly caused by significant increases
in foreign demand and the immediate de-
mand for housing, created through the
increase in immigration on the island
during the period 2002-2008. Moreover,
the relatively easy access to credit during
the period 2005-2008, combined with the
economic euphoria and the positive outlook
that prevailed in the property sector, led
to an increase in local demand, which
peaked in 2007.

Given the significant decline in foreign
demand due to the global economic crisis,
rising unemployment and shrinking dispos-
able income of households, the general eu-
phoria was replaced in 2009-2010 by reduced
demand and was, therefore, followed by a
decrease in property prices. The future path
of this sector is thus directly connected,
inter alia, with domestic and external de-
velopments.
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of unemployed in the sector reached 4.320 in the
first ten months of 2011, compared with 3.480 in
the corresponding period of 2010, thus recording
an increase of 24,1%.

The sales of cement also followed a negative
trend. In particular, during the period January-
September 2011, the sales of cement recorded
an annual decrease of 9,8% compared with an
annual decrease of 9,5% in the corresponding
period of 2010 (Chart A.35).

The negative trend in the construction sector
is also evident in the data compiled by the
Department of Lands and Surveys. Specifically,
the total number of sales contracts to residents
and non-residents, which represents the volume
of sales, recorded a decrease of 17,8% during the
first ten months of 2011 compared with an
increase of 8,2% over the corresponding period
of 2010 (Chart A.36). In addition, the number of
issued title deeds decreased by 7,9% in the first
ten months of 2011, while in the same period
last year an increase of 23,2% was recorded.
Moreover, an annual decrease of 10% and 19,1%
was recorded in the number of sales contracts and
the number of issued title deeds to foreigners,
respectively, during the first ten months of 2011.
The decrease in activity in the real estate market,
as outlined by the aforementioned indicators, is
expected to continue amid the climate of
uncertainty prevailing in the broader economy.

In connection with the above, the receipts of
the Inland Revenue Department from the capital
gains tax and stamp duty registered an annual
decrease of 14,9% and 18,6%, respectively, for
the first nine months of 2011, compared with an

CHART A.35 Sales of cement

=== % change previous year

== % change 6-month moving average

Jan. May  Sep.  Jan. May  Sep. Jan. May Sep. Jan.  May  Sep.
2008 2009 2010 2011

Source: Cystat.
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increase of 18,9% and 28%, respectively, in the
corresponding months of 2010. On the other
hand, immovable property tax receipts increased
by 1,4% on an annual basis in the first nine
months of 2011 compared with an increase of
18,3% over the corresponding period last year.
With regards to housing loans to residents, an
annual increase of 7,5% was recorded in
September 2011 compared with an annual
increase of 15,4% in September 2010. These
changes were calculated using the same metho-
dology followed by the ECB for calculating the
annual percentage change. It should be noted,
however, that the aforementioned increase is
partly due to the interest rate capitalisation rather
than the approval of new loans. The corresponding
figures for non-residents recorded an annual
increase of 6,5% in September 2011, compared
with an increase of 12,6% in September 2010.
The number of building permits, which
constitutes a leading indicator of future activity
in the construction sector, recorded an annual
decrease of 13,8% during the first eight months
of 2011 compared with a marginal increase of
0,4% over the corresponding months of 2010
(Chart A.37). In addition, the number of
authorised building permits for non-residential
buildings declined by 4,1% on an annual basis
in the first eight months of 2011, while the
number of authorised building permits for
residential buildings decreased by 19,8% over
the same period. Moreover, the total value and
area of authorised building permits decreased
by 23% and 27,1%, respectively, in the first eight
months of 2011. Based on the aforementioned
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CHART A.37 Building permits authorised
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reductions in the authorised building permits, it
is expected that construction activity will
continue on a negative trend. With respect to
the number of authorised building permits by
district, Limassol recorded the biggest per-
centage decrease, in both rural and urban areas
in the first eight months of 2011, followed by
Nicosia, Larnaca and Famagusta districts. On the
other hand, in the urban areas of Paphos, there
was a marginal increase in the number of
authorised building permits during the period
under review, while a decrease was recorded in
rural areas.

Moreover, construction costs recorded a small
increase during the first nine months of 2011.
Specifically, the price index of construction mate-
rials recorded an annual increase of 4,1% in the
aforementioned period, possibly reflecting a
reduction in the profit margins of land develop-
ment companies, due to a combination of declining
property prices and increasing construction costs.

The Residential Property Price Index prepared
by the CBC using the hedonic methodology,
recorded an average annual decrease of 4,9% for
the first two quarters of 2011, compared with an
average annual decrease of 0,6% over the same
period last year. This shows that the small
recovery experienced in late 2009 and early 2010
was temporary since prices decreased again,
reflecting a downturn in the construction sector.

Regarding Cypriots’ expectations for property
prices in Cyprus in the next three months, as
expressed in the European Commission’s Business
and Consumer Survey, these continued to be
negative, with expectations for further dete-
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rioration. Specifically, the average index for the
second and third quarter of 2011 was -26,3 and -
36,2, respectively, compared with -31,1 and -23,2,
in the corresponding periods of 2010 (Chart A.38).
Moreover, the confidence indicator for constru-
ction, obtained from the same survey, followed a
negative path and remained at very low levels in
2010 (Table A.9, p. 64). In addition, given the path
followed by the construction sector indicators,
including the confidence indicators, it is expected
that property prices will continue on a downward
path for the remainder of the year.

In conclusion, indicators of the construction
sector point to a decline in construction activity,
despite a slight recovery experienced in 2010.
These indicators, combined with the overall
negative sentiment prevailing in the domestic
economy, and the uncertainty in the euro area,
are evidence that there will not be a recovery of
the sector in the near future.

Labour market

The small recovery of GDP in the first half of 2011
led to a slight increase in employment by 0,6%
compared with the first half of 2010. Total hours
worked recorded a similar increase during this
period, implying that hours worked per employee
remained unchanged. The increase in employ-
ment and hours worked resulted from the increase
in the respective figures for employees, in
particular the category “private households with
employed persons’, while decreases were recorded
in the corresponding data for the self-employed.
Although employment increased in the first half of
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CHART A.38 Business and consumer surveys
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2011, it was not able to absorb those seeking work. E:tF;RT A.39 Employment growth and unemployment
As a result, according to LFS data, the unem- (%)

ployment rate increased by 0,5 percentage points — unemployment rate
in the first half of 2011 compared with the first half et
of 2010, reaching 7,3%, (Chart A.39).

The most recent available data for unem-
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increase in employment amounted to 0,7%, while
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the contribution of construction continued to be
negative, reaching - 0,4%. With respect to other
service activities, it should be noted that a very large
increase was recorded in the subcategory “private
households with employed persons’, which
increased by 7% or 1.700 employees in the first half
of 2011 compared with 11% or 2.400 employees in
the first half of 2010. Furthermore, other service
activities include a large proportion of employeesin
the general government sector, which increased by
1,1% in the first half of 2011. Regarding the
contribution of the other sectors, namely trade,
repairs, hotels, restaurants and transport, as well as
intermediate financial organisations, real estate,
renting and business activities, and agriculture, all
had a small positive contribution. On the other hand,
industry including energy had a small negative
contribution to employment.

5. Domestic Public Finance Developments

5.1 Current fiscal developments

During the first nine months of 2011, the budget
deficit remained at similar levels compared with
the corresponding period of the previous year,
reaching 3,1% of GDP (Chart A.42). This was
mainly due to the improvement in the budget
balance observed in the third quarter of the year
which recorded a surplus of 0,5% of GDP, in
contrast to a deficit of 0,6% of GDP observed in the
third quarter of 2010. With respect to total revenue
and expenditure as a percentage of GDP during
the first nine months of 2011, these reached 29,7%
and 32,8%, respectively (Chart A.43).
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CHART A.42 Budget and primary balances of the
general government

(cumulative for the period as from first quarter as a % of GDP)
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CHART A.43 Total revenue and expenditure of the
general government
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More specifically, according to the preliminary
general government figures published by Cystat
(Table A.9), government revenues during the first
nine months of 2011 recorded an annual increase
of 1,9%.This development is especially significant
if we bear in mind that an annual decrease of
1,7% was recorded during the first six months of
2011. At the same time, public spending
exhibited a significant deceleration over the
period in question to 2% compared with an
annual increase of 4,2% during the first six
months of 2011. The annual increase in revenue
is mainly due to the increase in direct taxes, while
the slowdown in the annual growth of
expenditure is primarily due to the significant
annual reduction in expenditure for intermediate
consumption and interest payments.

Public revenue

Regarding revenues from direct taxes, the
Cystat category "Current taxes on income,
wealth, etc" recorded a significant annual
increase of 13,4% during the first nine months
of 2011 (Table A.9), mainly due to increased
revenue from income tax and contributions to
the Defence Fund. More recent data published
by the Inland Revenue Department (IRD) for the
first ten months of 2011 show a relatively
smaller annual growth rate of 11,6% for total
direct taxes. More specifically, as is evident from
IRD data for the first ten months of 2011,
receipts from personal income tax increased by
7,8% on an annual basis, compared with a
growth rate of 4,9% over the corresponding

TABLE A.9 Accounts of general government

Jan.-Sep. Jan.-Sep.

2010 2011 Change
(€milion) (€ milion) %

EXPENDITURE
Intermediate consumption 643,1 589,6 -83
Gross fixed capital formation 378,1 3893 3,0
Compensation of employees 1.926,0 1.950,8 13
Other taxes on production 0,4 03 -25,0
Subsidies payable 1,5 9,5 -17.4
Interest paid 364,8 350,7 -39
Social benefits 1.840,8 1.919,9 43
Other current transfers 3775 4491 19,0
(apital transfers payable 1148 1134 -1,2
Total expenditure 5.657,0 5.772,6 2,0
Total expenditure (% of GDP) 32,6 32,8 -
REVENUE
Market output & output for own final use 310,9 308,2 -09
Taxes on production and imports 1.945,1 1.929,8 -0,8

of which VAT 1.140,3 1.1284 -1,0
Property income receivable 2316 109,2 -52,8
Current taxes on income, wealth, etc 13326 1.511,1 134
Social contributions receivable 1.221,0 1.247,0 21
Other current transfers receivable 89,9 122,7 36,5
(apital transfers receivable 6,3 46 -27,0
Total revenue 51374 5.232,6 19
Total revenue (% of GDP) 29,6 29,7 -
Surplus (+) / Deficit (-) -519,6 -540,0
Surplus (+) / Deficit (-) (% of GDP) 3,0 3,1

Source: (ystat.
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period of the previous year. This was mainly due
to the adoption of new tax measures,
specifically the new income tax rate of 35% for
annual incomes over €60.000, with effect as
from the fiscal year 2011, as well as the
temporary tiered contribution of the broader
public sector as from 1 September 2011. As
regards revenues from corporation tax, these
recorded an annual increase of 19,6% mainly
due to the introduction of the temporary ad
hoc tax rate of 0,095% levied on the domestic
and foreign deposits of all financial institutions,
excluding interbank deposits. If we exclude the
aforementioned temporary revenues, the
annual growth rate of corporation tax in the
first ten months of 2011 would have reached
9,5%. Finally, revenues from the special
contribution to the Defence Fund increased by
17,2% on an annual basis, due to the higher tax
on interest accrued from deposits and deemed
dividend distribution as from 31 August 2011.

For the year as a whole, revenue from direct
taxes is expected to record a significant annual
increase, mainly due to the aforementioned
fiscal measures. However, it should be noted that
the significant fiscal impact anticipated in light
of the annual levy on all registered companies
which must be paid by 31 December 2011
(approximately 0,35% of GDP) does not appear
to be achievable, at least to the extent originally
estimated by the government.

