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Introduction

The economic recovery that started in 2015
and the gradual healing of problems left be-
hind by the economic crisis, continued in the
second half of this year. However, major prob-
lems persist, such as the high level of non-per-
forming loans and government debt as well
as the high level of unemployment which, al-
though greatly reduced, remains at unprece-
dented levels. Generally, progress has been
recorded on a number of fronts. The prospects
are encouraging, both for the banking sector,
which is now on healthier foundations, and
for the broader economy, which is charac-
terised by markedly improved indicators, ac-
celerating domestic demand and positive eco-
nomic expectations.

Economic activity in Cyprus increased by
2,8% in real terms in the first nine months of
2016 compared with 1,3% in the correspon-
ding period of 2015. This increase reflects the
expansion in domestic investment and private
consumption but also in exports, mainly
tourist services, which registered a significant
increase.

According to the December 2016 CBC pro-
jections, real GDP for the entire 2016 is expected
to grow by 2,8%. GDP growth is expected to
fluctuate around the same level in 2017 as well.
Further growth of around 3% is expected in
2018 and 2019, mainly reflecting the expected
strength in private consumption, investment
and net exports. The positive performance and
prospects of the economy are partly the result
of the improvements in competitiveness, owing
to the structural changes that have taken place
in the last few years.

The labour market was affected positively
by the aforementioned positive economic de-
velopments, albeit with some time lag. More
specifically, the unemployment rate fell to
12,1% in 2016Q2 compared with 14,1% in the
previous quarter and 14,6% in 2015Q2.

Inflation continues to remain negative for
the third consecutive year. In particular, during
the period January-October 2016, the har-
monised rate of inflation fluctuated at around -
1,4%. If we exclude energy, negative inflation
is limited to -0,5%. It should be noted that the
negative inflation in 2016 is partly due to lower
oil prices and the respective categories of en-
ergy as well as the downward adjustments in
the prices of various products and services in
the most important categories of the HICP. This
internal devaluation took place through sub-
stantial reductions of wages in recent years.

Inflation is expected to turn positive in
2017 (0,9%), mainly due to the continued in-
crease in domestic consumption and GDP, a
small expected increase in wages and other
external developments such as the expected
higher oil prices.

With regard to the financial sector, financial
institutions in Cyprus continue to benefit
greatly from the structural reforms of the past
three years, mostly by correcting the funda-
mental weaknesses of the past. This positive
development contributed significantly to the
improvement of confidence in the banking sec-
tor. This is reflected, inter alia, in the continuous
gradual increase of deposits from both residents
and non-residents. At the same time, the
growth rate of loans to the domestic private
sector remains negative despite the increase in
new bank lending, reflecting the banking and
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private sector’s continued effort to deleverage
their balance sheets. In the medium-term, new
lending is expected to record a further increase
in line with the economic outlook and the re-
sults of the October 2016 Banking Lending Sur-
vey, 2016, with credit growth gradually return-
ing to positive levels.

The improvement of the country’s economy
and of the banking system in particular, is re-
flected in the sovereign upgrading by the in-
ternational rating agencies and the significant
reduction of ELA. Nevertheless, the manage-
ment of non-performing loans, which remain
at a high level, constitutes the most important
challenge facing the banking sector. To deal
with this problem, the CBC has contributed sub-
stantially to a series of measures so as to provide
strong incentives to both banks and borrowers
to undertake sustainable restructuring of non-
performing debts.

These measures, combined with a substan-
tialimprovement in the economic climate, have
led to a gradual decrease in the level of non-
performing loans. The continuing decline is ex-
pected to encourage new lending, thus enhanc-
ing the growth dynamic in the economy.

The country's gradual return to sustainable
growth rates, full employment and restoration
of economic confidence should continue to
be the main priorities of policies imple-
mented. The full implementation of the ob-
jectives set, both for the banking system and
the economy as a whole, requires the support
of all economic agents and, most importantly,
the avoidance of populist measures that bur-
dened the economy so much in the past. If
we remain committed to the successful re-
forms and structural changes we have imple-

mented in recent years, then better days are
ahead of us, both for the economy as a whole
as well as for each individual citizen.

CENTRAL BANK OF CYPRUS
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Macroeconomic Developments
and Projections
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1. International Environment: main
developments

+ Global economic activity decelerated in the
first ten months of 2016, amid increased un-
certainty in international markets.

+ Concerns about the global economic activity
amplified following the UK referendum re-
sults and the presidential elections in the US.

+ Global inflation remained at low levels, de-
spite a small recovery in oil prices over the
last months.

« All major central banks continued their ex-
pansionary monetary policy stance, in view
of the adverse international developments.

« The euro area continued recording positive
credit growth during 2016Q3.

1.1 External developments
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GDP growth’

After a series of adverse developments, global
economic activity slowed down during the

CHART A.1 GDP in selected countries

first ten months of 2016. Global markets con- (annual change %, seasonally adjusted %)
tinued to be volatile as a result of the referen- o
@ cUuro area —— United Kingdom
dum in favour of the UK leaving the EU (Brexit), === United States Japan
. 6 - Proj.
the recent unexpected results of the presiden- 5 | -

IS

tial elections in the US, the continued terrorist
attacks and the increased flow of refugees
from the Middle East (Box 1, p. 13).

In the euro area, annual GDP growth de- - ,
celerated to 1,6% during the first nine months I LN
of 2016 compared with 2% that prevailed | foueefuoser, o orine yeorand e coctaed s avragesof the most e
since 2015Q2 (Chart A.1). The euro area eco- projections from the European Commission, The Economist poll and the IMF.
nomy was significantly affected both by the

adverse external and domestic developments

[V NN\

2017 -

1. GDP projections are estimated as the average of the most
recent projections from: The Economist Poll of Forecasters
(12 November 2016), the European Commission (European
Economic Forecast, Autumn 2016) and the IMF (World Eco-
nomic Outlook, October 2016).
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that continue to constrain the economy’s gro-
wth dynamics. More specifically, the euro area
is still faced with a prolonged period of low
inflation and low investment, an increased
need for further loan deleveraging and a high,
albeit improved, unemployment level. At the
same time, the ECB's expansionary monetary
policy and exceptionally low interest rates
continue as a response to the aforementioned
downside risks.

In the US, GDP growth for 2016 recorded a
significant slowdown, in contrast to the re-
markable acceleration that was recorded in
2015. More specifically, in 2016Q3, GDP gro-
wth slowed to 1,5% compared with 2,2% in
the corresponding quarter of last year. This
mainly reflects the weakening of the manu-
facturing sector as well as lower capital spen-
ding and investment (excluding the energy
and housing sectors). The main factors behind
these developments were the strengthening
of the US dollar that followed the outcome of
the referendum in the UK, the deterioration
of external demand and trade as well as the
increasing uncertainty in anticipation of the
presidential elections.

A similar slowdown in economic growth
was recorded in Japan, reflecting reduced fo-
reign demand and investment. On the other
hand, economic activity in the UK maintained
its momentum with real GDP growing by
2,3% in 2016Q3 compared with 1,9% in
2015Q3.The country’s growth dynamics were
not particularly affected by the June referen-
dum - although there was a short-term sharp
decline in both UK government bond yields
and sterling - partly because of the immediate
measures taken by the Bank of England. More

CENTRAL BANK OF CYPRUS
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Box 1: Expected impact on the Cyprus
economy from the UK decision to leave
the European Union

On 23 June 2016, the citizens of the United
Kingdom voted 51,9% in favour of exiting
the European Union (Brexit). On 2 October,
Teresa May, who replaced David Cameron as
Prime Minister, announced her intention to
activate the provisions of Article 50 of the
Treaty of the European Union in 2017, and
subsequently launch the UK exit process.
The process is expected to be completed
about two years after its initiation. In the
analysis which follows, we first examine the
potential impact of Brexit on the UK and the
EU before turning to the effects on the
Cypriot economy, in light of the current
major economic and trade relations be-
tween Cyprus and the UK.

Overall, the effects are expected to occur
mainly through the devaluation of the pound
against the euro and to a lesser extent
through the impact on business sentiment.
Brexit is not expected to have a significant
overall impact on the GDP of Cyprus, even
though individual sectors may be affected, al-
beit to a manageable degree. The tourism
sector is expected to be affected to some ex-
tent, while other trade sectors, including im-
ports of goods, are expected to register a
smallerimpact. In general, any negative effect
on exports, especially tourism, is expected to
be largely offset through the positive impact
of cheaperimports from the UK. Furthermore,
the possible bilateral agreements between
the UK and Cyprus may further limit the im-
pact on the domestic economy.

CHART 1 Sterling to euro exchange rate
(daily data)

Source: SDW (ECB).

Expected impact on the UK and the EU

The economic effects of Brexit both in the
UK itself and in other EU countries are most
likely to occur through two channels: the ex-
change rate between the pound and the
euro and the impact on consumer and in-
vestor confidence.

As shown in Chart 1, the pound has de-
preciated significantly against the euro,
from £0,77 per euro on 1 June 2016 to £0,86
per euro on 18 November 2016. The possi-
bility of a further depreciation would addi-
tionally reduce the purchasing power of
British consumers, thereby reducing their
overall spending on imported goods. In
contrast, a positive impact on the UK's
medium-term export performance could re-
sult from the improvement in competitive-
ness, conditional on inflation not increasing.

Furthermore, Brexit could also have an im-
pact on the euro vis-a-vis other international
currencies, against which it is likely to depre-
ciate. Such a development would have a pos-
itive impact on European exports to third
countries, thus containing the negative im-
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TABLE 1 Cyprus and UK trade relations 2014-2016

(€ million)
Jan.- June Jan.- Oct.
2014 2015 2015 2016
Exports of goods and services 1,510 1,984 723 842
Exports of goods 169 168 72 73
Exports of services 1341 1,816 651 769
of which:

Travel 714 910 259 347
Imports of goods and services 1,101 1,212 608 461
Imports of goods [ 448 255 157
Imports of services 680 764 353 304

Source: SDW (ECB).

pact from the reduction in trade with the UK.

Brexit could potentially have a negative
impact on business and consumer confi-
dence both in the EU and the UK, limiting or
reducing investment spending. Neverthe-
less, the effects to-date appear negligible.
There is, however, a strong possibility that a
significant part of banking operations con-
ducted today in the City of London, will be
transferred to other financial centres within
the euro area, with all the positive develop-
ments implied for the host countries. Nev-
ertheless, everything will ultimately depend
on whether Brexit proceeds smoothly and
without major conflicts as well on the details
of the final agreement.

Potential impacts on the Cyprus
economy

Table 1 presents the overall picture of
Cypriot imports and exports to the UK from

2014 to 2016H1. As shown in Table 1, rev-
enue from exports of services increased in
2015 as a result of the increase in tourism
revenue and income from transport services
as well as in other services categories. Data
until 2016H1, show that total exports con-
tinue to increase, while total imports appear
to have been decreasing as a result of the re-
duction in imports of goods.

Even though data availability following
the Brexit decision is limited, it appears that
trade relations between Cyprus and the UK
remain unaffected. The extent of the depre-
ciation of the pound should have a positive
short-term effect on imports of goods re-
flecting the negative price effect, with a cor-
responding positive impact on Cyprus GDP'.
In the medium term, the decline in the value
of exports to the UK will be offset, at least to
some extent, by the lower cost of imports
due to the depreciation of the pound. Since
the details of any trade agreement between

1. The omission of the positive impact on Cypriot imports from the devaluation of the British pound explains why other
estimates (e.g. by Fitch Ratings https://www.fitchratings.com/site/pr/1004519), indicate that Cyprus is more vulnerable

to Brexit.
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CHART 2 Tourist arrivals per country
(% of total)

B United Kingdom M Russia M Israel

52%

2008
(total arrivals 2,4 million)

Source: Cystat.

E= Other M Germany M Greece

28%

20%

2015
(total arrivals 2,7 million)

the EU and the UK are still uncertain, con-
crete conclusions about the future cannot
be drawn.

As shown in Table 1 (p. 14), travel serv-
ices (which mainly include revenues from
tourism) constitute around 50% of total ex-
ports of services to the UK. However, the
share of British tourists in total arrivals has
been decreasing since 2008 (Chart 2).
Specifically, the share stood at around 52%
in 2008 and dropped to 39% by 2015.

The aforementioned downward trend re-
flects both the reduction in the number of
tourist arrivals from the UK as well as the
comparatively larger increase in arrivals
from other countries. As shown in Chart 2,
country shares in overall arrivals in Cyprus
during the period 2008 - 2015 have
changed significantly, with the UK (from
52% to 39%), Russia (from 8% to 20%) and
Israel (1% to 4%) recording the largest
change. The diversification of arrivals and, as
a consequence, the shifting of focus away
from a single market, helps in absorbing
shocks from exogenous events and creates
a more constant flow of tourist revenue.

Moreover, as already mentioned, the depre-
ciation of the euro relative to other curren-
cies is expected to increase the purchasing
power of tourists outside the euro area (e.g.
Russia, Israel, Lebanon) with a consequent
increase in tourism revenue in Cyprus.

Evidence of this diversification emerged
in 2015, when a 17,6% reduction in arrivals
from Russia was largely offset by increases
from other countries. In fact, overall total
tourism arrivals for the year increased by
about 9%. A similar response is expected to
take place in the case of a drop in arrivals or
spending by British tourists, following the
depreciation of the pound. However, early
bookings for 2017 suggest that arrivals from
the UK will remain at about the same level.
Therefore, the impact on tourism is ex-
pected to be small and manageable, given
the flexibility shown by the tourism sector
in Cyprus. This conclusion is strengthened
by the fact that the purchasing power of
British tourists is also expected to deterio-
rate in other attractive destinations for the
British, both within as well as outside the
euro area.

CENTRAL BANK OF CYPRUS
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In relation to possible effects on the
banking sector, it is noted that since the fi-
nancial crisis in 2013, the exposure of
Cypriot banks in the UK has declined signifi-
cantly, with only one Cypriot bank maintain-
ing a subsidiary in the UK. In addition, based
on the most recent data, the assets and lia-
bilities of UK clients in Cypriot banks are pro-
portionate to each other, standing at
around 4-5% of the total assets and liabili-
ties. Therefore, any change in the exchange
rate between the pound and the euro is ex-
pected to have only a moderate impact
since the positive effect on liabilities will
cancel out the negative effect on assets.

Concluding comments

The overall impact on the Cypriot econ-
omy from the Brexit decision is expected
to be marginally negative and manage-
able, despite the share of the British in
total tourist arrivals. This conclusion is
based on both the flexibility the tourism
sector has exhibited over the years as well
as the partial offset of the impact from the
reduction of exports of services to the UK
from the decline in the cost of imports of
goods and services.

At the same time, it should be noted that
Brexit could also present opportunities,
since the full participation of Cyprus in the
EU and the euro area, our legal system
based on English law, the low taxation envi-
ronment, our geo-strategic geographical
position and high quality of human capital
are likely to attract companies that want to
maintain access to the European Economic

Area. Therefore, both the private and public
sector should be prepared to exploit any po-
tential medium-term opportunities.
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analytically, private consumption remained
stable with consumer confidence showing
signs of recovery by early September. Howe-
ver, taking into account the imminent deci-
sions on trade and financial relations between
the UK and the EU as well as the limited ma-
croeconomic information since June 2016,
uncertainty in both the UK and the global
markets will remain high until the completion
of the exit process.

As regards the developing economies, the
commodity-exporting countries continue to
deal with the negative effects of low prices in
basic raw materials, while capital outflows
have decreased mainly due to the more stable
exchange rates of these counties compared
with the developed economies. At the same
time, concerns about China’s economic deve-
lopments and its possible effects in global
markets have retreated as a result of China’s
quantitative easing measures.

The risks to global economic activity con-
tinue to be on the downside. Overall, GDP gro-
wth in 2017 is expected to continue recording
a gradual slowdown in all major economies
except in the US and Japan, which are expec-
ted to see a recovery.

Inflation?

Global inflation recorded a small increase du-
ring 2016H2, mainly due to the increase in oil
prices recorded in 2016Q3 (Chart A.2). Howe-
ver, core inflation continued to remain at low
levels mainly due to the significant excess glo-
bal capacity arising from subdued economic
activity as well as the historical low oil price

2. Inflation projections are estimated as the average of the
most recent projections from: The Economist Poll of Fore-
casters (12 November 2016), the European Commission
(European Economic Forecast, Autumn 2016) and the IMF
(World Economic Outlook, October 2016).

CHART A.2 Inflation in selected countries

(annual change, %)

@ euro area — United Kingdom
=== United States Japan

Jan.  July  Jan. July  Jan. July  Jan.  July  Jan. July
2012 2013 2014 2015 2016

2016
2017

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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and the consequent low energy prices. Accor-
ding to the projections of international orga-
nisations and analysts, the rate of inflation in
the euro area, the UK and the US is expected
to follow a downward trend in 2016, while in-
creasing in 2017.

Exchange rates

The exchange rate of the euro against major
currencies recorded some fluctuations during
2016 (Chart A.3). This mainly reflects the in-
creased uncertainty in global markets due to
the many adverse developments taking place
in the year, with first and foremost the UK re-
ferendum on Brexit. More specifically, bet-
ween 1 January 2016 and 18 November 2016,
the euro weakened by 2,3% and 10,5% against
the dollar and the yen, respectively, but
strengthened against sterling by 16%.

Oil

In early 2016, the price of Brent crude oil re-
corded the largest drop in the last ten years
reaching $28,94 per barrel. However, in
2016Q2 it increased by nearly 80%, reaching
$50,54 per barrel on 10 June 2016 (Chart A.4).
This sharp increase was driven by the unex-
pected agreement on a cut in oil production
by members of OPEC. Despite this increase,
the oil price is still considered to be at low le-
vels compared with previous years. According
to the latest data, on 18 November 2016 the
closing price of Brent crude oil stood at $46,14
per barrel (from $44,66 per barrel on 20 No-
vember 2015).

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

— sterling yen ===dollar
160

150 4
140 L e
‘e
130 4
120

110
100 4
90

Jan. July Jan. July Jan. July Jan. July Jan. July

2012 2013 2014 2015 2016

Source: Bloomberg.

Note: A higher(lower) index level represents a nominal appreciation (depreciation) of
the euro against the other currencies.

CHART A4 Closing prices of oil (Brent)

(weekly data)
—— € per barrel — $ per barrel
140 -
120 A
100 A
80 A
60
40 -
20 A
0 T T T T T T T T T
Jan. July Jan. July Jan. July Jan. July Jan. July
2012 2013 2014 2015 2016
Source: Bloomberg.
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International official interest rates

The major central banks continued their ex-
pansionary monetary policy in the course of
20176. The ECB did not proceed with further
interest rates cuts after March 2016, but con-
tinued to support economic activity through
its non-standard measures. More specifically,
the ECB and the Federal Reserve maintained
their key interest rates at 0,00% and 0,50%,
respectively (Chart A.5). On the other hand,
following the UK referendum on 4 August
2016, the Bank of England proceeded with an
interest rate cut of 25 basis points (from 0,50%
to 0,25%) as well as with other quantitative
easing measures in order to contain any pos-
sible negative market reactions following the
UK referendum results.

1.2 Monetary developments in the euro
area

Inflation

According to the latest available data, the in-
flation rate in the euro area stood at 0,5% in
October 2016 compared with 0,4% in Septem-
ber 2016 (Chart A.6). This small increase was
mainly due to the recent increase in the oil
price (see p. 18). Looking ahead, based on cur-
rent energy futures prices, euro area inflation
is likely to remain at low positive levels, mainly
due to a base effect from energy prices. In the
medium term, however, the ECB’s expansio-
nary monetary policy measures are expected
to contribute to a recovery in euro area infla-
tion. The future outlook for HICP inflation has

CHART A5 Official interest rates

(% per annum)

= ECB
1,5 7

— BOE =--- FED

o |_\-. L

0 T T T T
Jan. Jan. Jan. Jan. Jan.
2012 2013 2014 2015 2016

Sources: ECB, Fed, BoE.

CHART A6 Inflation in the euro area
(annual change, %)
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been revised upwards, reflecting mainly the
increase in oil prices, with international orga-
nisations and analysts expecting the euro area
inflation rate to reach 0,3% in 2016 and incre-
ase further to 1,3% in 2017.

Reference rates and ECB interventions

As was previously mentioned, the ECB kept
its main refinancing operations rate, marginal
lending facility rate and deposit facility rate
at 0,25%, 0% and -0,40%, respectively, which
are unchanged since March 2016. The inter-
bank overnight rate (EONIA) has continued
to remain at negative levels since mid-2014,
owing to the continued ECB interventions to
increase liquidity in the markets. On 18 No-
vember 2016, the EONIA stood at -0,36% (Ch-
art A.7). The ECB continued to support money
markets through standard liquidity-providing
operations and non-standard measures, such
as the asset purchase programme, with the
aim of effectively addressing the prolonged
period of low inflation in the euro area.

Credit expansion

Credit expansion (loans and securities) to
the euro area private sector has continued
to record positive growth rates since May
2015. This development reflects the impro-
vement in the growth of loans to both non-
financial corporations (NFCs) and house-
holds as well as the positive impact from the
ECB’s expanded asset purchase programme,
the gradual decrease of the euro area len-
ding rates and the subsequent increased de-
mand for new loans.

CHART A.7 ECB reference rates and EONIA

(% per annum, daily data)
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refinancing operations)
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Source: Bloomberg.
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Nevertheless, the continued efforts for
bank balance-sheet consolidation and the
high level of non-performing loans in some
member states, continued to hinder credit
growth dynamics in the euro area.

Analytically, the annual growth of loans to
NFCs remained stable at 1,8% at the end of
2016Q3 compared with the end of 2016Q2,
butitincreased compared with 2015Q3 (1,1%)
(Chart A.8). The annual growth of loans to hou-
seholds also increased and reached 1,9 % at
the end of 2016Q3 compared with 1,7% at the
end of 2016Q2 and 0% at the end of 2015Q3.

According to the results of the October
2016 Bank Lending Survey, participating
banks expect credit standards for loans to en-
terprises to remain unchanged in 2016Q4
compared with 2016Q3. In contrast, credit
standards for loans to households are expec-
ted to ease. Meanwhile, net demand for loans
to households and enterprises is expected to
further increase during 2016Q4 compared
with 2016Q3.

2. Domestic Environment: main
developments

« Cyprus continued to have the highest rate of
deflation in the euro area.

« Increased provision of new loan contracts
amid historically low domestic interest rates.

- Continued deleveraging of existing private
sector loans, despite the increase in new loan
contracts, due to increased loan restructu-
rings and repayments.

« Continued inflows of deposits, especially by
domestic NFCs.

CHART A.8 Credit to the private sector: euro area

(annual change %, seasonally adjusted data)
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« Gradual reduction in the level of NPLs since
February 2015.

- Stabilisation of interest rates after the sharp
downward trend recorded over the past 18
months.

+ Further GDP growth, with continued growth
in domestic demand, including the tourism
sector which registered historically high levels
in terms of tourist arrivals in 2016.

« Further signs of deceleration in unemploy-
ment, which nevertheless remains at high
levels.

- Continuation of the fiscal consolidation path.

« Expectation of continued healthy growth.

2.1 Domestic Prices, Monetary
Aggregates and MFI Interest Rates

Inflation

In the first ten months of 2016, Cyprus conti-
nued to record the highest average deflation
in the euro area, mainly due to the continuing
low energy prices and the downward adju-
stment in prices of various products and ser-
vices in the main categories of the HICP (Table
A.1). It should be noted that the internal de-
valuation in recent years, namely the impro-
vement in Cyprus competitiveness via the re-
duction in wages, has enabled the domestic
economy to recover more rapidly than was
expected. A more detailed analysis is contai-
nedin Box 2, p. 23.

In general, the main factors that contributed
to the continued negative trend in domestic in-
flation were the continued low oil prices, which
substantially reduced the cost of imports, and

TABLE A.1 Inflation in Cyprus (HICP)

Annual percentage change

Jan.-Oct. Jan.-Oct. Oct. Oct.

Weights" 2015 2016 2015 2016
HICP 1000 1,7 -14 -18 -10
Unprocessed food 73,85 04 20 15 -4,2
Processed food 176,5 0,2 -03 -04 05
Energy 74,6 147 -5 -184 26
Services 460,27 -0,2 -12 0,1 02
Non-energy industrial goods 214,78 -12 0 -0,8 -1,0
HICP excluding energy 9254 -03 -0,5 -0,2 -09
HICP excluding energy
and food 675,04 -0,5 09 03 09

Source: (ystat.

(1) Based on the weights for 2016.
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Box 2: Negative inflation in Cyprus

It is widely agreed that limited increases
and minor fluctuations in prices generally
have a positive impact on a country's econ-
omy, as they contribute to an environment
of stability and confidence. The medium-
term objective of the ECB’s monetary policy
is the maintenance of an inflation rate in
the euro area at levels below but close to
2% annually.

The problems that arise when there are
excessive price increases are well known.
These include the loss of economic com-
petitiveness and the purchasing power of
wages as well the undermining of eco-
nomic stability due to increased uncer-
tainty. However, it is not necessarily true
that the greater the extent to which prices
of goods and services are restrained or re-
duced, the better for the economy. Hence,
the ECB's target refers to inflation below
but close to 2%.

Under certain conditions, the persistent
reductions in the prices of goods and serv-
ices, can hurt the economy. For example, in
a subdued economic environment, a pro-
longed decline in prices may discourage
consumption and investment as a result of
the decision of consumers to postpone ma-
jor purchases of goods and services, espe-
cially if they expect further price reductions
Thus, a self-sustaining vicious cycle of price
reductions and economic activity is created’.

However, there are cases when negative
inflation does not result in the self-sustain-
ing interactions between consumption and
the price level mentioned above. Examples
include, price decreases caused by tempo-
rary external factors, such as oil prices in
international markets, or the prices of fruit
and vegetables that depend primarily on
weather conditions. There are also cases of
price reductions caused by structural
changes in the economy that can lead to
price adjustments, potentially contributing
to an increase in competitiveness and eco-
nomic activity. Examples include lower
prices arising from the greater use of tech-
nology in production or falling prices ow-
ing to increased competition in certain sec-
tors, as a result of market liberalisation, or
price falls associated with a reduction in
production costs which, in turn, result from
wage restraint.

Given persistent price developments
since 2014, it is important to assess the
negative inflation in Cyprus and the po-
tential risk of deflation, based on an analy-
sis of the aforementioned factors. Specifi-
cally, this Box presents an initial
investigation of inflation by category in or-
der to better understand the impact of
price developments on the domestic econ-
omy, but also to assess further develop-
ments in the price level. The question is to
what extent exogenous developments or
structural factors are responsible for the

1. Another noteworthy negative effect of lower prices is that this leads to an increase in the real value of public and pri-
vate debt, which burdens borrowers, including the government.
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recent inflation path in Cyprus. It is also im-
portant to investigate if negative inflation
has been influenced by developments in
relation to the interaction of consumption
and prices during the crisis period, which
would raise concerns about the existence
of a self-sustaining vicious cycle of price
reductions.