With respect to revenues from indirect taxes, as
reflected in the figures published by Cystat, a
marginal annual decrease of 0,8% during the first
nine months of 2011 was recorded in the revenue
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category "Taxes on production and imports’, which
includes VAT receipts (Table A.9, p.64)". In particular,
VAT revenues recorded an annual decrease of 1%
during the period under consideration, primarily
due to the continued sluggish growth in private
consumption. It should be noted that, based on the
figures published by the Department of Customs
and Excise for the first ten months of 2011, total
indirect tax receipts recorded an annual increase of
1,3%, while the annual decrease in VAT revenue
reached 0,7%, despite the imposition of 5% VAT on
food and pharmaceuticals as from January 2011.
This development is mainly due to the continuing
slowdown in economic activity and its consequent
impact on private consumption. Therefore, the
annual increase observed in total revenue from
indirect taxes was primarily due to the increase in
revenues from excise duties. More specifically, based
on data from the Department of Customs and
Excise, which relate to the first ten months of 2011,
total revenue from excise duties increased by 7,9%
on an annual basis, mainly due to increased revenue
from excise duties on petroleum and tobacco
products (annual growth of 14,3% and 12,4%,
respectively), following the increase in the relevant
tax rates as from June and December 2010,
respectively.

For the year as a whole, the robust increase in
revenue from excise duties is expected to persist,
while a marginal decrease in VAT receipts is also
anticipated. The latter decrease is based on the
assessment that on the one hand, VAT revenue is
expected to increase in the fourth quarter of 2011,
due to the buoyant performance of the tourism
sector in the summer months. On the other hand,

17. It should be noted that, in contrast to the figures published by
Cystat, the figures published by the Customs and Excise Depart-
ment, which also refer to the first nine months of 2011, show that
total indirect taxes recorded an annual increase of 1,2%. This is
due to methodological differences, including the incorporation
of VAT refunds in the Cystat figures.
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this increase in VAT revenue will be more than
offset by a fall in VAT receipts due to the fiscal
consolidation measures, which will constrain
household disposable income and, consequently,
private consumption.

Public expenditure

As regards developments in public expenditure
recorded in the first nine months of 2011, the
marked slowdown was due to the annual
decrease in expenditure for intermediate
consumption and interest payments of 8,3% and
3,9%, respectively (Table A.9, p. 64). On the other
hand, there was an annual increase in spending on
social transfers by 4,3% (particularly for unem-
ployment benefits resulting from the deterioration
in labour market conditions) and other current
transfers by 19% (including grants to semi-
governmental organisations and local authorities).
Moreover, expenditure for compensation of
employees increased by 1,3% on an annual basis
(partly due to the increase in COLA by 1,4% as
from 1 July 2011), while expenditure for gross fixed
capital formation (including spending for public
investments) increased by 3%, mainly because of
the recent and upcoming completion of buildings
and roads.

Looking at 2011 as a whole, it should be
noted that the supplementary budgets
approved by Parliament up until the relevant
cut-off date for data in the current Bulletin,
increase total government spending by around
0,2% of GDP. The usual practice of adopting
supplementary budgets during the course of the
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year reduces the credibility of the fiscal targets
included in the government budgets. However,
in 2011 this practice has not been repeated to
the extent observed in recent years.

Fiscal deficit and gross debt

In light of the aforementioned developments,
the government’s target of a 6,5% deficit-to-GDP
ratio, as noted in the EDP notification to Eurostat
and published on 26 October 2011, appears
attainable. According to the 2012 Budget, as
submitted to Parliament on 13 October 2011, the
budget deficit is expected to reach 6% of GDP.
It should be noted that the Autumn forecasts
of the European Commission, which were
published on 10 November 2011, point to a
budget deficit of 6,7% of GDP. The difference in
the forecasts of the European Commission and
the Government for 2011 is partly due to the
inclusion of different fiscal consolidation
measures and / or estimates of theirimpact.
According to data published by the Ministry of
Finance, the general government consolidated
gross debt'® reached 67,3% of GDP in the third
quarter of 2011, up from 61,5% of GDP at the end
of 2010 (Chart A.44). The government’s relevant
projection, as noted in the EDP notification to
Eurostat, points to a gross debt-to-GDP ratio of
64,5% for 2011, while the relevant projection
reported in the budget for 2012 is more
pessimistic and refers to a gross debt-to-GDP ratio
of 66%. The increase in gross debt observed in
2011 compared with 2010 is mainly due to the
worsening of the primary balance™ and the

18. Gross debt is the sum of the total central government and local
authorities’ debt, excluding intragovernmental borrowing from
the Social Security Fund and the Administered Funds, as well as
short-term liabilities of the CBC to the IMF.

19. The primary balance is defined as the budget balance excluding
interest payments.

CHART A.44 General government consolidated gross
debt and intragovernmental borrowing and short-

term liabilities of the CBC to the IMF
(as a % of GDP)

== general government consolidated gross debt
== intragovernmental borrowing & short-term liabilities
of the CBC to the IMF

I I IR
2008 2009 2010 2011

Source: Ministry of Finance.
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increasing deficit-debt adjustment, as a result of
the continuing provision of financial assistance to
Greece, Ireland and Portugal.

5.2 Fiscal prospects

In contrast to the fiscal consolidation measures
included in the first package of measures which
aimed at increasing revenues, the second
package, which is incorporated in the budget for
2012 (the fiscal implications of which will be in
force as from 2012), is based mainly on the
containment of expenditure.

The achievement of the government’s target
of a fiscal deficit of 2,8% of GDP in 2012, as set out
in the budget for 2012, appears attainable and
relies heavily on the degree of implementation of
the measures adopted. More specifically,
according to the 2012 budget, central
government revenues (excluding revenues from
loan proceeds) are projected to grow by 10,1%
on an annual basis in 2012 compared with 0,8%
in 2011, while public expenditure (excluding
expenditure for loan repayments) is expected to
decrease by 6% on an annual basis compared
with an increase of 15,2% in 2011.

The concerns related to the achievement of
the fiscal targets are evident in the Autumn
forecasts of the European Commission, which
were published in November 2011. According to
these projections, the budget deficit will reach
4,9% of GDP in 2012. It should be noted that the
budget deficit projected by the European
Commission for 2012 is based on the assumption
of zero economic growth, which is comparable
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with the government’s projection of 0,2%
growth. Therefore, the difference arising in the
forecast of the 2012 budget deficit is mainly due
to the non-inclusion of measures concerning the
targeting of social benefits and the increase in the
standard rate of VAT from 15% to 17%.

As regards 2013, there are no further
measures on the basis of the 2012 budget to
suggest a substantial improvement in public
finances. Therefore, the government’s forecast
for a budget deficit of 2,1% of GDP (an
improvement of 0,7% of GDP compared with
the forecast of 2012), is based on the expected
economic recovery. Unlike the government, the
European Commission does not anticipate a
substantial improvement in public finances in
2013, placing the deficit at 4,7% of GDP, despite
the projected increase in the GDP growth rate
to 1,8%, which is comparable with that of the
government’s projections.

5.3 Fiscal policy issues

The government needs to immediately
implement fully the measures passed by
Parliament. This is the only way for the
government to convince the markets about its
commitment to put public finances back on a
sustainable path.

Apart from the supplementary measures
aimed at increasing revenues, the government
and political parties have publicly acknowledged
the need to reduce public spending, including
the freezing of the state payroll for two years. The
revenue raising measures include the temporary
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tiered contribution of the private sector and the
increase in the tax rate on deemed dividend
distribution. The supplementary measures,
although not included in the budget for 2012,
have been adopted by parliament and should,
for the purposes of credibility, be fully
implemented. It is hoped that the political
consensus will help restore market confidence
and end the exclusion of Cyprus from inter-
national markets, which has been the case since
May 2011. It should be noted that a key factor in
restoring confidence is the attitude of social
partners.

Furthermore, given the commitments of the
Republic of Cyprus to the European
Commission, the government needs to quickly
implement structural measures, including the
reform of COLA, intended to reduce public
expenditure over the long run. As regards the
significant exposure of Cypriot banks to Greek
government bonds, the potential inability of
the Cyprus government to offer support if
needed, due to the poor state of public
finances, is considered very serious.

In conclusion, the government must meet its
commitment to a budget deficit of below 3% of
GDP in 2012. Even with the implementation of
the aforementioned measures, Cyprus may not
be able to acquire the necessary medium-term
financing to cover the government’s financing
needs, if markets are not convinced of the long-
term sustainability of the measures. Of course, it
must be noted that securing the loan from Russia
is important, but it should also be emphasised
that such solutions are neither structural nor
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permanent in nature, and, therefore, do not
contribute towards the long-term improvement
in public finances. On the other hand, it should
be noted that the recognition of the critical fiscal
situation by all the relevant stakeholders is a
positive development.

6. Macroeconomic Projections for Cyprus

Working assumptions

The projections for the Cyprus economy are based
on the Eurosystem’s assumptions about the world
economy. More specifically, they cover variables
such as interest rates, exchange rates, the price of
oil and international trade. These projections are
used to analyse and evaluate international
developments and the risks to price stability by
the ECB’s Governing Council, which is responsible
for setting monetary policy in the euro area. The
projections are based on a common set of
assumptions and data available as at 17
November 2011, for all euro area countries.

The working assumptions of the Eurosystem are
as follows: the euro is expected to fluctuate at
around $1,40in 2011,and $1,36in 2012 and 2013.
The price of oil is expected to be around $111,5 per
barrelin 2011, falling to $109,4in 2012 and to $104
in 2013. The projections concerning the Cyprus
economy were prepared by taking into
consideration only those fiscal measures which
were clearly defined and most likely to be
implemented as at 17 November 2011.Thus, fewer
measures were taken into consideration than
those discussed and proposed for approval. As a
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result, public consumption, public investment and
private consumption do not reflect the impact of
any additional measures that the government may
adopt within the framework of fiscal consolidation.

Eurosystem projections for the euro area

Based on the above working assumptions, euro
area inflation is expected to be between 2,6%
and 2,8% in 2011 compared with 1,6% in 2010
(Table A.10). In 2012 the average rate of HICP
inflation is expected to be between 1,5% and
2,5%, while a smaller increase in inflation is
expected in 2013 with the rate being between
0,8% and 2,2%. Inflation in 2012 will be affected
by the downward base effect from the prices of
food and energy, and the contained increase in
commodity prices.

HICP inflation excluding energy and food is
expected to increase marginally, reflecting subdued
domestic demand and contained labour costs.

GDP growth is expected to fluctuate between
1,5% and 1,7% in 2011, between -0,4% and 1% in
2012, and between 0,3% and 2,3% in 2013. The
projected contained recovery is due to the re-
structuring of balance sheets in many sectors and
the tight financing conditions prevailing in many
countries of the euro area.

Projections for the Cyprus economy

The growth rate of domestic GDP in 2011 will be
affected by a series of negative developments.
The gradual recovery recorded in the first two
quarters of 2011 was reversed after the
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TABLE A.10 Eurosystem projections for the euro area

(annual change, %)

2010 2011 2012f  2013f

GDP

December Projections 2011 18 15-17 -04-10 03-23

June Projections 2011 17 15-23 06-28 -
Inflation

December Projections 2011 1,6 26-28 15-25 08-22

June Projections 2011 1,6 25-27  1,1-23 -

Source: ECB.
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destruction of the Vasilikos power station, which
caused a decrease in domestic production. The
consequent negative impact on the domestic
economy, along with the uncertainty resulting
from the debt crisis in Greece and in other
countries of the euro area, led to a reduction in
domestic economic sentiment and to further
moderation in investment activity. The private
sector has been significantly affected, with
investment and lending to NFCs reaching
historically low levels as a result of uncertainty,
high interest rates and tighter lending criteria
applied by banks. Confidence among of
households remains very low, while the
government has since last summer been unable
to access foreign markets for its borrowing
needs. In order to restore market confidence, the
implementation of the necessary fiscal
consolidation measures is imperative.

Taking into consideration the afore-
mentioned developments, GDP is projected to
grow by around 0,3% in 2011, while growth in
2012 is expected to be 0%.