Prior to 2014, the Cyprus economy
recorded low inflation which was close to
that of the average euro area inflation but,
as expected, with larger monthly fluctua-
tions (Chart 1). During the peak of the eco-
nomic crisis, 2013-2014, and following the
implementation of measures to reduce
public spending and consolidate the bank-
ing sector, there was a significant increase
in unemployment was in conjunction with
a decline in GDP and subdued and / or neg-
ative inflation. During the same period,
wage cuts were recorded, which reduced
the cost of production and, in conjunction
with other external factors, contributed sig-
nificantly to the maintenance of negative
inflation that persists today.

Specifically, Table 1 (p. 25) shows the
weighted impact of each sub-category on
the total change of the HICP in Cyprus for
the period 2010-2016, focusing on product
categories affected by external factors. As
is evident from the following analysis, in-
flation in Cyprus was significantly affected
by external factors. Specifically, the cate-
gory of energy recorded significant nega-
tive growth rates in the period 2014-2016.
This exerted a considerable negative con-
tribution on the change in the HICP, caused
mainly by reductions in oil prices. In con-

CHART 1 Harmonised Index of Consumer Prices
(index)

== Cyprus — euro area
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Jan. Jan, Jan. Jan. Jan. Jan. Jan. Jan. Jan.
2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: CBC.

trast, during the period 2010-2012, in-
creases in oil prices in international markets
as well as increases in taxes on petroleum
products, imposed mainly in the context
of Cyprus’s economic adjustment pro-
gramme, caused significant increases in in-
flation.

In contrast, the sub-category of un-
processed foods, even though it registered
large fluctuations on a monthly basis,
recorded small changes on an annual basis,
except for the period 2011-2012, where the
increases in the unprocessed food sub-cat-
egory contributed 0,3 percentage points
to annual inflation. Processed foods also
had a positive contribution on inflation
during the 2011-2014 period, mainly af-
fected by the imposition of additional in-
direct taxes.

In 2016 the sub-category of services
was affected by a specific external factor
and, in particular, developments in passen-
ger air transport due to increased compe-
tition among airlines operating in Cyprus.
This change in the aviation sector, which
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TABLE 1 Weighted effect on total change of HICP index by category

(%)

Jan.- Oct.
2010 2011 2012 2013 2014 2015 2016
HICP2,63,5 3,1 0,4 0,3 -1,5 -14
1. Unprocessed food" 0,1 03 03 0,1 0,1 0,1 0,1
2. Processed foods" 0,0 06 02 0,5 0,1 0,0 0,1
3. Non-energy industrial goods 0,0 04 -0,1 -0,2 0,2 -0,2 0,0
4. Energy 1,7 1,5 14 0,0 -04 -14 -09
5. Services 03 0,5 1.2 0,0 0,2 -0,1 05
of which:
5a. Passenger transport by air - - - - - - 05
6.  Effect of indirect taxes from HICP category 0,0 01 05 03 0,2 0,0 0,0
exdl. energy and food”
Total impact of external factors® 18 25 25 08 02 -13 -13
HICP excl. the contribution of energy, 038 1,0 0,6 -0,5 -0,1 -0,2 0,1
food, indirect taxes and air passenger transport
Sources: (ystat, CBC calculations.
Notes:
(1) Includes impact of new indirect taxes.
(2) Itincludes taxes on production and imports in the categories of inflation excluding energy and food
(3) Itincludes the effect of energy, food, indirect taxes and air passenger transport (rows 1,2,4,5a ka1 6).

is considered structural, led to a negative
contribution to inflation of around 0,5 per-
centage points in 2016, which is not ex-
pected to continue to the same extent in
the future.

The remaining categories of HICP, other
than the sub-category of unprocessed food
and air passenger transport, were signifi-
cantly affected by a number of additional
indirect taxes. As shown in Table 1, the ef-
fect of indirect taxes on the HICP excluding
energy and food, which is presented sepa-
rately, reached its highest level in 2012 and
2013. The effect of indirect taxes on the
HICP is classified, according to standard
practice, under exogenous factors influ-
encing HICP.

Taking into account the effect of the
aforementioned factors, the "underlying"
inflation measure?, namely the measure
that excludes exogenous and transitory ef-
fects, had the lowest value in 2013 at -0,5%
(Table 1). Since then, it has followed a trend
close to zero. The trajectory of this inflation
measure, reflects the recession that the
economy experienced during 2012-2013.

In fact, the underlying inflation measure
after 2013, when it fluctuated around zero
and well below the 2% target set by the
ECB, seems to have been influenced by the
path of wages which, mainly as a result of
the economic adjustment programme, suf-
fered significant reductions up to 2016Q1.
This led to a decrease in production costs

2. Inthis case, the underlying inflation rate is calculated as the HICP excluding the contribution of energy, food, indirect

tax and air passenger transport.
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CHART 2 Prices and consumption
(annual change, %)

— HICP == real private consumption
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Source: Cystat.

CHART 3 Prices and wages
(annual change, %)

— HICP excl. the contribution of energy, food,
indirect taxes and passenger air transport
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Sources: Cystat, CBC calculations.
Note: In this case the underlying inflation is calculated as the HICP excluding the
contribution of energy, food, indirect tax and air passenger transport.

thus restraining or pushing product prices
downwards.

The impact of wage reductions on
prices below the monetary policy target
can be characterised as an 'internal deval-
uation, where wage cuts result in an in-
crease in competiveness and hence a de-
cline in domestic product prices. This
process of internal devaluation presents a
difficult political choice in countries trying
to improve their competitiveness. At the
same time, it constitutes a policy substitute
for devaluating a country's currency, espe-
cially in a monetary union where member
states do not have an independent mone-
tary policy.

Chart 2 illustrates the quarterly fluctu-
ations of harmonised inflation, together
with the rate of change in private con-
sumption. As can be deduced from the
chart as well as from the correlation coeffi-
cient during the crisis period, there is no
significant correlation between consump-
tion and inflation, which is a clear indica-
tion of the absence of a negative cycle be-
tween consumption and inflation.

By contrast, there is a significant corre-
lation between wage changes and sub-
dued underlying inflation (0,7) for the pe-
riod between the 2010Q1 and 2016Q2
(Chart 3).

The effect of wage reductions on the
competitiveness of Cypriot products is re-
flected in the change of unit labour costs
in Cyprus (compared with the correspon-
ding EU indicator) shown in Chart 4 (p. 27).
This chart highlights the importance of re-
ducing production costs, which is reflected
in the path of inflation.

Given the above, it can be deduced that
the negative inflation in Cyprus over the
last two years is mostly related to external
factors and the reduction in production
costs rather than to a self-sustaining vi-
cious cycle of price and consumption re-
ductions. It is also expected that, while
wage reductions have begun to be re-
versed, the economy will returnin 2017 to
a more normal operating environment,
with positive underlying inflation. This
view is supported by the already observed
increases in oil prices, which will lead to
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CHART 4 Unit Labour Costs CHART 5 Household expectations for future
(index) major purchases in the next 12 months

-=- Cyprus — euroarea

difference between positive
and negative answers
ey
o
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Source: European Commision.
Sources: CBC, SDW (ECB). Note: Seasonaly adjusted data.

more positive changes in the HICP. It is also
supported by the sentiment of households
for the coming quarters, as shown by con-
fidence indicators (Chart 5), according to
which an increase in major purchases (e.g.
furniture, electronic/ electrical equipment)
is expected.

In conclusion, based on the CBC esti-
mates published in this Bulletin (p. 49),
the economy in 2017 is expected to record
positive inflation, affected mainly by the
ongoing recovery of domestic demand,
in particular new investments, private
consumption and the expected increase
in wages. This forecast is also influenced
by the expected unwinding of the nega-
tive factors which affected inflation last
year as well as by the assumption that no
other external factors will influence the
CPI negatively.
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their secondary effects on domestic prices, as
well as the structural changes in the domestic
economy, such as the downward adjustment
in domestic wages followed by lower produc-
tion costs. At the same time, the entry of new
air carriers in the market and the resulting in-
creased competition, has led to lower air tran-
sport prices compared with the respective pe-
riod of 2015. This reinforced the downward
trend in inflation. Overall, all the above resulted
in anincrease in supply, resulting in a reduction
in the general level of prices.

Analytically, in the first ten months of 2016
domestic inflation based on the Consumer
Price Index (CPI) remained negative at -1,6%,
but less negative compared with the corre-
sponding period of 2015 when it reached -
2,2%. HICP inflation fluctuated at slightly less
negative levels recording a decrease of -1,4%
in the first ten months of 2016 compared with
-1,7% in the corresponding period of 2015
(Chart A.9). Note that, during this period, ne-
gative inflation was recorded in the categories
of energy, services and processed food, while
non-energy industrial goods inflation remai-
ned unchanged. On the other hand, positive
inflation was recorded by the unprocessed
food category, amid bad weather conditions
in early summer of 2016.

Inflation excluding energy in the first ten
months of 2016 recorded a decrease of 0,5%
compared with -0,3% in the corresponding pre-
vious ten months (Chart A.10). Similarly, exclu-
ding food and energy (which in total represent
about 33% of the overall HICP), inflation stood
at -0,9% in the period under review compared
with -0,5% in the corresponding period of the
previous year (Chart A.10). The deterioration

CHART A.9 Consumer price index

(annual change, %)

== HICP — CPI (national definition)
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CHART A.10 Inflation in Cyprus (HICP)
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of domestic core inflation was mainly attributed
to reduced services prices, mainly lower air tran-
sport prices (see also Box 1, p. 13).

Monetary aggregates?

The economic recovery of the domestic finan-
cial sector continued in 2016Q3. The confi-
dence of depositors, both of non-residents
and, especially, residents, in the island's ban-
king sector has been restored to a large extent,
evidenced by the continuous positive annual
growth in domestic private sector deposits.
Deleveraging continued, with loans to the do-
mestic private sector in 2016Q3 registering
negative annual growth rates. At the same
time, however, there was an increase in new
loan contracts to both domestic households
and NFCs. This development is in line with the
significant pickup in economic activity and
the presence of a historically low interest rate
environment that has encouraged the conti-
nued demand for new loans by the domestic
private sector.

Considering the above, net lending to the
domestic private sector (Chart A.11) at the
end of September 2016 recorded an annual
growth rate of -1,3% compared with -1,1% at
the end of June 2016 and 0,6% at the end of
2015Q3, due to higher net repayments, follo-
wing the acceleration in the number of suc-
cessful loan restructurings.

In particular, the annual growth rate of
loans to domestic NFCs (excluding special
purpose entities - SPEs) fell to -2% in Se-
ptember 2016, from -1% in June 2016 and
0,7% in September 2015 (Chart A.11). Re-
garding households, the annual growth rate

3. For a detailed explanation of the methodology and tech-
nical analysis of monetary aggregates, see the Technical
Notes on p. 74.

CHART A.11 Loans to the domestic private sector
(annual change, %)

=== households

== non-financial corporations
—— domestic private sector
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Source: CBC.

CENTRAL BANK OF CYPRUS

29

g =
3 ©
]
o
2
3 8
3
°
3
=

suondafoid




B ECONOMICBULLETIN DECEMBER 2016

of loans to domestic households was also
negative and stood at -0,8% at the end of
2016Q3 compared with -1% at the end of
2016Q2 and -0,5% at the end of 2015Q3 (Ch-
art A.11, p. 29 and Table A.2). Negative an-
nual growth rates were also recorded by all
the sub-categories of loans to households
(Table A.3).

At the same time, according to the October
2016 Bank Lending Survey, credit standards
for loans to both households and NFCs remai-
ned unchanged in 2016Q3 compared with the
previous quarter. In contrast, net demand for
loans by households and NFCs have continued
to increase since early 2015. Looking forward,
a further increase in net demand by all loan
categories is expected by the participating
banks for 2016Q4, while credit standards are
expected to remain unchanged in all loan ca-
tegories (Table A.3).

As regards deposits, the continued inflow
of deposits, particularly by residents (exclu-
ding SPEs), is in large part the result of a re-
storation of investors’ confidence in the Cyprus
banking system. The positive developments
in the banking sector are expected to contri-
bute significantly to a further recovery of the
domestic economy. Specifically, the deposits
of the domestic private sector in September
2016 recorded an annual increase of 6,8%
compared with 5,5% in June 2016 and 1,2%
in September 2015 (Chart A.12).

In detail, the annual growth rate of do-
mestic household deposits stood at 2,4%
at the end of 2016Q3 compared with 1,5%
at the end of 2016Q2 and 0,5% at the end
of 2015Q3 (Chart A.12 and Table A.4, p.
31). At the same time, deposits of domestic

TABLE A.2 Loans to domestic households ("2

Outstanding Annual percentage change
balanceas 2015 2015 2015 2016 2016 2016
%oftotal® June Sep. Dec. Mar. June Sep.

Domestic households 100,0 10 05 -09 -09 -0 08

1. Consumer credit 12,6 17 07 -08 -05 -08 -05

2. Lending for house purchase 55,3 18 16 19 17 12 09

3. Other lending 321 0,5 13 07 0 -07 -07
Source: (BC.

(1) Sectoral dlassification is based on ESA 2010.
(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.