The inflation forecasts partly reflect
international developments, with oil prices in
dollars recording growth in 2011 and decreasing
in 2012 and 2013, and reduced domestic demand
due to the expected decrease in disposable
income and increase in unemployment. In
addition, the adoption of a two percentage point
increase in VAT (from 15% to 17%), a measure that
is currently under discussion, will cause upward
price pressures. It should also be noted that the
forecasts for GDP growth in 2011 and 2012 have
been significantly revised downwards compared
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with the June 2011 forecasts. On the other hand,
a contained recovery in economic activity is
anticipated for 2013. The projections for prices,
the labour market and GDP in Cyprus are
analysed below.

Prices: harmonised index of consumer prices

Cyprus HICP inflation in 2011 is expected to reach
3,4% compared with 2,6% in 2010 (Table A.11).
This significant increase is mainly due to the
increase in the prices of processed food, industrial
goods excluding energy, and services. The higher
inflation rates in these categories partly reflect the
increase in VAT on food and pharmaceutical
products in January 2011 and the increase in
excise duties on tobacco products in December
2010. Therefore, reflecting the higher inflation in
all its sub-categories, the HICP excluding energy
is expected to record a significant increase of 1,8%
in 2011 compared with an increase of 0,5% in
2010.

In 2012 inflation is expected to register a
significant slowdown, reaching 2%, due to the
smaller annual percentage increases in the prices
of the “energy’, “food” and “non-energy industrial
goods” components of the HICP. The deceleration
partly reflects a base effect as a result of the
above-mentioned taxes. The HICP excluding
energy is expected to record a slowdown,
increasing by 1,7% in 2012 compared with an
increase of 1,8%in 2011. However, any increase in
the VAT rate, which is currently under discussion,
would further increase prices.

ECONOMIC BULLETIN DECEMBER 2011 W

TABLE A.11 HICP projections

(annual change, %)

2010

2011f

2012f

2013f

HICP
December Projections 2011 26 34 20 17
June Projections 2011 26 33 22 -
HICP excluding energy
December Projections 2011 0,5 18 17 18
June Projections 2011 0,5 19 21 -

Sources: (ystat, CBC.
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Compensation, productivity and the labour
market

Employment in 2011 is expected to register a
marginal increase of 0,1%. It should be noted that
employment excluding the category "private
households with employed persons" registered a
decrease of 0,4% in 2010, reflecting the generally
subdued climate in the labour market.

The uncertainty prevailing in the economy is
expected to continue and thus maintain the level of
employment almost constant. More specifically,
employment in 2012 is expected to remain
unchanged, while a contained recovery of 0,3% is
expected in 2013 (Table A.12). The new
employment forecasts are significantly lower than
the previous ones, reflecting the downward revision
of GDP forecasts. Regarding the unemployment
rate, as defined by the LFS, itis expected to increase
to 7,1% in 2011, reaching a new historical high®,
while in 2012 and 2013 it is anticipated to increase
further to 7,7% and 7,8%, respectively.

In 2011 productivity growth is expected to
decelerate significantly, increasing marginally by
0,2%, as a result of the worsening of the economic
environment and the destruction of the Vasilikos
power station. The same conditions are also expected
to prevail in 2012, with productivity remaining
stagnant, while in 2013 it is expected to increase by
1%. With respect to compensation per employee, this
is expected to increase by 1,9% in 2011 and 1,5% in
2012, while in 2013 it is expected to improve
considerably, reaching 2,3%, as a result of the
expected improvement in the economic
environment. The aforementioned projected path for

20. The only period in which unemployment was higher was imme-
diately after Turkey’s invasion of the island in 1974.

TABLE A.12 Labour market projections

(annual change, %, unless otherwise indicated)

2010 2011f  2012f 2013f

Compensation per employee

December Projections 2011 2,6 19 15 23

June Projections 2011 2,5 26 2,7 -
Unit labour costs

December Projections 2011 1,7 1,7 15 13

June Projections 2011 1,6 18 1,7 -
Productivity

December Projections 2011 0,9 0,2 0,0 1,0

June Projections 2011 0,8 0,8 1,0 -
Total employment

December Projections 2011 0,2 0,1 0,0 0,3

June Projections 2011 0,2 0,6 11 -
Unemployment rate (% of labour force)

December Projections 2011 6,2 7,1 7,7 78

June Projections 2011 6,2 6,2 6,0 -

Sources: (ystat, CBC.
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compensation per employee is partly related to the
expected changes in COLA. In particular, within the
context of fiscal consolidation, during the first half of
2012, civil servants and the broader public sector will
not be receiving the COLA, resulting in a slight
slowdown in unit labour costs. However, we have
assumed small increases in those sectors recording
high growth rates. In light of the above, unit labour
costsin 2011 are expected to record a similar increase
as in 2010, rising by 1,7%, while a slight slowdown is
expected in 2012 and 2013, with unit labour costs
increasing by 1,5% and 1,3%, respectively.

National accounts

As far as the national accounts are concerned, real
GDP growth in Cyprus is projected to reach 0,3%
in 2011 and 0% in 2012, while an increase of 1,3%
is anticipated in 2013. The projections for 2011
and 2012 have been revised downwards
compared with the previous forecasts, due to, as
previously mentioned, the decline registered by
various domestic economic indicators, especially
after the events in Vasilikos, the fiscal
consolidation measures, the developments in the
euro area and the inevitable impact on consumer
and investor confidence. Moreover, the
uncertainty over the adoption of additional fiscal
consolidation measures and their effectiveness as
well as the reduction in corporate profits, the
decrease in personal disposable income and the
increase in unemployment, have contributed
significantly to the unfavourable economic
conditions and to the further increase in
consumer and business uncertainty (Table A.13).
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TABLE A.13 National accounts projections in real
terms

(annual change, %)

2010 2011f  2012f  2013f

GDP
December Projections 2011 11 0,3 0,0 13
June Projections 2011 1,0 14 2,1 -
Private consumption
December Projections 2011 24 0,8 -0,5 0,8
June Projections 2011 0,8 1,1 15 -

Public consumption
December Projections 2011 0,6 -1,8 -2,1 24
June Projections 2011 0,5 -0,8 0,4 -

Gross fixed capital formation
December Projections 2011 -6,9 -9,7 -0,3 -1,6
June Projections 2011 -7,9 0,5 2,2 -

Exports of goods and services
December Projections 2011 6,1 3,7 11 13
June Projections 2011 0,6 34 34 -

Imports of goods and services
December Projections 2011 51 -0,8 -0,5 0,0
June Projections 2011 3,1 13 18 -

Sources: (ystat, (BC.
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Private consumption is expected to register a
slowdown, increasing by 0,8% in 2011 compared
with an increase of 2,4% in 2010. This is also
substantiated by other indicators of the economy
such as retail sales, which recorded a marginal
increase of 0,2% over the period January - August
2011. At the same time, car registrations have
continued to record decreases for more than two
years, while consumer loans to residents have
slowed down, recording a marginal annual
increase of 0,1% in September 2011 compared
with an increase of 1,9% in September 2010.
Government consumption is also expected to
register a decrease, falling by 1,8% in 2011, mainly
due to the non-recurring expenses for defence
equipment recorded in 2010. Gross fixed capital
formation is expected to register a significant
decrease of 9,7%, after the significant reductions
recorded in the previous two vyears. This
development is mainly reflected by private sector
investment. As for the total exports of goods and
services, these are expected to increase by 3,7%,
since they are mainly driven by increased
revenues from tourism and financial services. On
the other hand, imports of goods and services are
expected to record a decrease of 0,8% in 2011, as
a result of the subdued growth in domestic
demand.

As for 2012, economic activity is expected to
remain subdued and a further reduction in GDP
growth to 0% is anticipated. More specifically,
private consumption is expected to decrease by
0,5%, while a significant decrease of 2,1% is
expected for public consumption in the context
of fiscal consolidation. Moreover, gross fixed
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capital formation is expected to decrease by 0,3%.
The growth rate of exports is expected to reach
1,1%, while imports are expected to record a
further decline of 0,5%, as a result of the
deterioration in domestic demand.

In 2013 a partial improvement in economic
activity is anticipated, driven by the expected
improvement in the external economic
environment. In particular, GDP is expected to
increase by 1,3%, mainly reflecting the increase of
2,4% in public consumption, partly due to
increases in the state payroll following the higher
COLAZ. In contrast, a decrease of 1,6% is expected
to be recorded in gross fixed capital formation,
based on the working assumptions for the
reconstruction of the Vasilikos power station in
2012. Exports are expected to continue to register
modest increases of 1,3%, while imports are
projected to remain stable.

At this point it should be noted that these
forecasts are affected by the possible adoption of
further fiscal consolidation measures, which were
not taken into account in the current projections,
since they were not clearly defined. In such a case,
public consumption and public investment are
expected to be adversely affected. This will also
have an indirect impact on other categories, and
in  particular on private consumption.
Nevertheless, the impact of fiscal consolidation
measures will depend on the type and size of
measures adopted. It should be noted, however,
that fiscal consolidation is expected to positively
affect the economy in the medium term, by
reinforcing the economy’s growth potential.

21.The possible freeze in salaries and COLA for two years was not in-
cluded in the projections. The announcements for the third pack-
age of measures were made after the cut-off date for data used in
our forecasts.
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Fan charts for the macroeconomic projections

The projections for HICP inflation (Table A.11, p.
75) as well as those for GDP growth (Table A.13,
p. 77) are the modal forecasts and are considered
as the most likely outcomes given the working
assumptions of the Eurosystem. However, due to
the tentative nature of the assumptions, the
projections are subject to uncertainty.

The probability of GDP, HICP inflation and HICP
inflation excluding energy forecasts lying around
their respective modal projections is depicted in
Charts A.45, A.46 and A.47, respectively. The
three confidence intervals show the bands in
which GDP, HICP inflation and HICP inflation
excluding energy are expected to be with a
probability of 50%, 70% and 90%. For example,
the darkest band includes the modal projection
and covers 50% of the probability.

The probability distribution, which is based
both on statistical methodology and on expert
judgment, can either be normal or two piece
normal with a degree of asymmetry around the
modal projections. In particular, the skewed
distribution is separated into two unequal parts,
above and below the modal forecast®. Moreover,
the bands of the fan charts widen as the time
horizon is extended, indicating the increasing
uncertainty of outcomes in the longer term.

With respect to GDP, the adoption of additional
fiscal consolidation measures and the possible
need for EU / IMF support may negatively affect
GDP projections in the medium term. In such a
case, public investment and public consumption
are expected to be negatively affected, while a

22. The estimation of the confidence intervals of the skewed distribu-
tion is based on the methodology developed by the Bank of Eng-
land and the Sveriges Riksbank.

CHART A.45 Real GDP fan chart
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CHART A.46 HICP fan chart

(annual change, %)

W 0% [ 70% 90% ~ historic data
— — projections

R ]
2009 2010 2011 2012 2013

Source: CBC.

CHART A.47 HICP excluding energy fan chart
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further negative impact on domestic demand is
expected mainly through the deterioration in
private  consumption. In  addition, if
unemployment continues to rise, it may have a
negative impact on GDP projections, mainly
through the reduction in private consumption.
Furthermore, the implementation of a 50%
“haircut” on Greek government bonds and the
resulting need for a strengthening in the capital
adequacy of banks, may affect the Cyprus banking
system through the process of deleveraging and
the consequent impact on GDP. On the other
hand, upward risks to the projections for GDP
originate from the larger than expected recovery
in the economies of our trading partners as well
as an earlier exit from the crisis than is assumed in
the baseline scenario of the projections. This will
positively affect GDP through the recovery of
exports and the inflow of foreign investments.
Overall, the risks for a downward revision of the
modal forecast of GDP are more likely.