TABLE A.3 Summary of the October 2016 BLS results

Cyprus Euro area
2016Q3 2016Q4 2016Q3 2016Q4
Credit standards for loans (expectations) (expectations)
=Enterprises Unchanged  Unchanged Broadly  Tightening
unchanged
Households
- Housing loans Unchanged  Unchanged Easing Easing
- Consumer credit Unchanged  Unchanged Easing Broadly
and other lending unchanged
Demand for loans
Enterprises Increase Increase Increase Increase
Households
- Housing loans Increase Increase Increase Increase
- Consumer credit
and other lending Increase Increase Increase Increase
Sources: CBC, SDW (ECB).
Note: The above results list the changes that occurred in the last three months (in this case the
2016Q3), and the changes that are expected for the next three months (i.e. 2016Q4). Recall that
the measure used for the statistical analysis of this research was the diffusion index.

CHART A.12 Deposits of the domestic private sector

(annual change, %)

== non-financial corporations === households
—— domestic private sector

Jan. July Jan. July Jan. July Jan. July Jan. July
2012 2013 2014 2015 2016

Source: CBC.

CENTRAL BANK OF CYPRUS 30

suondafoid

g =
3 ©
]
o
2
3 8
3
°
3
=




B ECONOMICBULLETIN DECEMBER 2016

in September 2016 compared with 27,8%

in June 2016 and 6,3% in September 2015. Outstanding Annual percentage change
balanceas 2015 2015 2015 2016 2016 2016
Although the annual growth rate of NFC %oftotal® June Sep. Dec. Mar. June Sep.
deposits has increased, one should note  |Domestichouseholds 1000 15 05 04 06 15 24
L. Overnight 23 31 82 84 91 86 88

7

that the stock of the sector’s deposits is still With agreed maturity 720 08 01 12 16 08 02
relatively |0W. up to 2 years 69,2 0,1 07 05 -12 -03 02
. A . over 2 years 28 -173 <170 -152 -109 -113 -0,7
A recovery in total deposits of non-resi- Redeemable at notice 57 223 155 66 01 61 77
dents (including SPEs) is also evident, as up to 3 months 44 183 N0 16 43 110 127

over 3 months 13 -312 0 -259 -189 -110 -70 65

positive annual growth rates have been
continuously recorded since February 2016. | e 0 edonEsa0
In particular, the annual growth rate of non- | Bt et g axrunis
residents deposits (including SPEs) stood
at 0,5% in September 2016 compared with
5% in June 2016 and -4,2% in September CHART A.13 Deposits of non-residents: Cyprus
2015 (Chart A.13). It should be noted that il change %)
the significant fluctuations that are often — non-financial corporations == households
recorded by this sector are not only related [ torldepostts
to the large amount of deposits but also to
the short period of time these remain in
the banking sector. B
Despite these positive signs, the banking 30
sector is still faced with the very high level of ey T
NPLs, although significant progress has been oz T o o sois T sote
made in the past two years. With legislative Source: CBC.
reforms providing an incentive for both len-
ders and borrowers to accelerate sustainable
restructurings, the first positive results are al-
ready visible. Latest available data show a
continuation of the downward trend in the
level of NPLs that started in February 2015.
In particular, from December 2014 up to Au-
gust 2016 (latest available data) the level of
NPLs decreased by €2,8 billion, whilst the rate
and amount of restructured loans increased
significantly. The successful resolution of this
issue is expected to fully restore investors’
confidence and to reduce the additional bur-
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den on banks’ capital and profitability. This
would allow for an increase in the supply of
loans to the private sector, with positive con-
sequences for the financial system and the
economy as a whole.

Interest rates

The interest rate environment in Cyprus has
stabilised after the sharp downward trend
observed over the last 18 months. Dome-
stic interest rates remain at historically low
levels, largely due to the microprudential
measures taken by the CBC to reduce the
deposit interest rates, coupled with the ac-
commodative monetary policy that is being
followed by the ECB. As a result, the spreads
between the domestic and the correspon-
ding euro area interest rates narrowed con-
siderably relative to their long-term avera-
ges. Indicatively, at the end of September
2016, the lending rate spread stood at 118
and 162 basis points for housing and NFC
loans, respectively, compared with 129 and
173 basis points in September 2015 (Chart
A.14 and A.15).

Average lending rates in Cyprus for new
euro denominated loans settled at low levels
during the last quarter, both for households
and NFCs. In September 2016, the average in-
terest rate for housing loans, consumer and
other loans to households stood at 2,97%,
4,39% and 3,84%, respectively (Table A.5, p.
33). For the same period, the cost of new len-
ding to NFCs for amounts up to €1 million and
over €1 million was at 3,97% and 3,86%, re-
spectively (Table A.6, p. 33). It should be noted
that the lending rates partly reflect the lower

CHART A.14 MFl interest rates on euro-denominated
housing loans (new business) to euro area

households
(% per annum, period averages)
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CHART A.15 MFI interest rates on euro-denominated
loans (new business) up to €1 million to euro area

non-financial corporations "
(% per annum, period averages)
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interest rates offered by banks in their restruc-

tured performing loan portfolio. nated loans (new business) to euro area households "
(% per annum, period average)

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

Deposit rates also remained relatively
stable during the period under review (Ta- Floating rate and up to 1 year
. initial rate fixation
ble A.7, p. 34). In particular, the average Bank Consumer  Lendingfor  Other
: : overdrafts @ Credit house purchase  lending
new deposit rate for households with an T E— 7 T S5 ¥
agreed maturity of up to one year stood July 572 438 3.4 429
. Aug. 5,68 4,380 3,35 4,06
O O o’ I l r
1,49% in September 2016, from 1,54% at Sep. 563 438 336 s
the beginning of the year, while the rate Oct. 5,62 4,56 337 4,06
Nov. 5,60 433 337 431
for NFCs stood at 1,23% from 1,33% at the Dec 557 458 328 417
beginning of the year. The average new de- |21 Jan. 5,56 443 337 462
] ) Feb. 5,55 438 312 434
posit rate for households with an agreed Mar, 552 447 311 391
maturity between one and two years stood Apr. 349 436 313 438
) May 5,49 449 3,09 414
at 2,14% compared with 1,97% at the be- June 546 447 2,99 391
A . July 5,44 401 294 39
ginning of the year. As shown in Charts g 546 43 304 36
A.16 (p. 34) and A.17 (p. 35), the spreads Sep. 542 439 297 3,84
between deposit rates in Cyprus and euro Source: CBC.
. (1) Including non-profit institutions serving households.
area hOUSQhOIdS and NFCS dld not record (2) For this instrument category, new business refers to end-of-period.

substantial changes, standing at 97 and 111

basis points, respectively. The relatively hi-

gher domestic rates over average euro area

rates supported bank liquidity via deposits, to euro area non-financial corporations
. . . . (% per annum, period average)

which remain the main form of funding of
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TABLE A.6 Cyprus MFl interest rates on
euro-denominated loans (new business)

the banking system. Floating rate and up to 1 year
.. initial rate fixation
In summary, the domestic interest rate Bank Other loans up to Other loans over
regime has stabilised to a large extent and overdrafts © €1 million €1 million
. ) 2015 June 5,48 454 457
is expected to remain at generally low le- July 5,46 445 433
vels as the ECB continues with its expan- g‘”g- 2‘3‘1 12? i;g
. . ep. , , ,

sionary monetary policy stance. The favo- 0t 531 431 443
; ; Nov. 527 474 3,88

urable interest rate environment also Dec o3 i 4%
appears to be helping in the management |21 Jan. 521 446 372
f th isting | tracts bet Feh. 5,17 436 3,88
o e existing loan contracts between Mo 512 439 330
banks and the private sector, and is expec- Apr. 5,08 414 461
. . May 5,04 412 3,84

ted to act as a catalyst in the efforts for pri- Tune 497 13 376
vate sector deleveraging and bank balance July 493 48 371
] Aug. 490 39 3,88
sheet improvement. Sep. 4,38 3,97 3,86

Source: (BC.
(1) For this instrument category, new business refers to end-of-period.
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Labour costs TABLE A.7 Cyprus MFI interest rates on euro-denomi-
nated deposits (new business) by euro area residents

(% per annum, period average)

Labour costs exhibited a marginal increase

in 2016H1 compared with the correspon- Non-finandial
. . . Households™ corporations
ding period of 2015, in the context of con- With agreed
tinuing labour market adjustment. Specifi- __ maturity
. . Over1
cally, nominal total wages and social and With agreed
. . . Upto  upto maturity u
contributions per worker (compensation Overnight® Tyear  2ypars  Ovemnight® 101 yeur.
per employee) increased by 0,2% in 2016H1 | %15 June 0B 16 23 02 133
- ] July 02 166 212 023 1
compared with a decrease of 0,5% in the Aug. 021 159 212 021 1,56
: ; Sep. 021 15 2,0 019 157
corresponding period of 2015 (Chart A.18, ot o T o1 T
p. 35). This development resulted from an Nov. 021 151 209 018 153
. . . Dec. 021 15 197 019 1,49
0 , , , ) ,
annual increase of 2% in compensation per |5 00 TR 018 33
private sector employee due to increases Feb. 019 153 180 016 1,36
) . i Mar. 019 152 B 0,15 136
observed in specific sectors?, which was lar- Apr. 019 158 178 016 151
gely offset by the annual reduction of 3,7% May 019 149 21 0,17 134
) ) ] June 018 149 28 016 145
recorded in compensation per public em- July 018 15 207 0,14 139
. . . Aug. 018 15 24 0,15 1,30 :

. - g r ’ ' ’ 2 =
ployee. This de\'/elopment inthe pl.Jb|IC sec o 0 R 0 23 235
tor compensation per employee is due to ~.—; H

. . . Source: (BC. -]
the red uctionin gratl-“ty payments related (1) Including non-profit institutions serving households. § §
to Staff retirements that are associated Wlth (2) For this instrument category, new business refers to end-of-period. 5 A

lower wage benefits in conjunction with

the continued freeze of general and inde- CHART A.16 MFI interest rates on euro-denominated
. . deposits (new business) by euro area households!"
xed wage increases until end-2016. As re- (% per annum, period averages)
gards the sectoral breakdown, the marginal
. . . . - Cyprus e @uro area
increase in nominal compensation per em- 70 -
6,5
ployee is explained by developments in the gg 1
tertiary sector. This sector accounts for 45 1
about 83% of total employment, with the 35
. 2,5 A
relevant compensation per employee re- ?g;
maining unchanged in 2016H1. An annual 03 1
change of—2,2% and 2,2% was observed in Jan. May Sep. Jan. May Sep. Jan. May Sep. Jan. May Sep. Jan. May Sep.
2012 2013 2014 2015 2016

nominal compensation per employee in the Source: SOW (CEO).

. . (1) With agreed maturity up to 1 year
primary and secondary sectors, respecti-
vely, in the period under review.

Real compensation per employee registe-

4. These sectors are those of financial and insurance activities,
wholesale and retail trade, transport, accommodation and
food service activities, construction, professional, scientific
and technical activities and administrative and support
service activities.
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red an annual increase of 2% in 2016H1, com-
pared with 1,2% in the corresponding period
of 2015, mainly reflecting the decline in the
general price level. Productivity, measured as
the change in real GDP per person employed,
recorded an annual increase of 0,6% in
2016H1, compared with an increase of 0,4%
in the corresponding period of the previous
year (Chart A.19).

Unit labour costs, determined by the
ratio of the change in nominal compensa-
tion per employee to productivity change,
recorded an annual decrease of 0,4% in
2016H1, following a reduction of 1% in the
corresponding period of the previous year
(Chart A.20, p. 36). In contrast, unit labour
costs in the euro area recorded an increase
of 0,7% in 2016H1, compared with an in-
crease of 0,2% in the corresponding period
of the previous year. Unit labour costs is
an important indicator of competitiveness
for an economy and reflects the cost of la-
bour per unit of output. The unit labour
costs index reveals that it has been lower
for Cyprus than for the euro area since
2012, which demonstrates the improve-
ment in competitiveness of the Cyprus
economy due to the significant reduction
in nominal compensation per employee,
with a consequent reduction in the prices
of goods and services. In particular, the
unit labour costs index was 12 percentage
points below the respective euro area in-
dex in 2015. This development is entirely
attributable to the reduction in nominal
compensation per employee recorded in
2015 compared with an increase observed
in the euro area.

CHART A.17 MFl interest rates on euro-denominated
deposits (new business) by euro area non-financial

corporations ("
(% per annum, period averages)

=== Cyprus e euro area
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Source: SDW (CBC).
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CHART A.18 Nominal compensation per employee
by sector

(annual change, %)

e total === secondary — tertiary
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CHART A.19 Productivity and real compensation

per employee
(annual change, %)
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2.2 Domestic Competitiveness and the CHART A.20 Unit labour costs: Cyprus and the euro
area
Balance of Payments (sl change,5)
Effective exchange rate - Gyprus == euroarea
3 .
2 4
Chart A.21 shows the effective exchange rate ! M
0 LN S
(EER) of the euro in Cyprus in nominal (NEER) Al N
and real (REER®) terms, as calculated by the 2
-3 . ’
International Monetary Fund (IMF). In 4]
2016HT1, the NEER index strengthened, while S
QT @2 B ¢ Q1 @2 B ¢ Q @2 6 ¢ @ 6 ¢ o @
the REER index stabilised at low levels, rela- 2012 2013 2014 2015 2016
tive to the recent past few months. Overall, Source; SDW (ECB).

in 2016 the trend of the REER index as well
as the widening gap between the NEER and
REER index was mainly attributed to dome- (Base year 2010=100)
stic developments, specifically to the lower
inflation recorded in Cyprus compared with o]
its trading partners. 1004
The REER index, the inflation rate and
unit labour costs are important measures
of the competitiveness of an economy. For
example, higher unit labour costs and hi- )
gher REER in Cyprus compared with com- oz o o dos T Gore
peting countries suggest that domestic ex-
ports may be less price competitive. In
general, inflation is related to, among other
factors, both variables mentioned above
and therefore also reflects the degree of
competitiveness of the Cypriot economy.
The adoption of measures affecting salaries
and other benefits both in the public and
private sectors have reduced unit labour
costs for the whole economy, while the sta-
bilisation of the REER index at low levels
has improved the competitiveness of Cy-
prus and supported the recovery of the
economy in the medium term. Tourism is

CHART A.21 Real and nominal effective exchange
rates (IMF weights)
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Source: IMF.