With regard to HICP inflation, the most
significant upside risks relate to a possible increase
in VAT from 15% to 17%, indirect and secondary
effects of the 8% increase in electricity prices since
September 2011, the probability of higher oil prices
and / or depreciation of the euro against the dollar
and the potential indirect and secondary effects of
past increases in oil prices. Finally, there may be
further increases in indirect taxes and administered
prices in order to address the gaps in achieving the
required fiscal consolidation.

The most significant downside risks to inflation
relate to the possibility of a more severe and
prolonged contraction in economic activity, due to
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the stronger effects of fiscal consolidation and
increased unemployment. In addition, a
deterioration in the international environment
may hamper external demand for services and
thus exert a downward pressure on prices.
Moreover, a further reduction in construction
activity may impede growth prospects even more,
due to a wealth effect. Finally, in the context of
tensions in the financial markets and the debt crisis
in the euro area, a further deterioration in credit
conditions, with potential adverse consequences
for the real and financial sectors of the economy,
cannot be ruled out. These risks indicate that both
downward and upward deviations from the modal
forecast of the HICP and the HICP excluding energy

have equal statistical probability of being realised.

A comparison of the projections for the
Cyprus economy by other international
organisations

The most recent forecasts published by the
European Commission and the IMF for GDP and
HICP for the years 2011, 2012 and 2013 as well as
the respective CBC projections are presented in
Table A.14.

Both the European Commission and the CBC
expect HICP inflation to reach 3,4%in 2011, while
the IMF forecast of 4% is more pessimistic. In 2012
the projections of the aforementioned institutions
range between 2% and 2,8%, with the CBC being
more optimistic, expecting inflation to reach 2%.
On the other hand, the European Commission
anticipates inflation to be 2,8%. In 2013 both the
European Commission and the IMF expect

TABLE A.14 Comparison of projections for the Cyprus

economy
(annual change, %)

GDP HICP
2011 2012f 2013f  2011f 2012f 2013f
European  Autumn 2011 03 0,0 18 34 28 23
Commission Spring 2011 15 24 - 34 23 -
IMF Autumn 2011" 0,0 -1,0 08 40 24 23
Spring 2011 17 22 - 39 28 -
(BC December 2011 03 0,0 13 34 20 17
June 2011 14 2,1 - 33 22 -
Sources: European Commission, IMF, (BC.
1. Refer to the projections published in the recent report of the IMF for Cyprus (Article V).
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inflation to reach 2,3% while the CBC expects
inflation to reach 1,7%. The differences between
the projections of the various international
organisations are mainly due to the different
information available at the time of preparing
these projections and the different working
assumptions.

In 2011 both the European Commission and
the CBC expect GDP to exhibit a slowdown,
increasing by 0,3%, while the IMF forecast is more
pessimistic, expecting zero growth. In 2012 the
European Commission and the CBC anticipate
zero growth in GDP while the IMF expects a
further deterioration in the economy, with GDP
recording a decrease of 1%. In 2013 growth is
expected to range between 0,8% and 1,8%, with
the IMF giving the most pessimistic forecast of
0,8%. The CBC's forecast is 1,3% for 2013.
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Explanatory notes for Statistical Annex

The statistical annex contains data on, mostly,
the domestic economy and, where possible,
longer time series than in the main body of the
Bulletin. In the notes below, there is aggregate
information on the aforementioned data, includ-
ing explanations for both the subcategories and
the sources of the data. The most recent data are,
in general, preliminary and thus may need to be
revised in future editions of the Bulletin.

Table B.1 shows the bilateral exchange rates
of selected currencies against the euro. The
source of the data is Bloomberg.

Tables B.2-B.7 refer to the Consumer Price
Index (CPI), which is published on a monthly
basis by Cystat with 2005 as the base year. The
tables show both the national CPl and the HICP.
Even though the two indices exhibit similar fluc-
tuations, they differ in two respects. First, the ex-
penditures of charitable institutions (i.e. nursing
homes, religious organisations, etc.) and foreign
tourists are included in the HICP but not in the
national CPl. The second difference concerns im-
puted rents, which were included in the national
CPI until 2005 but not in the HICP. From January
2006, only part of the imputed rents was in-
cluded in the national CPI, and since 2011 these
have been harmonised with the full exclusion of
imputed rents from the CPI.

More specifically, Tables B.2 and B.3 show the
percentage change in the CPl by economic cate-
gory and the corresponding weighted contribu-

tion to the total change in the CPI by economic
category, respectively. Tables B.4 and B.5 present
the percentage change in the CPI by category of
goods and services and the corresponding
weighted contribution to the total change in the
CPI by category of goods and services, respec-
tively. Tables B.6 and B.7 show the percentage
change in the CPI for prices of services and the
corresponding weighted contribution to the per-
centage change in prices of services, respectively.

Table B.8 presents the balance of payments of
Cyprus which records the transactions between
residents and non-residents. The balance of pay-
ments is divided into the current account and the
capital and financial account which, because of
the double entry principle, must be equal with op-
posite signs. Table B.9 shows the trade balance of
Cyprus, which records the trade in goods between
residents and non-residents of Cyprus. Tables B.10
and B.11 present the direct investments by non-
residents in Cyprus and Cypriot residents' direct
investments abroad, respectively. Table B.12
shows the international investment position of
Cyprus, namely the assets and liabilities of resi-
dents over non-residents. The data for Tables B.8,
B.10-B.12 are collected and compiled by the CBC
and are based on the IMF's methodology
(“BPM5”). Table B.9 is prepared and published by
Cystat.

Table B.13 shows tourist arrivals and revenue
from tourism as published by Cystat and based
on the results of the monthly Passenger Survey.

Table B.14 shows GDP by category of ex-
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penditure at constant 2005 market prices cal-
culated using the chain linking method, while

Table B.15 shows GDP by category of ex-
penditure at current market prices. The data for
GDP are prepared by Cystat and are based on
the concepts and methodology of the Euro-
pean System of Accounts (ESA 95). Provisional
data are based on the last available indicators,
until the results of various economic surveys
are finalised.

Table B.16 shows the turnover volume index
of retail trade which uses the EU’s new version of
the statistical classification of economic activi-
ties, NACE Rev. 2, as published by Cystat with
2005 as the base year.

Table B.17 shows construction indicators as
published by Cystat. Specifically, it shows the
total area of building permits authorised by the
municipal authorities and the district adminis-
tration offices as well as the sales of cement.

Table B.18 presents the index of industrial
production, which shows the monthly change in
volume production in the sectors of mining and
quarrying, manufacturing industries, electricity,
gas, steam and air-conditioning supply, water
supply, sewerage, waste management and re-
mediation, i.e. sectors B, C, D and E of the EU’s

ECONOMIC BULLETIN DECEMBER 2011 W

new statistical classification of economic activi-
ties, NACE Rev. 2. This index is published by Cys-
tat with 2005 as the base year.

Table B.19 shows key indicators of the labour
market in Cyprus based on the Labour Force Sur-
vey (LFS), which is published by Cystat. The LFS
is conducted in all EU member states, based on
the Regulation 577/98 of the EU Council.

Table B.20 presents gross and net public
debt, as compiled by the Ministry of Finance. The
table breaks down public debt into its domestic
and foreign components as well as distinguish-
ing between long-term and short-term debt.
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Table B.1 Exchange rates of selected currencies against the euro

USD/EUR GBP/EUR JPY/EUR

Average for January 13374 0,8471 110,4862
Average for February 1,3662 0,8466 112,8050
Average for March 1,4019 0,8676 114,4487
Average for April 14473 0,8832 120,3500
Average for May 14399 0,8805 116,2170
Average for June 1,4401 0,8879 115,8841
Average for July 1,4294 0,8848 113,3048
Average for August 14339 0,8765 110,4661
Average for September 13752 08719 105,7018
Average for October 13728 0,8703 105,2595
Average for November (until 18 Nov.) 1,3657 0,8571 105,9564
Average for Jan-November (until 18 Nov.) 1,4019 0,8706 112,0959
(losing rate on 31/12/2010 13384 0,8574 108,4700
(losing rate on 18/11/2011 1,3525 0,8558 104,0000
Highest exchange rate vs. the euro 1,4830 0,9039 122,7600
2 May 4 May 8 Apr.

Lowest exchange rate vs. the euro 1,2907 0,8302 100,9700
7Jan. 7Jan. 10Jan.

9% appreciation (+)/depreciation (-) of the currency vs, the euro from closing rate on 31/12/2010 to closing rate on 18/11/2011 1,1% -0,2% -4,1%

Source: Bloomberg

Table B.2 Percentage change in the CPl by economic category

Weights

2005=100 2005=100

October September  October  Jan.-Oct. Jan.-Sept.  Jan.-Oct. (for (for

2008 2009 2010 2010/09 2011/10  2011/10 2010/09 201110  2011/10  2008-2010) 2011)

GENERAL INDEX 467 033 243 3,05 2,38 3,04 2,61 3,20 3,17 100,00 100,00

A DOMESTIC PRODUCTS 736 0,78 3,01 6,09 9,42 10,36 3,51 10,17 10,19 28,98 20,52

A1 Agricultural 1071 330 -0,01 12,75 -10,76 -8,45 1,52 -2,66 -3,27 6,93 5,96

A2 Industrial 364 256 1,36 1,54 12,58 10,96 1,31 12,06 11,94 19,29 1,37

A3 Electricity 2316 -1484 22,3 18,25 17,54 23,39 23,88 11,00 12,30 2,76 3,19

B PETROLEUM PRODUCTS 10,54 -17,19 19,39 19,83 16,78 15,37 18,85 21,40 20,77 6,63 5,50

C  IMPORTED PRODUCTS -035 -0,56 -0,93 -0,91 2,45 3,20 -0,91 2,76 2,81 24,62 31,74

(1 Motor vehicles -129 338 419 311 -0,69 -0,68 -4,54 -0,53 -0,55 541 6,48

(.2 Otherimported products 011 016 0,13 -0,40 3,20 4,08 -0,01 3,55 3,61 19,21 25,26

D  SERVICES 448 3,69 124 0,36 1,51 1,93 1,37 1,60 1,63 39,77 42,24
HICP 4,4 0,2 2,6 3,2 2,5 3,2 2,7 3,4 3,4

Source: Cystat.
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Table B.3 Weighted contribution to the total percentage change in the CPI by economic category

(%)

WEIGHTS
2005=100 2005=100
October September October Jan.-Oct. Jan.-Sept.  Jan.-Oct. (for (for
2008 2009 2010 2010/09 2011/10  2011/10 2010/09  2011/10  2011/10  2008-2010) 2011)
GENERAL INDEX 467 033 243 3,05 2,38 3,04 2,61 3,20 3,17 100,00 100,00
A DOMESTIC PRODUCTS 221 024 093 1,86 2,11 2,31 1,08 2,24 2,25 28,98 20,52
A1 Agricultural 081 026 0,00 0,98 0,81 0,61 0,13 -0,19 0,3 6,93 5,96
A2 Industrial 071 049 027 0,30 143 1,25 0,26 148 1,46 19,29 1137
A3 FHlectricity 069 -052 066 0,57 0,73 0,98 0,70 0,45 0,50 2,76 3,19
B PETROLEUM PRODUCTS 0,74 -1,28 1,19 1,24 1,01 0,93 1,15 1,25 1,22 6,63 5,50
C  IMPORTED PRODUCTS 0,08 -0,12 -0,20 -0,20 0,65 0,86 -0,19 0,74 0,75 24,62 31,74
(.1 Motor vehicles -006 -0,15 -0,18 -0,13 -0,03 -0,03 -0,19 -0,03 -0,03 54 6,48
(.2 Otherimported products -0,02 003 -0,02 -0,07 0,69 0,91 0,00 0,87 0,89 19,21 25,26
D SERVICES 1,80 1,48 0,51 0,15 0,66 0,83 0,57 0,70 0,71 39,77 42,24
Source: (ystat.
Table B.4 Percentage change in the CPI by category of goods and services
(%)
October  September ~ October  Jan.-Oct.  Jan.-Sept. Jan.-Oct.
2008 2009 2010 2010/09 2011/10  2011/10  2010/09 2011/10 2011/10
GENERAL INDEX 4,67 0,33 2,43 3,05 2,38 3,04 2,61 3,20 3,17
Food and non-alcoholic beverages 7,59 3,69 0,24 5,95 -0,32 1,13 0,79 3,43 3,19
Alcoholic beverages and tobacco 0,23 3,10 1,39 0,24 12,39 12,09 1,11 11,25 11,33
(lothing and footwear -132 406 -0,64 -1,35 -0,45 1,50 0,64 0,10 0,08
Housing, water, electricity and gas 7,01 -2,49 7,62 5,94 1191 13,80 7,83 9,26 9,72
Furnishings, household equipment and supplies 2,15 1,47 0,21 -0,46 2,61 2,13 0,62 2,28 2,26
Health 493 6,49 2,95 2,07 2,70 2,86 3,13 2,78 2,79
Transport 447 697 3,64 4,07 1,56 172 3,52 3,75 3,54
Communications 0,16 0,01 -0,04 -0,03 0,36 0,34 -0,04 0,52 0,49
Recreation and culture 3,65 1,92 -0,01 -0,67 2,12 2,01 0,12 1,70 1,74
Education 5,05 529 4,69 3,95 1,94 2,64 485 3,36 3,28
Restaurants and hotels 7,65 5,60 2,04 1,66 1,12 1,46 21 1,49 1,49
Miscellaneous goods and services 2,50 2,99 2,12 2,41 -1,73 -1,69 214 -0,98 -1,06
Source: (ystat.
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Table B.5 Weighted contribution to the total percentage change in the CPI by category of goods and services

(%)

October September  October  Jan.-Oct.  Jan.-Sept. Jan.-Oct.
2008 2009 2010 2010/09 2011/10  2011/10  2010/09 2011/10 2011/10
GENERAL INDEX 4,67 0,33 243 3,05 2,38 3,04 2,61 3,20 3,17
Food and non-alcoholic beverages 1,36 0,70 0,05 1,13 -0,06 0,20 0,15 0,60 0,56
Alcoholic beverages and tobacco 0,00 0,06 0,03 0,00 0,25 0,24 0,02 0,22 0,22
(lothing and footwear -0,11 -0,32 -0,05 0,11 -0,03 0,11 -0,05 0,01 0,01
Housing, water, electricity and gas 1,13 -0,42 1,23 0,99 1,56 1,79 1,27 1,19 1,25
Furnishings, household equipment and supplies 0,14 0,09 0,01 -0,03 0,18 0,15 0,04 0,16 0,15
Health 0,25 0,34 0,16 0,11 0,19 0,20 0,17 0,20 0,20
Transport 0,65 -1,04 0,49 0,56 0,22 0,24 0,48 0,51 0,48
Communications 0,01 0,00 0,00 0,00 0,01 0,01 0,00 0,02 0,02
Recreation and culture 0,22 0,12 0,00 -0,04 0,13 0,12 0,01 0,10 0,10
Education 0,15 0,16 0,15 0,13 0,08 0,11 0,15 0,14 0,13
Restaurants and hotels 0,57 0,44 0,17 0,14 0,10 0,13 0,17 0,14 0,13
Miscellaneous goods and services 0,17 0,20 0,15 0,17 -0,15 -0,15 0,15 -0,09 -0,09
Source: (ystat.
Table B.6 Percentage change in prices of services
(%)
October  September ~ October Jan.-Oct. Jan.-Sept.  Jan.-Oct.
2010/09 2011/10  2011/10  2010/09 2011/10  2011/10
GENERAL INDEX 3,05 2,38 3,04 2,61 3,20 3,17
Rents -0,25 145 1,53 132 0,74 0,82
Maintenance of houses 0,61 0,12 -0,24 0,81 0,22 0,17
Transport -13,23 241 145 -8,84 -0,65 -0,45
Communications 0,00 -0,02 -0,02 0,01 -0,02 -0,02
Insurance 0,05 -1,58 -1,58 0,82 -1,23 -1,26
Public services 1,15 4,65 4,87 1,29 4,68 4,70
Education 3,95 1,94 2,64 484 3,36 3,29
Medical care 2,76 1,16 137 414 133 133
Restaurants and coffee shops 1,51 1,13 1,12 2,15 1,22 1,21
Personal and household services 1,44 117 1,53 1,99 0,98 1,04
Total services 0,36 1,51 1,93 1,37 1,60 1,63
Source: (ystat.

Table B.7 Weighted contribution to the percentage change in prices of services

(%)

October  September ~ October Jan.-Oct. Jan.-Sept. Jan.-Oct.

2010/09 2011/10 2011/10  2010/09 2011/10  2011/10

GENERAL INDEX 3,05 2,38 3,04 2,61 3,20 3,17
Rents -0,02 0,05 0,05 0,09 0,02 0,03
Maintenance of houses 0,01 0,00 -0,01 0,02 0,01 0,00
Transport -0,34 -0,06 0,04 -0,23 -0,02 -0,01
Communications 0,00 0,00 0,00 0,00 0,00 0,00
Insurance 0,00 -0,03 -0,03 0,01 -0,03 -0,03
Public services 0,02 0,06 0,06 0,02 0,06 0,06
Education 0,13 0,08 0,11 0,15 0,14 0,14
Medical care 0,11 0,06 0,08 0,17 0,08 0,08
Restaurants and coffee shops 0,12 0,10 0,10 0,17 0,11 0,11
Personal and household services 0,12 0,11 0,14 0,16 0,09 0,10
Total services 0,15 0,66 0,83 0,57 0,70 0,71

Source: (ystat.
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Table B.8 Balance of payments
(€ million)

2009 (prov.) 2010 (prov.)

Credit Debit Net Credit Debit Net

CURRENT ACCOUNT 10.110,0 11.918,0 -1.807,9 10.173,6 11.885,5 -1.711,9
GOODS, SERVICES AND INCOME 9.637,4 11.252,6 -1.615,2 9.456,5 11.052,3 -1.595,8
GOODS AND SERVICES 6.780,1 7.709,7 -929,5 7.186,5 8.268,1 -1.081,6
GOODS 1.001,1 5.293,5 -4.292,4 1.137,2 5.801,3 -4.664,1
SERVICES 5.779,0 2.416,2 3.362,8 6.049,2 2.466,8 3.582,5
Transport 1.540,5 896,4 644,2 1.446,6 1.028,2 4184
Travel 1.5614 930,5 630,9 1.613,7 8454 7683
Communications services 829 66,5 16,5 52,8 68,5 -15,7
Construction services 38,5 98 28,7 36,2 12,4 238
Insurance services 70,2 33,5 36,7 35,7 32,7 3,0
Financial services 807,1 934 7137 820,1 167,6 652,6
Computer and information services 68,8 185 503 634 296 338
Royalties and licence fees 8,6 43,0 -343 63 23,1 -16,8
Other business services 14225 2256 1.196,9 1.807,6 167,71 1.639,9
Personal, cultural and recreational services 26,7 44,2 -17,5 304 25,6 49
Government services, n.i.e. 1518 549 96,9 136,3 66,0 70,4
Services not allocated 0,0 0,0 0,0 0,0 0,0 0,0
INCOME 2.857,3 3.542,9 -685,7 2.270,0 2.784,2 -514,2
Compensation of employees 29,0 162,2 -1333 30,4 157,6 <1272
Investment income 2.8283 3.380,7 -552,4 22396 2.626,6 -387,0
Direct investment income 780,6 1,807,2 -1,026,5 2370 918,7 -681,7
Portfolio investment income 8515 584,7 266,9 930,6 671,1 259,5
Other investment income 1.196,1 988,9 207,2 1.072,1 1.036,8 353
CURRENT TRANSFERS 472,7 665,4 -192,7 7171 833,3 -116,1
General government 1296 216,0 -86,4 1439 2044 -60,5
Other sectors 3431 4494 -106,3 573, 6289 -55,7
CAPITAL AND FINANCIAL ACCOUNT 1.885,4 1.681,8
(apital account 92,9 418 51,1 66,3 313 350
Financial account 1.834,3 1.646,8
Direct investment 22238 654
Abroad -275,6 -512,6

In Gyprus 24994 578,0
Portfolio investment -17.039,3 -1.933,8
Assets -17.683,1 -2.567,3
Liabilities 643,8 633,6
Financial derivatives 527,6 -58,2
Other investment 16.029,9 33734
Assets -1,905,9 13.499,9
Liabilities 17.935,8 -10.126,6
Official reserve assets 923 200,1
NET ERRORS AND OMISSIONS -71,5 30,1

Source: (BC.
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Table B.9 Trade account
(€ million unless otherwise indicated)

2010 2011

2009 2010 % change Jan.-Aug. Jan.-Aug. % change
Imports 56918 6.5174 14,5 4.190,8 4.265,0 18
Consumer goods 19144 1.948,2 18 1.257,2 1.261,9 04
Intermediate inputs 1.555,3 1.710,1 10,0 1.117,5 1.128,8 1,0
(apital goods 654,9 555,8 -15,1 379,6 3303 -13,0
Transport equipment 561,9 816,9 454 6159 426,9 -30,7
Fuels and lubricants 996,2 13113 31,6 809,3 1.080,0 334
Exports 9704 1.136,8 171 7074 91,7 30,3
Trade deficit 4713 5.380,6 14,0 3.4834 3.3433 -40

Source: (ystat.

Table B.10 Direct investment in Cyprus by non-residents

(€ million)
Net capital flows
NACE
Code  Economicactivity 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
595 AGRICULTURE AND FISHING 0,2 0,2 0,0 0,0 0,0 0,0 -01 01 0,0 0,0 0,0
1495 MINING AND QUARRYING 28 21 21 4,7 50,3 19,9 04 21 * * 0,0
3995 MANUFACTURING 143 56 378 9,2 53,2 304 79,6 154 10 9,0 87,0
4195 ELECTRICITY, GAS AND WATER 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 * * 94,0
4500 CONSTRUCTION 6,6 -6,3 13,6 29,8 58,9 68,3 479 52,2 4,0 10,0 3,0
5295 TRADE AND REPAIRS 2107 2561 2178 101,1 2773 1772 2625 3713 550 6850 15,0
5500 HOTELS AND RESTAURANTS 23 213 83 19 * * 57 10,6 20 6,0 -1,0
6495 TRANSPORT AND COMMUNICATION 9,6 02 446 19,1 * * 216 55,6 11,0 -2,0 6,0
6895 FINANCIAL INTERMEDIATION 4318 4443 1736 140,0 1221 08 2798 3165 3970 14070 1970
7395 REAL ESTATE AND BUSINESS ACTIVITIES 2183 2789 5233 338,1 2058 3560 4852 8016 4540 3650 1870
9995 OTHER SERVICES 12,6 358 678 40,0 758 2696 3224 11 3,0 190 -110
9996 NOT ALLOCATED 0,0 00 147 244 153 0,0 0,0 0,0 * * 0,0
9999  TOTAL 909,1 1.037,8 1.103,6 789,8 873,0 940,5 1.461,9 1.6264 965,0 2.499,0 578,0
Net capital flows

Geographical / economic zone 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
E1 EUROPEAN COUNTRIES 74 8733 95,1 667,5 7645 9094 8610 15531 7340 19770 -139,0
D3 EU-27 4584 4552 4441 588,4 6043 5340 4922 9721 2980 14000 1170
E4 AFRICA 16,2 208 253 259 * * * -09 13,0 220 3510
E7 AMERICA 82,6 823 * 30,3 * 94 1924 50 1650 4320 3450
F2 ASIA 39,7 630 866 * 14,8 342 4133 69,2 49,0 66,0 20,0
F7 OCEANIA -0,8 -1,7 * * -12 * * 0,0 4,0 3,0 2,0
18 Extra EU-27 not allocated 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Al WORLD (ALL ENTITIES) 909,1 1.037,8 1.103,6 789,8 873,0 940,5 1.461,9 1.6264 965,0 2.499,0 578,0

Source: (BC.