5. The effective exchange rate index in Cyprus in real terms
(REER) is calculated by taking into account the trade rela-
tions between Cyprus and its 26 main trading partners
(countries).
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one of the sectors that have been affected
the most by the reduction in unit labour
costs as well as by the stabilisation of the
REER index for the euro (see Tourism, p. 40).

Balance of payments

The reporting of external trade statistics has
been substantially altered in light of the new
methodological and statistical changes®. These
statistics, especially in the case for exports and
imports of goods, do not reflect the economic
fundamentals of the domestic economy as a
result of the inclusion of the economic transfer
of mobile transport equipment by the ship
owning SPEs registered in Cyprus. These tran-
sactions do not affect nor are affected by do-
mestic developments.

The current account recorded a deficit of
€409,1 million (or 4,8% of GDP) compared with
a deficit of €444,8 million (or 5,2% of GDP) in
2015H1 (Table A.8). However, excluding the
transactions of ships, the 2016H1 current ac-
count deficit worsened.

More specifically, the trade deficit of goods
worsened, reaching €1.691,9 millionin 2016H1
compared with a deficit of €1.521,6 million in
the corresponding period of the previous year.
The widening of the trade deficit of goods was
mainly due to the increase of imports of goods
and more specifically to the import of one ya-
cht valued at €563,4 million in May 2016. Ex-
cluding the transactions of ships, the trade
deficit of goods worsened further, as a result
of the import of the yacht. As far as merchan-

6. With the introduction of the ESA 2010 and BMP 6 statistical
methods, total imports and exports of Cyprus include,
among other things, the economic transfer of mobile trans-
port equipment and activities of ship owning SPEs. More
information is provided in Box 1, p. 13 in the December
2014 Economic Bulletin.

TABLE A.8 Balance of payments (main categories)

(€ million)

Jan.-June Jan.-June
2015 2016  Change
Current account balance -444,8 -409,1 35,7
Goods and services balance -130,1 60,6 190,7
Trade balace -1.521,6 -1.691,9 -170,3
Exports of goods 1.417,8 1.397,2 -20,6
Imports of goods 2.939,4 3.089,1 149,7
Services balance 1.391,5 17525 361,0
Exports of services 3.730,4 3.896,2 1658
of which:
Transport 1.150,5 1.154,2 3,7
Travel 779,7 886,3 106,6
Insurace and pension services 18,8 440 25,2
Finanacial services 1.095,2 1.070,2 -25,0
Other business services ma 103,6 -78
Imports of services 2.338,9 2.143,7 -195,2
of which:
Transport 613,1 657,5 444
Travel 4258 465,5 39,7
Insurace and pension services 52,7 62,6 99
Finanacial services 3889 364,8 =241
Other business services 308,6 1669  -141,7
Primary income ( net) -70,5 -269,0 -198,5
Secondary income (net) -244.1 -200,7 43,4
Source: (BC.
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ting is concerned, revenues amounted to
€81,7 million in 2016H1, €29,7 million lower
than in the corresponding period of 2015.

The surplus of the services account in
2016H1 increased significantly and reached
€1.752,5 million, compared with €1.391,5 mil-
lion in 2015H1, as a result of the increase in
exports as well as the decrease in imports of
services.

Exports of services increased by 4,4% (or
€165,8 million) in 2016H1, reflecting develop-
ments in the travel category (which includes
revenues from tourism). Revenue from tourism
recorded a significant increase of 13,7% ( or
€106,6 million) in 2016H1. The revenues from
tourism are expected to continue to record in-
creases in 2016H2 (see Tourism, p. 40). Increases
were also recorded in the category of insurance
and pension services as well as in telecommu-
nications, computer and information services.
Nevertheless, small decreases of the order of
2,3% (or €25 million) and 7% (or €7,8 million)
were recorded in the categories of financial ser-
vices and other business services, respectively.

Imports of services decreased by 8,3% (or
€195,2 million), mainly driven by the decreases
recorded in the categories of other business
services (45,9% or €141,7 million), the charges
for the use of intellectual property (67,7% or
€56,8 million) and, to a lesser extent, to de-
creases in financial services (6,2% or €24,1 mil-
lion). It should be noted that increases were
recorded in the categories of transport and
travel - 7,2% (or €44,4 million) and 9,3% (or
€39,7 million), respectively.

In the period under review, the primary in-
come account (which mainly includes income
from employment and investment) recorded
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a larger deficit, of the order of €269 million
compared with €70,5 million in the correspon-
ding period of 2015. This development was
mainly driven by the category of foreign direct
investments, as the amount of interest recei-
ved decreased while at the same time the
amount of interest paid increased. The deficit
in the secondary income (which mainly inclu-
des current transfers) improved, mostly due
to the decrease in the government contribu-
tion to European funds. The current account
deficit in 2016H1 was mainly financed by pri-
vate sector borrowing.

The net international investment position
(IIP) of Cyprus has been negatively affected
by the implementation of the new statistical
standards in 2014, i.e. the European System
of Accounts, 2010 (ESA 2010) and the Balance
of Payments and International Investment Po-
sition Manual of the IMF, sixth edition (BPM6).

More specifically, the deterioration in the
[IP was triggered by the adoption of the me-
thodological changes and the implementation
of the new statistical standards as well as the
inclusion of the economic transfer of mobile
transport equipment of ship owning compa-
nies. These companies, i.e. SPEs, have signifi-
cant financial liabilities and in particular loans
which are mainly used for the purchase of sh-
ips. While these loans impact directly on net
IIP, the respective real assets (ships) do not,
thus creating an imbalance in the figures re-
ported. Most importantly, SPEs are not consi-
dered to present an immediate risk to the do-
mestic economy.

In 2015 there was a significant improve-
ment in net IIP. More specifically, the net lIP in
2015 was negative at €23 billion or 130,3% of
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GDP.In 2016H1 the net IIP amounted to -€21,5
billion or -119,8% of GDP. Excluding the tran-
sactions of ship owning SPEs, the net IIP in
2015 registered an improvement of 75 per-
centage points and amounted to -€9,7 billion
or -55,2% of GDP, while in 2016H1 the impro-
vement was 73 percentage points and the IIP
amounted to -€8,4 billion or -46,7% of GDP,
which is close to the threshold of the European
Commission. The significant improvement in
net IIP was mostly driven by the drop in liabi-
lities due to price changes.

Tourism

The tourism sector proved to be one of the
most important pillars of the Cyprus economy.
Efforts to penetrate into new markets, parti-
cularly in other European countries as well as
countries of the Middle East and Asia, seem
to have been successful, while the promotion
of new types of tourism products continues.
According to available data, in the first ten
months of 2016 tourist arrivals increased si-
gnificantly by 20,3% relative to 7,4% in the
corresponding period of the previous year.
Also revenues from tourism until August 2016
increased by 13,3%. As a consequence, the
per capita expenditure of tourism decreased
by 4,7% during the first eight months of 2016
(Table A.9 and Chart A.22). This is attributed
to the decrease of 1,2% in daily per capita ex-
penditure rather than the decrease in the ave-
rage length of stay from 9,9 to 9,5 days.
Arrivals for October confirmed to a large
extent that the efforts made to extend the to-
urist season and eliminate seasonality, have
been successful. At the same time, the external

TABLE A.9 Tourism

Tourist receipts  Expenditure

Tourist arrivals

(thous.) (€million)  perperson (€)

2014 24412 20234 8289
2015 2.659,4 21121 794,2
annual % change 89 44 -4,2
2015 Jan.- Aug. 1.842,7 1.431,5 7769
2016 Jan.- Aug. 2.196,0 1.625,6 740,2
annual % change 19,2 13,6 -4,7
2015 Jan.- Oct. 24730 - -
2016 Jan. - Oct. 29744

annual % change 203

Source: (ystat.

CHART A.22 Tourist arrivals and receipts

(annual change, %)
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- receipts ===

arrivals
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Source: Cystat.
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environment, such as political developments
in Turkey, had a positive impact on tourist ar-
rivals. More specifically, in the first ten months
of 2016, arrivals from Russia increased by
20,7%, 48% from lIsrael and 11,8% from the
UK. Increases were also registered by almost
all of the European countries. Based on the
tourist performance so far, it is likely that 2016
will be a record year for tourist arrivals, pro-
bably exceeding three million people.

2.3 Domestic Demand, Production and
the Labour Market

Quarterly national accounts

The Cyprus economy recorded positive gro-
wth of 2,7% in 2016H1 compared with 0,8%
in the corresponding period of 2015. More re-
cent preliminary data for 2016Q3 point to
year-on-year growth of 2,9%, with growth re-
aching 2,8% in the first nine months of 2016.
Specifically, the growth recorded in 2016H1
(Chart A.23(a) and A.23(b)) is attributable to
an improvement across all GDP expenditure
sub-categories, except for public consum-
ption. It should be noted that the 2,7% incre-
ase in private consumption was mainly driven
by the stabilisation of the economic environ-
ment and the restoration of confidence in the
Cyprus economy. Most importantly, exports
of goods and services increased by 5,5%, with
historically high levels recorded in the tourism
sector (see Tourism, p. 40). Excluding the tran-
sactions of ships’, exports of goods and servi-

7. With the introduction of the ESA 2010 and BPM 6 statistical
methods, total exports and imports of Cyprus as well as
gross fixed capital formation include, among other things,
the economic transfer of mobile transport equipment and
activities of ship-owning SPEs, which affect the GDP expen-
diture sub-categories but due to the statistical recording
do not affect the GDP growth rate.

-20

CHART A.23(a) Quarterly GDP growth

(expenditure categories)
(annual change, %)

e private
consumption

=== public
consumption

gross fixed capital formation
(right-hand axis)
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CHART A.23(b) Quarterly GDP growth
(expenditure categories)

(annual change, %)

== exports of goods and services
--- imports of goods and service

R
2012 2013 2014 2015 2016

Source: Cystat.
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ces recorded an even greater increase. With
respect to imports, an increase of 3,7% was
recorded in the period under consideration
which, however, includes the import of a yacht
with a nominal value of €563 million. Exclu-
ding the transactions of ships (see footnote
7), imports increased to a greater extent. Gross
fixed capital formation rose by 18,5%, mainly
as a result of the positive performance recor-
ded in the investment category of transport
equipment and, in particular, due to the pur-
chase of the aforementioned yacht.

As regards economic growth from the pro-
duction side, the most significant contribu-
tions in 2016H1 emanated from the sectors
of wholesale and retail trade, transport, ac-
commodation and food service activities (wh-
ich together contributed 1,1 percentage
points to GDP), professional, scientific and te-
chnical activities (with a contribution of 0,4
percentage points) as well as construction
(with a contribution of 0,4 percentage points).
At the same time, a negative contribution
arose from the sector of financial and insu-
rance activities of the order of 0,3 percentage
points, attributable to loan deleveraging wi-
thin the context of the ongoing restructuring
of the banking sector and the adjustment of
private sector balance sheets. In light of more
recent preliminary data, the acceleration in
growth over 2016Q3 was also attributable to
the aforementioned sectors.

The most recent economic indicators con-
firm the ongoing recovery in domestic demand.
Specifically, the Economic Sentiment Indicator
increased from 106,7 in December 2015 to
112,3 in October 2016, reaching a level similar
to that observed in July 2008 (Table A.10). The

5
3 o
8.8 0
2382
a3 8

=
sas
w3

=

TABLE A.10 Business and consumer surveys:
confidence indicators

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

2015 2016 2016 2016 2016
Dec. Mar. June Sep.  Oct.

ESI 1067 1089 1099 1101 1123
Industry -4 -3 2 -2 -2
Services 8 20 10 20 21
Consumer -10 -14 -7 -6 -3
Retail trade -2 -5 -6 0 4
Construction -30 28 -8 -24 -27

Source: European Commission.
Note: Seasonally adjusted data.
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turnover index of retail trade recorded a signi-
ficant improvement of 4,5% in the first eight
months of the year (Chart A.24). A notable in-
crease was observed in the sub-indices of con-
sulting and professional services. Also, registra-
tions of motor vehicles continued their upward
trend, increasing by 31,4% in the first nine mon-
ths of 2016, compared with the corresponding
period of 2015 (Chart A.25).

Regarding credit card expenditure, spen-
ding by Cypriot cardholders in Cyprus rose by
6,2% in the first nine months of 2016, compa-
red with the corresponding period of the pre-
vious year. It is worth mentioning that when
spending for oil purchases and government
services is excluded, the relevant credit card
spending registered an even greater increase
(8,7%). Spending by foreign credit cardholders
in Cyprus rose by 12,1% (Chart A.26) reflecting
the positive developments in the tourism sec-
tor (Chart A.22, p. 40).