*In order that the confidentiality of the data is ensured, amounts which relate to a small number of transactions are not presented on their own but are included at a higher level of aggregation.
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Table B.11 Direct investment abroad
(€ million)

Net capital flows

NACE

Code  Economicactivity 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
595 AGRICULTURE AND FISHING -2,6 * -03 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
1495 MINING AND QUARRYING 0,0 -09 0,0 0,0 0,0 01 0,0 0,0 0,0 0,0 0,0
3995 MANUFACTURING -1 -1 -4,6 -155 -589  -395 413 2,1 0,0 100 120
4195 ELECTRICITY, GAS AND WATER * * -14 0,0 0,1 0,0 0,0 0,0 * * 1,0
4500 CONSTRUCTION 4,2 * 695 75,0 *-19.8 * 494 1000 280 3,0
5295 TRADE AND REPAIRS 91 -79 53 -326 373 1769 <302 229 1350 380 -522,0
5500 HOTELS AND RESTAURANTS -182 629 -163 -88,1 * * A 190 690 170
6495 TRANSPORT AND COMMUNICATION 222 135 213 -184 -12,0 38  -100 545 -10 -40 270
6895 FINANCIAL INTERMEDIATION -984  -1609 -1121 -946 1224 45 4309 -3481 -13340 83,0 60,0
7395 REAL ESTATE AND BUSINESS ACTIVITIES S181 127 -2996  -1324 -1374 4158 -1803 4068 -267,0 -177,0 50
9995 OTHER SERVICES * -39 -0,8 -10,7 -0,7 * 1142 0,1 * * 10
9996 NOT ALLOCATED 0,0 0,0 93 -395 -89 0,0 0,0 0,0 0,0 0,0 0,0
9999  TOTAL -183,0 -2743 -540,6 -5068 -5554 -442,4 -707,2 -906,3 -1.855,0 -276,0 -513,0

Net capital flows
Geographical / economic zone 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
E1 EUROPEAN COUNTRIES -1392  -2348 -4414  -4120 4756 -301,9 -3758 8421 -13230 -5660 -277,0
D3 EU-27 -116,1 2236 4290 3390 3592 -1387 -347 5163 -630 5180 1780
E4 AFRICA -7,6 * 264 354 * * 2134 08 80 430 550
E7 AMERICA -4 * * -16,9 6,5 * * 54 3170 3980 -156,0
F2 ASIA -0,6 -39 * -411 * * 58 120 310 8,0
F7 OCEANIA 2332 329 34 -14 -11,2 48 -8,6 58 350 330 160
8 Extra EU-27 not allocated 0,0 0,0 0,0 0,0 0,0 0,0 0,0 04 0,0 0,0 0,0
Al WORLD (ALL ENTITIES) -183,0 -2743 -540,6 -5068 -5554 -442,4 -707,2 -906,3 -1.855,0 -276,0 -513,0
Source: (BC.
*In order to ensure confidentiality of the data, amounts which relate to a small number of transactions are not presented on their own but are included at a higher level of aggregation.
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Table B.12 Annual international investment position including brass plates: 2010 (provisional)

(€ million)

MFIs= Monetary Financial Institutions

ASSETS LIABILITIES BALANCE
FINANCIAL ACCOUNT -7.523,0
DIRECT INVESTMENT -4.103,3
Abroad 8.980,2
Equity capital and reinvested earnings 70154
MEFIs (excluding central banks) 13125
Other sectors 5.702,9
Other Capital 1.964,8
MFIs (excluding central banks) 28
Other sectors 1.962,0
In the reporting country 13.083,5
Equity capital and reinvested earnings 12.406,3
MEFIs (excluding central banks) 2.190,8
Other sectors 10.215,5
Other capital 677,2
MFIs (excluding central banks) 14,0
Other sectors 663,3
PORTFOLIO INVESTMENT 36.821,0 7.920,5 28.900,8
Equity securities 1.936,7 1.7491
Monetary authorities 0,0
General government 0,0
MPFIs (excluding central banks) 2,0 1.517,7
Other sectors 1.934,6 2313
Debt securities 34.884,7 6.171,5
Bonds and notes 33.813,0 6.019,1
Monetary authorities 3.264,0 0,0
General government 0,0 3.872,0
MFls (excluding central banks) 28.136,0 1.986,2
Other sectors 24130 160,9
Money market instruments 1.071,7 152,4
Monetary authorities 0,0 0,0
General government 0,0 0,0
MPFIs (excluding central banks) 1.047,9 1314
Other sectors 238 21,0
FINANCIAL DERIVATIVES 690,1 432,6 257,5
Monetary authorities 0,0 0,0 0,0
General government 0,0 0,0 0,0
MFIs (excluding central banks) 1219 4317 -309,8
Other sectors 568,2 09 5673
OTHER INVESTMENT 45.397,7 78.833,7 -33.436,0
Monetary authorities 436,3 6.544,4
Loans/currency and deposits 407,3 6.530,2
Other assets/liabilities 29,0 14,2
General government 2279 822,4
Trade credits 9,7 0,0
Loans/currency and deposits 428 8224
Other assets/liabilities 1754 0,0
MFIs (excluding the Central Bank) 40.150,3 68.993,5
Loans/currency and deposits 40.042,3 68.959,5
Other assets/liabilities 108,0 34,0
Other sectors 4.583,2 24734
Trade credits 146,2 769,5
Loans/currency and deposits 4.437,0 1.703,9
Other assets/liabilities 0,0 0,0
RESERVE ASSETS 858,0
Source: (BC.
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Table B.13 Tourist arrivals and receipts from tourism

Tourist arrivals Receipts from tourism
Number % change % change
Year  Month of tourists Previous year Cumulative period € million Previous year Cumulative period
2007 January 51.848 -55 -55 33,6 -7 -7,
February 63.098 -4,6 -5,0 38,5 -2,2 -4,6
March 104.316 -26 -39 68,5 31 -1,0
April 189.310 -83 -6,0 123,7 -2,8 -18
May 273.058 3,7 -5,1 204,6 71 19
June 282.465 038 -34 2074 3,2 23
July 352423 32 1,7 2873 85 4,0
August 340.534 81 01 306,0 15,5 6,6
September 315437 6,4 1,1 263,0 93 70
October 275103 -2,8 06 206,3 -1,7 59
November 94.74 -1,0 0,5 67,8 55 59
December 73.742 38 0,6 514 45 59
2008 January 50.658 -23 -23 353 49 49
February 70.140 1.2 51 40,6 55 52
March 108.164 3,7 44 673 -17 18
April 182.091 -3,8 0,6 107,8 -12,8 -5,0
May 271.599 -0,5 0,1 1913 -6,5 -5,7
June 307.237 838 2,7 229,6 10,7 -0,7
July 342.554 -8 1.2 2729 -50 -2,0
August 328.100 3,7 0.2 278,0 9,1 3,7
September 305.348 -3,2 -03 2474 -5,9 41
October 267.866 -26 -0,6 198,6 3,7 -4,0
November 97.900 33 -0,5 724 6,8 3,6
December 72127 -2,2 -0,5 51,6 0,5 -3,5
2009 January 47.066 -7, -7, 31,2 -11,6 -11,6
February 56.626 -193 -142 36,3 -10,7 -1,1
March 90.434 -164 -15,2 574 -14,7 -12,8
April 181395 -04 -8,6 107,4 -0,3 -15
May 246.546 -9,2 -89 158,1 -17,4 -1,7
June 260.931 -15,1 -10,8 1754 -23,6 -15,8
July 304.126 -11,.2 -10,9 2325 -14.8 -15,5
August 291.583 -111 -11,0 2348 -15,5 -15,5
September 276.178 -9,6 -10,7 200,2 -19,1 -16,1
October 230.431 -14,0 -111 156,3 213 -16,7
November 89.670 -84 -11,0 61,0 -15,7 -16,7
December 66.201 -8,2 -109 4,7 -17,2 -16,7
2010 January 45.952 -4 -4 29,7 -4.8 -4,8
February 55.250 -24 -24 339 -6,6 58
March 103.803 148 56 65,6 143 34
April 139.658 -30 -82 89,0 -17,1 -6,1
May 258.014 47 33,1 164,8 42 -19
June 275.280 55 -0,6 1953 13 22
July 306.106 07 -03 2311 -0,6 14
August 304.264 43 0,7 2411 2,7 17
September 289.126 47 13 220,5 10,1 3,1
October 241.698 49 17 175,5 123 41
November 92.643 33 18 624 23 40
December 61.199 -16 15 40,9 -4,2 38
2011 January 44.442 33 33 298 03 03
February 62.294 12,7 55 36,9 88 49
March 98.964 4,7 03 66,4 12 3,0
April 199.762 43,0 17,6 136,7 53,6 23,6
May 267.487 3,7 11,7 1871 13,5 193
June 300.817 93 10,9 2200 12,6 17,0
July 359.104 173 12,6 2744 18,7 17,5
August 337.013 10,8 12,2 267,0 10,7 16,0
September 304.260 52 1,1 2358 6,9 144
October 259.863 75 10,6 n/a n/a n/a
Source: (ystat.
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Table B.14 Gross domestic product by category of expenditure at constant 2005 prices, chain linking method

(€ million)
Gross General Gross Exports Imports
domestic government Private capital of goods of goods
Year/Q product consumption  consumption formation  andservices and services
1997 Q1 2.340,6 3734 1.642,9 559,5 851,7 1.086,8
Q 2.520,8 423,1 15117 6523 12185 1.2848
@ 2.563,9 435,1 14019 4559 1.530,9 1.259,9
Q4 2.506,9 610,1 1.700,0 2134 1.175,4 1.192,0
1998 Q1 24211 436,1 1.761,5 492,7 902,0 11713
Q@ 2.684,5 4233 1.550,7 652,6 1.264,6 1.206,8
@ 2.698,4 463,0 14783 4879 1.530,6 1.2614
Q4 2.625,4 593,3 1.823,0 318,1 1.167,5 1.276,4
199 Q1 2.529,7 461,1 1.840,3 4290 905,6 1.106,3
Q 28155 476,3 1.601,7 686,7 13575 1.306,6
@ 28183 480,7 1.497,0 397,2 1.727,0 1.283,7
Q4 2.770,1 664,8 1.868,1 309,8 1.309,3 1.381,9
2000 Q1 26786 216 1.950,7 5054 1.043.2 12423
Q@ 29777 4292 1.7044 791, 15157 14693
@ 2.9546 482,0 1.5%,6 42,6 1.875,9 14425
Q4 28718 645,0 2.005,0 364,6 14185 1.561,3
2001 Q1 27739 460,8 2.1545 ma 1.104,9 1.367,6
Q@ 3.083,9 4949 18137 702,6 1.679.8 1.607,1
@ 3.109,1 5280 15126 678,7 1.990,4 1.600,5
Q4 2.977,6 707,7 2.101,4 173,5 1.436,8 14418
2002 Q1 2.839,8 516,2 2.106,1 569,4 1.0158 1.367,6
Q@ 3.163.3 5317,7 1.849,5 759,7 1.587,4 1.571,0
@ 3.126,2 569,8 1.650,3 576,5 1.870,2 1.540,6
Q4 3.065,6 71838 2.072,2 368,2 1.434,8 1.528,3
2003 Q1 2.386,8 543,2 2.099,1 686,6 929,1 13713
Q@ 3.2041 554,0 19335 7804 1.404,6 1.468,3
05} 3.190.3 565,3 1.680,8 550,2 1.962,2 1.568,2
Q4 3.148,9 821,7 2.1289 197,7 1.584,8 1.584,1
2004 Q1 2.995,5 507,5 2.194,6 561,6 12195 14878
Q@ 33475 5604 1.9%,7 842,0 16121 1.663,6
05} 33252 572,1 1.877,7 614,0 1.916,8 1.6554
Q4 3.287,0 707,8 2.282,0 642,9 14544 1.800,0
2005 Q1 3.128,7 509,6 2316,5 663,0 1.2485 1.608,8
Q@ 3.464,9 560,2 2.1208 686,2 1.704,5 1.606,7
@ 34523 5225 1.909,9 7025 20449 1.727,6
Q4 3.416,2 8349 2.351,8 630,2 1.506,8 1.907,4
2006 Q1 3.246,8 5700 2.408,0 658,5 1.366,1 17558
Q@ 3.6249 625,0 2.201,9 8144 1.798,1 1.8145
@ 3.594,7 599,5 20239 6214 2.196,8 1.846,9
Q4 3.550,8 810,8 2.469,6 792,0 13735 1.895,0
2007 Q1 34145 5758 2.586,9 7694 13485 1.866,1
Q@ 3.798,0 568,7 23845 11259 1.739,5 2.020,5
@ 3.775,0 6154 2.1919 7530 23750 2.160,2
Q4 3.749,2 854,0 2.792,6 658,1 1.681,6 2.237,1
2008 Q1 3.578,9 5747 27951 915,6 1.430,7 21371
Q@ 3.958,5 596,7 2.588,0 1.2024 1.786,0 22146
@ 3.901,4 754,1 2455, 976,7 22338 25185
Q4 3.832,2 849,8 2.823,9 572, 1.669,4 2.083,6
2009 Q1 3.602,5 6319 2.781,0 589,6 13922 1.798,.2
Q@ 3.8915 637,8 2.595,9 919,7 1.529,6 17915
@ 3.79,7 7613 2.359,2 7333 1.858,8 19219
Q4 3.726,6 898,1 2.609,9 399,7 1.531,2 1.712,3
2010 Q1 3.5746 636,2 26752 696,9 1357,1 1.790,8
Q@ 3.916,0 6324 26125 8128 1.677,7 1.8194
@ 3.868,2 646,1 24394 935,7 1.763,9 1.916,9
Q4 3.814,6 1.034,5 2.706,1 444,3 1.551,0 1.921,3
2011 Q1 3.6358 6254 27313 687,3 13997 1.808,0
Q 3.969,4 637,0 2.676,3 729,1 1.756,3 1.829,3
Source: Cystat.
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Table B.15 Gross domestic product by category of expenditure at current prices

(€ million)
Gross General Gross Exports Imports
domestic government Private capital of goods of goods
Year/Q product consumption  consumption formation  andservices and services
1997 Q1 1.779,0 262,5 1.2841 4510 715,6 934,2
Q@ 1.991,2 2995 1.256,8 5187 1.0273 1111
@ 20334 3131 1.190,7 3277 1.300,2 1.098,3
Q4 2.006,9 440,3 1.386,5 215,1 1.005,1 1.040,1
1998 Q1 1.893,8 317,0 1.402,4 408,7 780,7 1.015,1
Q@ 21822 308,8 1.316,1 523,1 1.090,4 1.056,1
@ 22120 3386 1.2785 372,7 13224 1.100,2
Q4 2.157,2 435,0 1.508,7 3157 1.011,4 11136
1999 Q1 20372 3436 1.497,0 3753 789,6 968,3
Q@ 233838 358,7 1371, 565,7 1.193,9 1.156,7
@ 23533 362,2 13113 299,5 15312 1.150,9
Q4 23333 510,0 1.601,3 302,7 1.1753 1.256,0
2000 Q1 22342 3291 1.648,7 4489 9573 1.149.8
Q@ 2.568,7 3388 15334 665,9 14121 13816
@ 2.556,7 389,9 14524 3255 1.756,7 13678
Q4 2.523,6 5254 1.770,7 371,1 1.345,0 1.488,6
2001 Q1 23936 382,6 1.863,2 3834 1.060,7 1.296,3
Q@ 27731 M8 1.659,9 6174 16152 15311
@ 27717 4382 1.408,9 5542 1.900,6 15241
Q4 2.683,5 586,2 1.910,8 1914 13736 13786
2002 Q1 24957 4341 1.861,9 536,0 9703 1.306,7
Q@ 2.828,6 452,7 1.717,0 666,8 1.501,9 1.509,8
@ 2.824,5 486,6 15748 476,0 1.759,6 14724
Q4 2.830,8 623,5 1.940,6 381,0 1.340,5 14548
2003 Q1 2.660,3 4940 1.956,4 6378 869,3 12972
Q@ 3.048,2 5116 1.872,5 4,5 13096 1.387,0
@ 3.0323 5341 1.638,8 4982 1.843,1 14818
Q4 3.020,3 782,8 2.070,7 168,5 1.502,1 1.503,8
2004 Q1 2.862,3 4835 2.087,2 532,0 1.167,2 1.407,6
Q@ 3.2545 5355 1.952,5 792,5 1.563,0 1.589,0
@ 3.2654 549,5 1.845,9 589,1 1.880,1 1.599,1
Q4 3.2714 686,8 2.271,0 638,9 14359 17612
2005 Q1 3.077,6 507,1 2.262,5 645,0 1.239,7 1.576,7
Q@ 3.4484 559,7 21252 667,3 1.699,9 1.603,7
@ 3.462,1 5223 1.9240 7012 2.044,6 1.730,0
Q4 34741 838,0 2.387,0 668,5 1.520,6 1.940,0
2006 Q1 3.278,0 586,4 24039 6748 13922 17793
Q@ 3.718,2 6413 2.2515 842,5 1.842,4 1.859,5
@ 37176 618,6 2.084,5 639,8 2.262,0 1.887.3
Q4 3.7212 836,3 2.557,7 839,1 1433,0 1.944,9
2007 Q1 3.5771 606,2 2.651,7 803,1 14201 1.903,9
Q@ 4.067,0 600,7 2.518,1 1.194,7 1.844,.8 20913
@ 41153 6524 2.358,1 808,8 2.535,7 2.239,7
Q4 41198 905,4 3.018,2 7549 1.811,9 2.370,6
2008 Q1 3.9764 635,5 3.009,3 1.036,5 15777 22825
Q@ 4.486,5 659,4 2.886,6 13742 1.981,4 24150
@ 4452,7 8455 2.791,7 1.0824 24743 27411
Q4 4.370,9 951,6 3.171,7 6944 1.821,6 2.2684
2009 Q1 4.003,5 7314 3.039,5 659,1 1.498,1 1.924,6
Q@ 43955 404 2.906,7 1.007,2 1.667,7 1.928,6
@ 42729 8772 2.643,1 7717 20178 20428
Q4 4.273,6 1.0134 2.949,0 495,0 1.640,6 1.8244
2010 Q1 4.061,1 7374 2.980,6 7916 14781 1.926,6
Q@ 4.502,0 7372 2.995,2 917,7 1.860,0 2.008,1
@ 44617 761,1 2.831,0 1.002,6 1.961,2 2.094,2
Q4 44403 1.205,1 31213 509,3 1.707,0 2.102,4
2011 Q1 41764 7459 3.1355 760,5 1.554,5 2.020,0
Q2 4.656,4 773,0 3.191,1 774 1.958,9 2.038,1
Source: (ystat.
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Table B.16 Turnover volume index of retail trade

% change
6-month moving Previous 6-month moving
Year/ Month Volume average year average
2008 January 108,3 1224 78 94
February 108,5 120,9 14,7 10,0
March 109,8 120,0 1,7 93
April 1183 120,2 10,9 9,7
May 122,8 120,8 10,2 93
June 121,2 115,2 24 17
July 136,2 119,8 9,0 8,0
August 120,8 121,7 19 6,0
September 1244 1241 77 70
October 120,7 1245 3,0 57
November 12,8 122,8 -55 31
December 1536 1283 -0,3 2,5
2009  January 11,2 1239 2,7 13
February 102,9 1209 -5,2 0,2
March 103,4 174 -58 -2,0
April 115,8 116,6 -1 -8
May 114,2 116,9 -70 -3,0
June 17,7 110,9 -9 34
July 132,7 14,5 -6 -4,2
August 116,6 116,7 -3,5 -39
September 116,7 119,0 -6,2 -4,0
October 116,4 1191 -3,6 -43
November 108,3 18,1 -4,0 -3,8
December 148,7 123,2 33,2 38
2010  January 104,2 18,5 -6,3 -44
February 98,4 115,5 -4.4 -4.5
March 15,7 1153 11,9 -18
April 107,8 1139 -6,9 -4
May 1134 14,7 -0,7 -18
June 118,6 109,7 03 -11
July 1348 14,8 1,6 03
August 1183 18,1 15 1,2
September 116,7 1183 0,0 -0,6
October ** 1140 1193 -1 0,2
November ** 112,6 19,2 40 09
December ** 154, 1251 3,7 15
2011 January 106,3 1204 20 1,6
February 100,7 174 23 1,7
March** 108,9 116,1 -59 0,7
ApriF= 1139 116,1 57 2,0
May** 13,1 116,2 -03 13
June** 119,7 1104 09 0,7
July** 1291 14,2 -4, -05
August* 121,2 17,7 2,5 -04
August August* Jan.-Aug. Jan.-Aug.*
Percentage change by category 2010/2009 2011/2010 2010/2009 2011/2010
General index 15 2,5 04 0,2
General index excluding automotive fuel 14 2,7 03 0,5
Non-specialised stores with food, beverages or tohacco predominating 25 12,5 6,1 83
Other retail sale in non-specialised stores -1,6 -6,3 3,2 -6,7
Food, beverages and tobacco in specialised stores -11,5 45 17 3,7
Food products 0,2 114 54 6,5
Non food products (except automotive fuel) 1,9 -2,0 3,2 -2,8
Textiles, clothing and footwear -4,0 35 -0,7 -15
Electrical goods and furniture 75 6,1 -4,6 35
Computer equipment, books and other 9,2 57 235 12
Automotive fuel in specialised stores 32 03 -0,5 -2,2
Source: (ystat.
* Provisional.
** Revised data.
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Table B.17 Construction indicators

Sales of cement (volume) Building permits authorised (volume)
% change % change

Total Previous  6-month moving Area Previous 6-month moving

Year/Month (m.ton) year average (sq.m.) year average
2008  January 156.587 18,12 9,90 249.822 -5.34 -2,89
February 173.499 32,81 13,66 299.159 -0,10 -2,31
March 175.963 0,96 13,04 295.942 -2392 -892
April 164.519 1991 13,30 296.211 -8,72 9,74
May 179.007 1,23 13,00 293.231 -11,9% 8,77
June 172,650 436 13,45 312.757 2,84 8,72
July 200.922 14,82 13,04 329.337 -3,06 -8,20
August 69.945 -11,42 7,98 188.451 -1,85 -8,84
September 168.055 13,25 10,30 339.160 17,55 -1,28
October 178.855 1,21 707 374.647 17,78 3,50
November 164.606 -7,09 3,62 382457 38,68 12,14
December 135.678 1,90 3,22 327.935 15,18 14,31
2009  January 120.871 -22,81 3,79 278.876 11,63 17,57
February 122.367 -2941 -1,78 273.892 -8,45 15,20
March 123.823 -29,63 -14,79 255.578 -13,64 9,86
April 117.392 -28,65 -20,00 234397 -20,87 3,03
May 132.204 -26,15 -23,44 254.844 -13,09 5,44
June 137.449 -20,39 -26,23 359.744 15,02 -5,14
July 151.742 -24,48 -26,40 295.814 -10,18 -8,35
August 48.329 -30,90 -26,18 176.594 -6,29 -7,55
September 126.657 -24,63 -25,27 276.027 -18,61 971
October 128.881 -21% -25,19 203.278 -45,74 -16,01
November 122.260 -2573 -25,10 263.849 -31,01 -18,59
December 107.190 -21,00 -25,38 263.566 -19,63 -18,84
2010  January 84111 -30,41 -26,32 228.827 -17,95 -22,60
February 99.354 -18,81 -24,93 335.783 22,60 -2422
March 135.848 97 -19,92 317.003 24,03 -14,51
April 99.749 -15,03 -17,36 244383 4,26 922
May 120.199 -9,08 -14,07 270.480 6,14 145
June 130.944 473 -11,13 254.982 -29,12 -0,96
July 139.952 -171 -751 241.035 -18,52 3,11
August 49.809 3,06 -4,84 145.686 -17,50 -2,24
September 118.607 -6,36 -7,64 209911 -23,95 9,15
October 115.198 -10,62 -6,97 236.479 16,33 -10,98
November 133.159 891 3,87 216.510 17,9 -13,94
December 108.128 0,88 -2,95 216.826 -17,73 -17,26
2011 January 90.251 730 -037 167.251 -2691 -16,06
February 98.610 -0,75 -0,67 204.698 -39,04 -20,06
March 117.715 -1335 -2,15 266.707 -15,87 -19,59
April 87.190 -12,59 -2,08 174.749 -28,49 -20,11
May 119.817 -032 3,83 180.822 -33,15 -25,80
June 111.297 -15,00 -6,76 173.957 -31,78 -27,68
July 112.965 -19,28 -10,81 186.807 -22,50 -28,40
August 45313 -9,03 -12,15 130.118 -10,69 -27,16
September 99.251 -16,32 -12,65 n/a n/a n/a
October 96.675 -16,08 -13,25 n/a n/a n/a