The confidence index in the construction
sector has been improving, reaching its high-
est point in October 2016 since December
2008. The production index in the construc-
tion sector, although still fluctuating at very
low levels, shows the first signs of stabilisa-
tion, with the sector recording positive rates
of change as from 2015Q3 (see Real estate
market, p. 44).

As previously stated, there has been a si-
gnificant recovery in the tourism sector, regi-
stering large increases both in terms of arrivals
and receipts (see Tourism, p. 40). The profes-
sional services sector data available for 2016
relating to new company registrations in Cy-
prus, reveal the comparative advantage that
Cyprus has in providing relevant services (an

CHART A.24 Retail sales (excluding motor vehicles)
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CHART A.25 Registration of motor vehicles
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CHART A.26 Credit card spending

(cumulative annual % change from January)
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increase of 23,4% was recorded in the first
nine months of 2016).

At the same time, new lending by the ban-
king sector to the domestic private sector re-
corded a significant increase up until Septem-
ber 2016. However, growth remains in negative
territory, attributable mainly to the ongoing
efforts of both the private and banking sectors
to deleverage and adjust their balance sheets
(see Monetary aggregates, p. 29).

Real estate market

The real estate market in Cyprus is gradually
stabilising, while construction activity is re-
covering from very low levels. Demand for
properties is on an upward trend, something
which contributes to the slowdown of the
decreases observed in property prices. Ne-
vertheless, there are still challenges that need
to be addressed in the market, such as the
further reduction of non-performing loans
and the management of the portfolio of pro-
perties that have come into the ownership
of the banks.

Demand for properties, proxied by the sa-
les contracts deposited at the Department of
Lands and Surveys, is on an increasing trend.
Specifically, for the period January - October
2016, the total demand for properties recor-
ded an annual increase of 32,2% (Table A.11).
This increase reflected annual increases from
both locals and foreigners (37,4% and 18,1%,
respectively). It is noted that the above figures
include the debt-to-asset swaps between
banks and borrowers. Demand for new loans
is supported by the ongoing reduction in the
interest rates throughout the period January

TABLE A.11 Real estate sector

(annual change, %, unless otherwise stated)

Jan.-Oct. Jan.-Oct. Oct. Sep.  Oct.
2015 2016 2015 2016 2016
Local sales of cement -13 28,0 2,7 334 173
Sales contracts (total) 78 322 235 44 369
Sales contracts (locals) 8,0 374 36,4 63,6 40
Sales contracts (foreigners) 83 18,1 5,1 344 450
Building sentiment indicator
(average ofindex) 441 -27.8 -42,5 =242 -26,5
Property price expectations for the
next 3 months (average ofindex) -220 -5,0 -18,8 02 37
Price index of construction materials
(Period: Jan. - Sep. 2015 and 2016) -4 -2,2 -33 -1,1 n/a
Sources: (ystat, DLS, European Commission.
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- October 2016 and the fact that the lending
criteria for house purchases are unchanged,
as recorded in the CBC's Bank Lending Survey
(Chart A.27).

As regards the supply side, construction
activity continued to increase. According to
the index of production in construction, which
is published by the Cyprus Statistical Service
(Cystat), in 2016Q2 construction activity re-
corded an annual increase of 10,9%, which
was the fourth consecutive annual increase
following seven years of decreases. Local sales
of cement also increased on an annual basis
by 28% in the period January — October 2016.
At the same time, for the period January - Se-
ptember 2016, the annual reduction in the
price index of construction materials by 2,2%
will be beneficial for the recovery of construc-
tion activity.

Residential property prices, as recorded by
the CBC residential property price index (RPPI),
exhibited signs of stabilisation in 2016Q2. Spe-
cifically, in 2016Q2 prices decreased margi-
nally by 0,6% on a quarterly basis, which is a
smaller decrease compared with the 0,8% that
was recorded in the previous quarter. The fact
thatin the last few quarters the RPPI exhibited
either stabilisation or small decreases on a
quarterly basis, reflects the positive trend of
the sector. The index decreased by 1,7% on
an annual basis in 2016Q2 (Chart A.28).

As regards the prospects of the construc-
tion sector, various indicators point to cauti-
ous optimism for an increase in construction
activity since activity is still at low levels. Spe-
cifically, the number of authorised building
permits, which is considered to be a leading
indicator for the construction activity, recor-

CHART A.27 Lending criteria and interest rate

on housing loans

- interest rate on housing loans (%) (right-hand scale)
=== lending criteria for housing loans
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Note: The higher the positive number in the lending criteria series the tighter the criteria.

CHART A.28 House and apartment price indices
(annual change, %)
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ded an annual increase of 4,5% in the period
January - August 2016. During the same pe-
riod there were also increases in the number
of authorised building permits for dwellings
(7,4%), offices (2,1%) and for the division of
plots (8,2%). Furthermore, the building senti-
ment indicator, which is published in the Bu-
siness and Consumer Surveys of the European
Commission, averaged -27,3 during the pe-
riod January — October 2016 compared with
-44,1 in the same period in 2015 (Table A.11,
p. 44). The indicator of expectations for pro-
perty prices in the next three months was
also less negative in the first ten months of
2016 (on average -5) compared with the same
period in 2015 (on average -22). The indicator
of employment expectations in the construc-
tion sector was on average 0,1 during the pe-
riod January - October 2016, compared with
-6,4 in the same period in 2015. As a result of
the positive developments observed in all of
the above indicators and the deceleration re-
corded in the negative growth of the RPP],
then we would expect residential property
prices to increase, albeit marginally, in the
near future.

Labour market

In line with the growth in GDP, employment
recorded an annual increase of 2,1% in 2016H1
compared with an increase of 0,3% in the cor-
responding period of the previous year (Chart
A.29). Total hours worked also registered an
increase of 2,2% in 2016H1 compared with an
increase of 0,2% in 2015H1. As such, hours
worked per person employed remained un-
changed over 2016H1 compared with a mar-

CHART A.29 Unemployment and employment

== unemployment (as a percentage of the labour force)
employment (annual change, %)

R
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Source: Cystat (LFS).
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. o ; .
ginal decrease of 0,1% in the corresponding T T Ty —

period of the previous year. (number of unemployed, thousands)
An improvement was also recorded in
unemployment as a percentage of the labour — total ——Cypriots === non-cypriots

force on the basis of the Labour Force Survey %
(LFS), reaching 13,1% in 2016H1 compared “ 3\/\//\/\/\/\/\/\/\

with 16,1% in the corresponding period of the 30 1

previous year. It should be noted that in 21

2016Q2 the unemployment rate decreased si- [ S S A
gnificantly, reaching 12,1% compared with O o o oy Ou o o Ry Oa B o By 0o o Ao By O B Ao By 0.
14,6% in 2015Q2 and 14,1%in 2016Q1 (Chart 212 2013 2014 2018 2016

A.29, p. 46). According to the LFS, the rate 0f | ——
youth unemployment fell to 26,8% in 2016Q2
compared with 31,7% in the corresponding

quarter of 2015.
The reduction in unemployment is confir- CHART A31 Unemployment by duration
med by the number of registered unemployed e prEmaE e nalh sau e )
(Chart A.30), for which monthly data up to Oc-
tober 2016 is available. In particular, the num- |, T teshenomenths =es Gmonths and more
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ber of registered unemployed in October 2016 1; : L
registered an annual decline of 8,9% compared

with the corresponding month of 2015 (from
37.000 to 33.700 registered unemployed).

In times of economic crisis with prolonged
high levels of unemployment, it is very impor- R
tant to monitor the duration of unemploy- o o o i e
ment (Chart A.31). According to LFS data, the
unemployment rate with a duration of six
months and over decreased to 7,9% in
2016Q2, compared with a rate of 9,7% in the
corresponding period of the previous year. Ac-
cording to the latest registered unemploy-
ment figures from Cystat, the number of regi-
stered unemployed with a duration of six
months and over decreased to 1.729 people
in October 2016 compared with the corre-
sponding month of the previous year, which
is in line with LFS data.
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2.4 Domestic Fiscal Developments

The general government accounts recorded
a marginal deficit of 0,1% of GDP in 2015,
excluding the recapitalisation of the Coope-
rative Central Bank (CCB) amounting to €175
million (Chart A.32). As regards the first nine
months of 2016, fiscal performance conti-
nued to remain strong, as general govern-
ment accounts registered a budget surplus
of 0,8% of GDP, compared with a surplus of
0,6% over the corresponding period of the
previous year. Moreover, the primary balance
as a percentage of GDP registered a surplus
of 2,9% during January — September 2016,
compared with a surplus of 2,8% over the
corresponding period of the previous year
(Chart A.32).

Public revenues for the first nine months
of 2016 recorded an increase of 0,7% (Chart
A.33 and Table 12, p. 49) relative to the cor-
responding period of 2015, owing to positive
developments in the categories of “Current
taxes on income, wealth etc”and “Social con-
tributions” (Table 12, p. 49), which stem from
the noticeable improvements observed in
the labour market and in the economy in ge-
neral. It is worth mentioning that this incre-
ase was occurred despite the decline of
23,3% in “Property income” (Table 12, p. 49),
which reflects the lower CBC dividend to the
government. Finally, it should be noted that
a decrease in public revenues by approxi-
mately 0,4% of GDP is expected in the final
quarter of the year, as a result of the exten-
sive 75 percentage point reduction of the
immovable property tax, enacted by Parlia-
ment in July.

CHART A.32 Budget and primary balances of the
general government

(cumulative for the period as from Q1 as a percentage of GDP)

B budget balance M primary balance
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Sources: Cystat, CBC.

Note: The budget and primary balance of the general government for the 2014Q1
includes the equity injection to restore the capital base of the Cooperative Central
Bank (€1,5 billion).

CHART A.33 Total revenue and expenditure of the
general government

(cumulative for the period as from Q1, annual change, %)

= total revenue --- total expenditure
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Source: Cystat.

Note: Total expenditure for the 2014Q1 includes the equity injection to restore the
capital base of the Cooperative Central Bank (€1,5 billion).
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As regards public expenditure, a very small
decline of 0,1% of GDP was recorded during
the period January - September 2016 (Chart
A.33, p. 48 and Table 12), despite the fluctua-
tions registered in the different subcategories.
More specifically, the 4,3% increase in “social
transfers”, primarily due to increased redun-
dancy payments, was offset by reductions of
38,1% in “other capital expenditure” This was
the result of lower obligations for government
guarantees, while at the same time, further
reductions of 2% were recorded in “Compen-
sation of employees”.

The general government consolidated
gross debt-to-GDP ratio reached 107,5% in
2015. According to the latest available data
from Cystat, public debt stood at 109,6%
at the end of 2016Q3 (Chart A.34). It’s no-
teworthy that this increase occurred de-
spite a primary surplus ratio of 2,9% for the
period (Chart A.32, p. 48). Therise in public
debt was due to increased stocks of go-
vernment deposits, as the €1 billion bond
issuance that took place in July had still not
been fully utilised for the refinancing of
pre-existing debt.

3. Macroeconomic Forecasts for the
Cyprus Economy

This section analyses the updated CBC fore-
casts® prepared within the context of the Eu-
rosystem projections. The 2016 GDP projec-
tion has been revised slightly upwards
compared with the CBC forecast published in
the June 2016 Economic Bulletin, with econo-
mic growth expected to hover at around 3%

8. On the basis of the common assumptions adopted by the
Eurosystem.

TABLE A.12 Accounts of general government

Jan.-Sep. Jan.-Sep.
2015 2016 Change

(€ milion) (€ milion) %
EXPENDITURE
Intermediate consumption 4173 406,2 -2,
Compensation of employees 1.555,9 1525,2 -2,0
Social transfers 1.736,1 1811,3 43
Interest 399,4 381,8 -4.4
Subsidies 56,9 60,2 58
Other current expenditure 3053 2838 -7,0
Gross fixed capital formation 193,7 2215 144
Other capital expenditure 854 529 -38,1
Total expenditure 4.750,0 4.742,9 0,1
Total expenditure as a % of GDP 26,9 26,4
REVENUE
Taxes on production and imports 1.904,1 19337 16
Current taxes on income, wealth, etc 1.168,1 1.2049 3,2
Social contributions 1.081,6 1.1164 3,2
Other current resources 208,8 1833 12,2
Sales 3330 3300 -09
(apital transfers received 37 21 -
Property income 154,5 18,5 233
Total revenue 4.853,8 4.888,9 0,7
Total revenue as a % of GDP 27,5 27,2
Surplus (+) / Deficit (-) 103,8 146,0
Surplus (+) / Deficit (-) % of GDP 06 08

Sources: (ystat, (BC.

CHART A.34 General government consolidated
gross debt

(% of GDP)
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in the period 2017-2019. Recent economic in-
dicators, particularly in relation to the tourism
sector, as well as recent preliminary GDP data
exhibit a more positive trend than expected.
As regards inflation, gradual increases in pri-
ces over the coming years are projected. This
reflects the projected ongoing recovery of
the Cyprus economy, the expected increase
in oil prices in international markets as well
as the projected decline in other exogenous
factors that contributed to the decline in pri-
cesin 2016.

Prices: HICP

In 2016 inflation in Cyprus is expected to re-
main negative, reaching -1,2% compared with
-1,5% in 2015 (Table A.13), mainly attributed
to the continuing reduction in the prices of
certain goods and services as well as in the
price of oil. Inflation excluding energy is pro-
jected to be negative, reaching -0,5% in 2016
from -0,2% in 2015. Prices excluding energy
and food are expected to record negative ch-
ange of around 0,8% in 2016, in addition to
the fall of -0,4% in 2015, reflecting reduced
costs (mainly wages, salaries, energy and
rents) for businesses.

Over the period 2017-2019, inflation is ex-
pected to reach 0,9%, 1,5% and 1,6%, in each
of the respective years, influenced mainly by
the domestic economic recovery and the re-
bound of energy prices, with the latter expec-
ted to rise as a result of the very low base. Ex-
cluding energy, inflation is projected to reach
around 0,5%, 1,3% and 1,4% in 2017, 2018
and 2019.

TABLE A.13 HICP projections

(annual change, %)

2016f 2017f 2018f 2019f
HICP -1,2 09 15 1,6
HICP excluding energy -0,5 0,5 13 14

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

Following the recent encouraging GDP figures
for the first nine months of 2016, further im-
provement in the labour market is expected.
Employment is expected to continue to record
positive growth rates in 2016, following the
positive growth recorded since 2015Q1. Spe-
cifically, an increase of 2,1%, is expected in
2016 compared with an increase of 0,8% in
2015, reflecting the projected further impro-
vement in the economic climate and company
profits. Employment is expected to record an-
nual growth of 2%, 2,2% and 2,1%, in 2017,
2018 and 2019, respectively.

In line with the above, the unemployment
rate, as defined by the LFS, is expected to regi-
ster a further decline in 2016 reaching 12,8%,
down from 14,9% in 2015. Further improve-
ment is expected to be recorded in 2017 and
2018, reaching 10,7% and 8,8%, respectively,
with a further reduction to 6,9% in 2019. The
unemployment rate has followed a more mo-
derate path than the Troika's successive pro-
jections, mainly due to the significant reduction
in the number of foreign workers, the ongoing
recovery in employment and the wage flexibi-
lity demonstrated by the Cypriot labour market.
However, it is expected to remain at levels hi-
gher than the average unemployment rate re-
corded in the period prior to the crisis.

Nominal compensation per employee is
expected to record an increase of 0,3% in 2016
compared with a decline of 0,5% in 2015, due
to small increases granted in specific areas of
the private sector in line with the GDP reco-
very path. In the public sector, compensation
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per employee is expected to decline due to
the reduction in gratuity payments related to
retirements, a trend that is reflected in the
data relating to the period January-September
2016, in conjunction with the continuing fre-
eze of general and indexed wage increases
until end-2016. It should be noted that repla-
cing conscripts with professional soldiers in
the National Guard as from end-2016 is ex-
pected to lead to a minor increase in compen-
sation per public sector employee, with the
most significant impact observed in 2017. For
the period 2017-2019, further increases in no-
minal compensation per employee by 1,6%,
1,9% and 2,2% for each of the respective years
are expected. These developments are mainly
due to improved conditions in the domestic
economy as well as the subsequent improve-
ment in the labour market leading to growth
in private sector wages. The increase in com-
pensation per employee in the public sector
reflects the granting of general and indexed
wage increases in view of the expiration of
the period over which the complete freeze of
public wages and pensions has been in place.
Note that the non-renewal of the special con-
tribution, introduced in the form of a tax at
the beginning of the financial crisis in 2012,
will affect positively net wages as of 2017 for
both the public and the private sectors. More
generally, the increase in wages is expected
to affect positively both private consumption
and the savings of households, which used
their accumulated savings to smooth their
consumption over the crisis years.

Unit labour costs are, following the deve-
lopments in compensation per employee, ex-
pected to record a further reduction of 0,4%
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in 2016 following a decline of 1,5% in 2015.
Growth of 0,8%, 1% and 1,3% is projected in
2017,2018 and 2019, respectively.

National accounts

Based on the latest preliminary figures for the
first nine months of 2016, GDP registered a
year-on-year increase of 2,8%. The better-than-
expected path of economic recovery reflects
developments across almost all of the main
productive sectors. On the basis of available
data and in conjunction with leading econo-
mic indicators, the Cyprus economy is projec-
ted to exhibit a recovery of 2,8% in 2016 ove-
rall (Table A.14).

Specifically, real private consumption is
expected to record a further increase of 2,5%
in 2016 following a 1,9% rise in 2015, mainly
reflecting the increase in disposable income,
the reduction in interest rates, tax conces-
sions (such as the reduction in immovable
property taxation) as well as the increase in
employment. As regards public consum-
ption, a 0,5% contraction is expected, in ad-
dition to the 0,6% decline in 2015, due to
the reduction in intermediate consumption
and in gratuity payments related to retire-
ments. Gross fixed capital formation, which
has reached historically low levels, is expec-
ted to record a 19,2% increase in 2016, lar-
gely due to the significant one-off inve-
stments in transport equipment (import of
a yacht), but also attributable to the imple-
mentation of specific development projects
by the public and, more importantly, private
sectors. Exports of goods and services, which
remained unchanged in 2015, are expected

TABLE A.14 National accounts projections in real

terms
(annual change, %)

2016f 2017f 2018f 2019f
GDP 28 28 31 30
Private consumption 25 21 2,1 21
Public consumption -0,5 16 1,2 20
(Gross fixed capital formation 19,2 13 74 6,5
Exports of goods and services 44 26 34 34
Imports of goods and services 51 1,1 3,0 3,1

Sources: (ystat, CBC.
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to record an increase of 4,4% in 2016, driven
mainly by the increase in revenues from to-
urism, telecommunications, computer and
information services as well as transport. The
improvement in competitiveness, partly due
to the significant reduction in wages, pro-
duction costs as well as in the overall opera-
ting costs of businesses in recent years, have
contributed to the strong performance of
exports. Tourism is expected to record signi-
ficant increases both in terms of arrivals and
revenue, as evidenced by the available data
and by information regarding hotel occu-
pancy in the last few months of the year. At
the same time, tourism is expected to benefit
from the depreciation of the euro which is
likely to attract arrivals from countries ou-
tside the euro area, such as Russia. At the
same time, imports of goods and services
are expected to record an increase of 5,1%
in 2016, down from an annual increase of
2,1% in 2015, both driven by the import of a
yacht and the price of energy.

At the same time, the observed increase
in new loan contracts is expected to support
the economic recovery while the successful
completion of the economic adjustment pro-
gramme for Cyprus in March 2016 has streng-
thened, to some extent, investor confidence.
Furthermore, the recent upgrades of the so-
vereign rating by the main credit rating agen-
cies, has assisted the gradual return to the
markets. The continued consolidation of the
financial sector should also be noted, with the
latest available data on the level of NPLs de-
monstrating a significant decrease) a deve-
lopment which is expected to provide a fur-
ther boost to the economy.
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With the positive dynamics described
above, it is expected that GDP will record a
further recovery of 2,8%, 3,1% and 3% in
2017, 2018 and 2019, respectively. In parti-
cular, private consumption is expected to re-
cord an annual increase of 2,1% in all years
over the period 2017-2019, reflecting the re-
covery in disposable income. An annual in-
crease of 1,3% is expected in gross fixed ca-
pital formation in 2017, due to a 2016 base
effect attributable to the significant inve-
stments in transport equipment that largely
offset the significant investments in deve-
lopment projects. Further growth of 7,4%
and 6,5% is foreseen in 2018 and 2019. The
significant private investments that started
and are expected to be completed in the co-
ming years include the two marinas in Lar-
naca and Ayia Napa, the expansion of the
terminal for the management and storage
of petroleum products at Vasiliko as well as
other investments with financing from the
European Investment Bank and the Euro-
pean Bank for Reconstruction and Develop-
ment. Annual increases of 1,6%, 1,2% and
2% are expected to be recorded in public
consumption in the period 2017-2019, due
to the end of the wage freeze at the end of
2016, increases in public employment and
the increase in intermediate consumption.

Exports and imports are expected to in-
crease by 2,6% and 1,1% in 2017. Exports are
foreseen to increase further by 3,4% in 2018
and 2019, while imports are projected to re-
cord an annual increase of 3% and 3,1% in
2018 and 2019, driven by developments in
energy prices.
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Risk assessment of economic forecasts®

The forecasts for GDP (Table A.14, p. 53) and
HICP (Table A.13, p. 50) are considered to form
the baseline scenario. The confidence intervals
associated with the baseline scenario forecasts
are outlined in Charts A.35 and A.36, respec-
tively. The confidence interval concerning the
baseline forecast for HICP excluding energy is
shown in Chart A.37. The risks to the GDP fo-
recast are considered to be balanced, while
for HICP risks are considered to be tilted mar-
ginally to the downside as elaborated below.

In relation to GDP, downside risks relate to
a possible deterioration in external demand for
services, as a consequence of the unfavourable
economic situation that is expected to prevail
in the UK following the result of the referendum
of 23 June 2016 and in particular after the acti-
vation of Article 50 of the EU Treaty. In addition,
downside risks relate to a possible deterioration
in domestic credit conditions. Finally, slower
than expected progress in reducing the high
level of non-performing loans could negatively
affect economic activity.

In relation to upward risks, an increase in
net new loans beyond expectations could
contribute further to the economic recovery
and in particular private investment. Among
these private investment projects, the con-
struction of the casino stands out (not inclu-
ded in the baseline forecast) and the operation
of five smaller satellite casinos in 2017 that
are expected to contribute to the diversifica-
tion of the tourism product. Regarding public
investments, the implementation of several
new infrastructure projects and other ventures
benefiting from co-financing may lead to a

9. Forfurther information regarding the methodology of the
risk assessment of macroeconomic projections, see Eco-
nomic Bulletin, June 2015, p. 55.
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CHART A.36 HICP fan chart
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CHART A.37 HICP excluding energy fan chart
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further economic boost. Upside risks may also
arise from possible geopolitical developments
in the Mediterranean region which could have
a positive impact on tourism prospects by in-
creasing the number of tourist arrivals. Finally,
the exploration of new fields in the Cyprus Ex-
clusive Economic Zone related to the disco-
very of possible gas fields could lead to higher
revenues both directly and indirectly through
increased economic activity.

With respect to inflation, the main down-
side risks relate to a possible deterioration in
external demand for services. At the same
time, the potential for further reductions in
the price of oil, in conjunction with higher pri-
ces passed through to other goods and servi-
ces as well as secondary effects, could exert
downward pressure on the general price level.
In addition, downside risks relate to a dete-
rioration of domestic credit conditions.

The main upside risks relate to a better
than expected improvement in domestic eco-
nomic prospects, possible geopolitical deve-
lopments in the Mediterranean region that
may positively impact both the demand for
and prices of the tourism product, higher than
expected oil prices and the possible devalua-
tion of the euro against the dollar.
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Statistical Annex
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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, including expla-
nations 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 2015 as the
base year. Table B.2 shows both the
national CPI and the HICP. Even though
the two indices exhibit similar fluctua-
tions, they differ in two respects. First, the
expenditures of charitable institutions (i.e.
nursing homes, religious organisations,
etc.) and foreign tourists are included in
the HICP but not in the national CPI. The
second difference concerns imputed
rents, which were included in the national
CPI'until 2005 but not in the HICP. Since
January 2006, only part of the imputed
rents is included in the national CPI.

Tables B.2 and B.3 show the percen-
tage change in the CPI by economic cate-
gory and the corresponding weighted

contribution to the total change in the
CPI by economic category, respectively.
Tables B.4 and B.5 present the percen-
tage change in the CPI by category of
goods and services and the correspon-
ding weighted contribution to the total
change in the CPI by category of goods
and services, respectively. Tables B.6 and
B.7 show the percentage change in the
CPI for prices of services and the corre-
sponding weighted contribution to the
percentage 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 payments is
divided into the current account and the
capital and financial account which,
because of the double entry principle,
must be equal. Table B.9 shows the inter-
national investment position of Cyprus,
namely the assets and liabilities of resi-
dents over non-residents. The data for
Tables B.8 and B.9 are collected and
compiled by the CBC and are based on the
IMF’'s methodology (“BPM6”).

Table B.10 shows tourist arrivals and
revenue from tourism as published by
Cystat and based on the results of the
monthly Passenger Survey.

Table B.11 shows GDP by category of
expenditure at constant 2005 market
prices calculated using the chain linking
method, while Table B.12 shows GDP by
category of expenditure at current market
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prices. The data for GDP are prepared by
Cystat and are based on the concepts and
methodology of the European System of
Accounts (ESA 2010). Provisional data are
based on the last available indicators, until
the results of various economic surveys
are finalised.

Table B.13 shows the turnover volume
index of retail trade which uses the EU’s
new version of the statistical classifica-
tion of economic activities, NACE Rev. 2,
as published by Cystat with 2010 as the
base year.

Table B.14 shows construction indica-
tors as published by Cystat. Specifically, it
shows the total area of building permits
authorised by the municipal authorities
and the district administration offices as
well as the sales of cement in metric tons.

Table B.15 presents the index of manu-
facturing production, which shows the
monthly change in volume production in
the sectors of mining and quarrying,
manufacturing industries, electricity, gas
and water supply, i.e. sectors B, C, Dand E
of the EU’s new statistical classification of
economic activities, NACE Rev. 2. This
index is published by Cystat with 2010 as
the base year.