Source: (ystat.
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Table B.18 Volume index of manufacturing production

Index % change

Previous 6-month moving Cumulative

Year/Month Monthly Cumulative year average period

2009  January 88,30 88,30 -9,06 -0,15 -9,06

February 91,80 90,05 -9,02 -1,05 -9,04

March 95,30 91,80 -10,68 -3,86 9,62

April 94,20 92,40 -12,62 -6,47 -10,40

May 101,60 94,24 -14,48 -892 11,31

June 105,50 96,12 -9,98 -11,07 -11,07

July 115,40 98,87 -9,70 -11,10 -10,85

August 63,20 94,41 -11,24 -11,44 -10,88

September 102,40 95,30 -10,80 -11,45 -10,87

October 99,10 95,68 -13,53 -11,62 -11,15

November 100,30 96,10 -10,21 -10,86 -11,06

December 98,90 96,33 -12,56 -11,31 -11,19

2010  January 80,80 80,80 -8,49 -11,24 -8,49

February 84,00 82,40 -8,50 -10,85 -8,50

March 100,90 88,57 5,88 -8,26 3,52

April 87,90 88,40 -6,69 -7,00 -433

May 99,40 90,60 2,17 -5,55 3,86

June 104,40 92,90 -1,04 -3,35 -3,35

July 108,30 95,10 -6,15 3,13 -3,81

August 63,50 91,15 0,47 -1,88 -3,46

September 100,40 92,18 -1,95 -3,16 -3,28

October 93,40 92,30 575 -3,03 3,53

November 98,40 92,85 -1,89 -2,99 -3,38

December 97,70 93,26 -1,21 -3,04 -3,19

2011 January* 74,60 74,60 -1,67 -3,07 -1,67

February* 82,90 78,75 -131 -3,20 -4,43

March* 91,60 83,03 922 -4,50 -6,25

April* 82,40 82,88 -6,26 -4,56 -6,25

May* 97,50 85,80 -191 -4,57 -530

June* 96,20 87,53 -1,85 -5,78 -5,78

July* 93,40 88,37 -13,76 -6,99 -7,08

August 60,10 84,84 -5,35 -7,65 -6,93

August August Jan.-Aug. Jan.-Aug.

Percentage change by category 2010/2009 2011/2010 2010/2009 2011/2010

General index 0,2 5,1 3,7 -6,7

Manufacture of food products, beverages and tobacco products 0,8 -5,2 -0,4 -6,0

Manufacture of textiles, wearing apparel and leather products 94 -13,2 -16,2 29

Manufacture of wood and products of wood and cork, except furniture -27.8 -15,7 -18,1 -22,1

Manufacture of paper products and printing 239 10,6 18,1 78
Manufacture of refined petroleum products, chemicals and chemical products

and pharmaceutical products and preparations 238 5.8 99 24

Manufacture of rubber and plastic products 28 -14 -6,0 -10,.2

Manufacture of other non-metallic mineral products 15 -29,9 -12,8 -1,7

Manufacture of basic metals and facricated metal products -18,0 22 78 -5,2

Manufacture of electronic and optical products and electrical equipment 341 62,4 34,7 -9,7

Manufacture of machinery -30,7 -20,4 23,8 -43

Manufacture of motor vehicle and other transport equipment 45,2 83,6 123 155

Manufacture of furniture, other manufacturing and repair and installation
of machinery and equipment -6,7 -28 -13,5 -18,8
Source: (ystat.
*Revised data.
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Table B.19 Labour market indicators based on the Labour Force Survey (LFS)

2010 2011
Q1 @ @ u“ Ql @
Labour force 409.499  414.288 409.584  408.490 409.883  409.674
Employed 379.881  387.909 385.993  386.591 379.703  380.485
By type of employment:
Full time 344315 352515 351791 348.571 339421 342.874
Part time 35.566 35.39% 34.202 38.020 40.283 37611
By sector of employment:
Primary sector 13.773 14.858 14.856 15.231 16.363 15.408
Secondary sector 78.787 79.043 79.945 83.124 81.623 80.973
Tertiary sector 287.321 294008 291192 288.236 281717 284.134
Employees 306.192 314416 314047 316.296 308.098 310236
Unemployed 29.618 26379  23.590 21.899 30.180  29.189
By unemployment duration:
Less than 12 months 24.629 21.557 18379 16.187 24.960 24.237
12 months and above 4.989 4823 5.212 5713 5.1 4.952
Activity rate (%) 64,8 65,0 64,8 64,4 64,6 64,4
Male 722 727 734 722 723 720
Female 577 578 56,8 56,9 573 57,0
Employment rate (%) 60,1 60,9 61,1 61,0 59,9 59,8
Male 67,0 683 69,2 68,6 67,1 66,8
Female 535 539 534 53,7 529 53,0
Unemployment rate (%) 7,2 6,4 58 54 74 71
Male 72 6,1 57 51 72 72
Female 73 6,7 59 57 76 70
Source: (ystat.
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Table B.20 Public debt by debt instrument and lender
(€ million)

2009 2010 2011
Q1 Q2 Q3 04 Q1 02 3 4 Q1 Q2 Q3

(1) DOMESTIC DEBT (2+4+7) 14.234,1 15.097,0 15.165,8 12.961,1 13.212,2 13.252,8 12.984,4 12.670,2 12.8759 13.338,8 13.313,5
(2) Long-term debt, of which: 59714 56798 56115 55492 52982 51900 51059  5.1062 45290  4.60438 52911

(3)Government Registered Development

Stocks (SSF) 03 038 038 038 038 038 038 038 038 10,8 10,8

(4) Short-term debt, of which: 82627 94173 95543 74119 79139 8.0628  2.146,0 429,2 1.166,2 1.463,8 7284

(5) Treasury Bills (Administered Funds) 1434 150,4 185,8 1474 158,3 155,6 198,8 155,8 1524 1513 150,3

(6) Treasury Bills (SSF) 66837 68312 69328 69328 69335 7084 13762 0,0 0,0 0,0 0,0
(7) Investments in the form of deposits (SSF)™ 57325 71348 71807  7.270,2 7.294,0
(8) Total Gross Domestic Debt

(1-3-5-6-7) 74062 8.1146 8.0464 5.880,1 6.119,5 6.0140 5.676,1 5.378,8 5.541,9 59065 5.8583
(9) FOREIGN DEBT (10+11+12+14) 1.992,1 3.7854 3.633,5 3.984,5 4.619,7 4.864,0 4.811,2 5.615,1 5.902,8 6.268,9  6.345,2
(10) Short-term liabilities

of the (BCto the IMF 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
(11) Long-term loans 8273 803,3 800,5 808,9 808,5 782,7 794,6 824 820,2 962,5 998,8
(12) Medium-term

securities (EMTN) 1.0500 25500 25500  2.550,0 35500 35500  3.5500  4.550,0 47200 47650 4.765,0

(13) SSF 204,0 204,0 204,0 3413 34,3 3413 343
(14) Short-term securities

(ECP) 114,38 4321 2829 625,6 261,2 5312 466,5 242,71 362,6 5413 5814
(15) Total Gross Foreign Debt (9-10-13) 1.992,1 3.7854 3.633,5 3.984,5 44157 4.660,0 4.607,2 5.273,8 5.561,5 5.927,6  6.003,9
(16) TOTAL PUBLIC DEBT (1+9) 16.226,2 18.882,5 18.799,3 16.945,6 17.831,9 18.116,8 17.795,6 18.285,3 18.778,7 19.607,7 19.658,7
(17) Total intragovernmental borrowing

and short-term liabilities of the (BC to the IMF

(3+5+6+7+10+13) 68279 69824 71194  7.081,0 7296 74428 75123 76328 76752 17736 7.796,5
(18) CONSOLIDATED GROSS DEBT

(exdl. total intragovermental

borrowing and short-term

liabilities of the CBC to the IMF)

(1+9-17) 9.398,3 11.900,0 11.679,9 9.864,6 10.535,2 10.673,9 10.283,3 10.652,6 11.1034 11.834,1 11.862,2

Source: Ministry of Finance.

(1) As from 1 August 2010 (and following the transfer of debt management responsibilities to the Ministry of Finance (MoF)), the SSF investments held as 13-week Government Treasury Bills that reached maturity

were deposited directly in the account with the central government.
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Section A

(A) Domestic Monetary Aggregates

All monetary aggregates’ data exclude the CBC.

On 1 July 2008, a new definition of residents of
Cyprus entered into force based on the Statis-
tical Purposes Directive, 2008. As a result, MFls
reclassified a large number of organisations or
customers’ businesses without a physical pres-
ence in Cyprus, known as ‘brass plates, from
non-residents to residents. The effect of this
change is excluded from the monetary and
financial statistics series presented in Section A
of this publication, which reports local data or
residents excluding organisations and busi-
nesses without a physical presence in Cyprus.
For purposes of normalisation and compara-
bility of monetary time series, the data have
been further processed by the Economic
Research Department of the CBC.

The calculation of annual percentage changes is
based on the methodology used by the ECB.
More specifically, the growth of monetary aggre-
gates is calculated based on the monthly
changes adjusted for reclassifications and reval-
uations, so as to reflect changes due to net trans-
actions.

The above methodology has been adopted
since the December 2009 edition of the
Economic Bulletin. In previous editions of the
Bulletin, the growth rate of monetary variables

was calculated as the annual percentage change
of outstanding balances at the end of the period.
Details of the methodology can be found in
Monetary and Financial Statistics, published by the
CBC’s Statistics Department, which is available
on the CBC website.

Monetary data are not adjusted for exchange
rate fluctuations.

(B) Balance of Payments

The current statistical data collection and compi-
lation system is based on the IMF methodology
("BPM5"), which has been adopted by the EU and
complies with additional requirements and level
of detail specified by both Eurostat and the ECB.

As in the case of monetary data, the new resi-
dency definition was adopted on 1 July 2008
(definition of the term “resident of Cyprus” used
in the Statistical Purposes Directive, 2008). As a
result, a number of organisations and enter-
prises of any legal form incorporated or regis-
tered in Cyprus without maintaining a physical
presence, are now considered as "residents of
Cyprus”.

The Statistics Department of the CBC also
publishes data adjusted for transactions of enti-
ties without a physical presence in Cyprus (i.e.
these entities are not considered "residents of
Cyprus" in these figures). These data are used in
the Economic Bulletin for the analysis of balance
of payments.
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More details on the collection and compilation of
balance of payments data are available on the
CBC website.
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