Table B.16 shows key indicators of the
labour market in Cyprus based on the
Labour Force Survey (LFS), which is publi-
shed by Cystat. The LFS is conducted in all
EU member states, based on the Regula-
tion 577/98 of the EU Council.
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TABLE B.1 Exchange rates of selected currencies against the euro

USD/EUR GBP/EUR JPY/EUR
Average for January 1,0866 0,7546 128,5595
Average for February 1,1104 0,7759 127,3167
Average for March 1,1142 0,7817 125,8357
Average for April 1,1340 0,7923 124,2524
Average for May 1,1298 0,7780 123,133
Average for June 1,1242 0,7918 118,5627
Average for July 1,1064 0,8415 115,1652
Average for August 1,1205 0,8552 13,5117
Average for September 1,1213 0,8529 114,1850
Average for October 1,1024 0,8938 114,4824
Average for November (until 18 Nov.) 1,0893 0,8763 115,8700
Average for Jan-November (until 18 Nov.) 1,136 0,8157 120,1811
(losing rate on 31/12/2015 1,0862 0,7370 130,6400
(losing rate on 18/11/2016 1,0602 0,8552 117,3100
Highest exchange rate vs. the euro 1,1534 09118 131,7400
2 May 110ct. 1Feb.
Lowest exchange rate vs. the euro 1,0602 0,7325 111,1100
18 Nov. 5Jan. 8 July
% appreciation (+)/depreciation (-) of the currency vs. the euro from closing rate on 31/12/2015 to closing rate on 18/11/2016 -24% 16,0% -10,2%
Source: Bloomberg.

=
¥R
8.8
q q 232
TABLE B.2 Percentage change in CPl by economic category 588
283
2
October  September October Jan.-Oct. Jan.-Sep. Jan.-Oct.  Weights
2013 2014 2015 2015/14 2016/15 2016/15 2015/14  2016/15  2016/15
GENERAL INDEX -0,40 -1,35 -2,10 -2,53 -0,50 -1,24 -2,18 -1,58 -1,55 100,00
A Domestic products -1,57 -3,41 -3,95 -5,54 0,02 -2,61 -3,98 -2,96 2,92 20,52
A1 Agricultural -1,02 -3,65 0,96 039 781 -5,74 0,09 243 1,57 5,96
A2 Industrial 136 0,14 -0,48 -1,25 0,26 0,28 0,42 0,76 0,65 11,37
A3 Electricity -8,72 .21 -20,14 -2543 -14,98 -6,99 -19,23 -20,33 -19,09 3,19
B Petroleum products 3,31 0,27 -13,25 -16,26 -5,04 -1,32 -13,52 -10,26 9,41 5,50
C Imported products -0,17 -0,58 -0,57 -0,18 0,07 -1,22 -0,62 -0,02 0,15 31,74
(1 Motorvehicles -0,01 -3,07 -1,28 0,71 043 0,69 -1,50 0,17 0,22 6,48
(2 Otherimported products -0,20 -0,06 -0,42 -0,08 -0,02 -1,36 -0,44 0,02 -0,13 25,26
D Services -0,49 -0,94 -0,01 0,15 -0,61 -0,59 -0,08 0,94 -0,91 42,24
HICP 0,4 -0,3 -1,6 -1,8 -0,4 -1 -1,7 -1,4 -1,4
Source: (ystat.
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TABLE B.3 Weighted contribution to the total percentage change in CPl by economic category

(%)

October  September October ~ Jan.-Oct.  Jan.-Sep.  Jan.-Oct. Weights
2013 2014 2015 2015/14 2016/15 2016/15 2015/14  2016/15  2016/15
GENERAL INDEX -0,40 -1,35 2,10 2,53 -0,5 -1,24 2,18 -1,58 -1,55 100,00
A Domestic products 1,58 039 -083 -1,33 0 -0,53 -0,95 -0,61 -0,60 20,52
A1 Agricultural -0,09 -0,06 023 0,03 0,47 -0,35 0,01 0,14 0,09 5,96
A2 Industrial 0,42 0,17 -0,02 -0,16 0,03 0,03 -0,05 -0,09 -0,07 1,37
A3 Electricity 1,24 -0,49 -0,58 -1,20 -0,49 -0,21 -0,90 -0,66 -0,62 3,19
B Petroleum products 0,54 0,24 0,02 -1,22 0,27 -0,07 -1,04 -0,57 -0,52 5,50
C Imported products -0,15 0,04 -0,15 -0,05 0,02 -0,39 -0,16 -0,01 -0,05 31,74
(1 Motor vehicles -0,03 0 0,14 -0,03 0,03 -0,04 -0,07 -0,01 -0,01 6,48
(2 Otherimported products -0,15 -0,05 -0,02 -0,02 -0,01 -0,35 -0,10 0 -0,03 25,26
D Services 0,41 -0,21 -0,40 0,06 -0,26 -0,25 -0,03 -0,40 -0,38 42,24
Source: (ystat.

TABLE B.4 Percentage change in the CPI by category of goods and services

8 =

»aR

8.8 9

October ~ September  October  Jan.-Oct.  Jan.-Sep.  Jan.-Oct. § 3 5

2013 2014 2015 2015/14 2016/15 2016/15 2015/14 2016/15 2016/15 § §

GENERAL INDEX -040 -135 -2,10 2,53 -0,50 -1,24 -2,18 -1,58 -1,55 S A
Food and non-alcoholic beverages 022 -145 -0,05 -0,56 3,25 -2,04 -031 0,20 -0,03
Alcoholic beverages and tobacco 8,58 2,59 1,84 1,86 1,23 137 2,07 1,35 1,36
(lothing and footwear -,73 2,08 -0,28 0,59 1,13 -2,79 -0,28 1,57 1,09
Housing, water, electricity and gas =399  -558 -9,01 -10,96 -4,52 -1,90 -8,83 -6,70 -6,23
Furnishings, household equipment and supplies -1,09 2,05 -0,59 -0,94 -1,01 -0,83 -0,61 -0,78 -0,79
Health 2250 -131 0,40 0,45 147 133 037 0,98 1,01
Transport 2,21 0,99 -4.88 -5,87 3,78 -3,46 5,12 -5,66 -5,45
Communications 0,97 1,48 0,33 -0,90 -0,54 -0,50 0,45 -0,65 -0,63
Recreation and culture 0,11 -131 -133 -1,20 -0,92 -0,83 -139 -1,15 1,12
Education 074 351 -1,07 0,53 0,69 0,52 -1,35 0,36 0,38
Restaurants and hotels 039 -138 0,23 0,30 0,35 0,52 0,14 0,33 0,35
Miscellaneous goods and services 08 -1,12 -0,42 -0,59 -0,09 0,51 -0,48 -0,27 -0,20

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.-Sep.  Jan.-Oct.
2013 2014 2015  2015/14 2016/15  2016/15 2015/14  2016/15  2016/15

GENERAL INDEX 040 -135 -2,10 2,53 -0,50 1,24 2,18 -1,58 -1,55
Food and non-alcoholic beverages 022 -145 -0,05 -0,10 0,52 -0,33 -0,05 0,03 0
Alcoholic beverages and tobacco 8,58 2,59 1,84 0,05 0,03 0,03 0,05 0,03 0,03
Clothing and footwear 273 2,08 -0,28 0,04 0,09 -0,26 -0,02 0,13 0,09
Housing, water, electricity and gas =399  -558 -9,01 -1,54 -0,56 -0,23 -1,24 -0,83 -0,77
Furnishings, household equipment and supplies -1,09  -2,05 -0,59 -0,06 -0,08 -0,06 -0,04 -0,06 -0,06
Health 250 -131 0,40 0,03 0,10 0,09 0,03 0,06 0,07
Transport 2,21 0,99 -4,88 -0,85 -0,57 0,52 -0,75 -0,87 0,83
Communications 097 148 033 -0,03 -0,02 -0,02 0,02 -0,03 -0,03
Recreation and culture -0,11  -131 -1,33 -0,07 -0,06 -0,05 -0,08 -0,07 -0,07
Education 074 351 -1,07 0,02 0,03 0,02 -0,05 0,01 0,01
Restaurants and hotels 039 -138 0,23 0,03 0,03 0,04 0,01 0,03 0,03
Miscellaneous goods and services 086 -1,12 -0,42 -0,05 -0,01 0,04 -0,04 -0,02 -0,02

Source: (ystat.

TABLE B.6 Percentage change in prices of services

October September October Jan.-Oct. Jan.-Sep. Jan.-Oct.

2015/14 2016/15 2016/15 2015/14 2016/15 2016/15
GENERAL INDEX 2,53 -0,50 -1,24 2,18 -1,58 -1,55
Rents -0,53 -0,34 -0,27 131 -0,62 -0,59
Maintenance of houses -1,57 1,11 1,51 -2,02 1,00 1,05
Transport 1,86 -12,54 13,79 1,92 -14,64 -14,56
Communications -0,34 -0,11 -0,11 117 -0,22 -0,21
Insurance 0,30 0,04 0 0,03 0,23 0,21
Public services 0,61 -2,18 -232 0,71 -2,40 -2,39
Education 0,53 0,69 0,52 -1,35 0,36 0,38
Medical care 1,29 173 1,51 0,89 1,63 1,62
Restaurants and coffee shops 0,19 0,33 0,50 0,11 0,27 0,30
Personal and household services -0,46 -0,05 0,37 -0,66 -0,40 -0,32
Total services 0,15 -0,61 -0,59 -0,08 -0,94 -0,91

Source: (ystat.
__________________________________________________________________________________________________________________________|
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TABLE B.7 Weighted contribution to the percentage change in prices of services

(%)

October September October Jan.-Oct. Jan.-Sep. Jan.-Oct.

2015/14 2016/15 2016/15 2015/14 2016/15 2016/15
GENERAL INDEX 2,53 -0,50 -1,24 2,18 -1,58 -1,55
Rents -0,01 -0,01 -0,01 -0,04 -0,01 -0,01
Maintenance of houses -0,04 0,03 0,04 -0,05 0,03 0,02
Transport 0,05 -0,37 -0,42 0,05 -0,37 -0,41
Communications -0,01 0 0 0,04 0,01 0,01
Insurance 0,01 0 0 0 0 0
Public services 0,01 -0,03 -0,03 0,01 -0,03 -0,04
Education 0,02 0,03 0,02 -0,05 0,01 0
Medical care 0,07 0,08 0,07 0,05 0,07 0,05
Restaurants and coffee shops 0,02 0,03 0,04 0,01 0,01 0,02
Personal and household services -0,04 0 0,03 -0,06 -0,05 -0,01
Total services 0,06 -0,26 -0,25 -0,03 -0,34 -0,36

Source: (ystat.
__________________________________________________________________________________________________________________________|
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TABLE B.8 Balance of payments

(€ million)
Q1-Q2 2015 (prov.) Q1-Q22016 ( prov.)
Balance/ Balance/
Credit Debit Net Credit Debit Net
1. Currentaccount 7.065,2 7.510,0 -444,8 7.613,7 8.022,9 -409,1
Goods and Services 5.148,2 5.278,3 -130,4 5.293,4 5.232,8 60,6
Goods 1.417,8 2.939,4 -1.521,6 1.397,2 3.089,1 -1.691,9
General merchandise on a balance of payments (BOP) basis 1.306,3 29394 -1.633,0 1.315,5 3.089,1 -1.773,6
Net exports of goods under merchanting 11,4 11,4 81,7 81,7
Non-monetary gold 0 0 0 0 0 0
Services 3.730,4 2.338,9 1.391,4 3.896,2 2.143,7 1.752,5
Manufacturing services on physical inputs owned by others S S 0 S S 6,1
Maintenance and repair services not included elsewhere (n.i.e.) C S -20,9 C S -19
Transport 1.150,5 613,1 5374 1.154,2 657,5 496,7
Travel 779,7 42538 353,9 886,3 465,5 4208
Construction 98 23 74 8,5 2,7 58
Insurance and pension services 18,8 52,7 -33,9 440 62,6 -18,7
Finandial services 1.095,2 3889 706,3 1.070,2 364,8 7054
Charges for the use of intellectual property n.i.e. C S -833 C C =271
Telecommunications, computer, and information services C S S 585,3 341,2 2441
Other business services 11,4 308,6 -197.3 103,6 166,9 -63,3
Personal, cultural and recreational services 10,1 48,7 -38,6 6,7 279 21,2
Government goods and services n.i.e. 25,6 25,6 0 28,1 22,2 59
Services not allocated 0 0 0 0 0 0
Primary income 1.784,9 1.855,3 -70,5 2.133,9 2.402,9 -269,0 o I ?
Compensation of employees 22,7 30,3 -16 20,2 274 72 ~,—°,- §
Investment income 1.697,5 1.815,5 -118,0 2.061,9 23654 -303,5 %‘ D §
Direct investment 825,9 762,8 63,1 1.256,2 1.170,5 85,7 2 v §
Portfolio investment 2278 2579 -30,1 237,1 265,9 -28,8 Ly
Other investment 643,5 7948 -1513 5683 929,1 -360,8
Reserve assets 0,2 0,2 04 04
Other primary income 64,7 95 55,2 51,9 10,2 4,7
Secondary income 132,2 376,3 2441 186,4 387,1 -200,7
General government 35,7 129,5 329 789
Other sectors 96,5 246,8 153,4 308,2
2. (Capital account 26,6 0 26,6 34,7 0 34,7
Assets Liabilities Net Assets Liabilities Net
3. Finandial account -432,1 -896,1 463,9 -217,9 88,9 -306,8
Direct investment 6.449,0 3.408,4 3.040,6 1.822,7 1.677,2 145,5
Equity and Investment Funds shares/units 57271 42251 1.990,7 8231
Debt instruments 7213 -816,7 -168,0 854,1
Portfolio investment -1.336,1 1.784,0 -3.120,0 -503,8 893,8 -1.397,6
Equity and investment fund shares -386,4 776,6 -286,4 213
Debt securities -949,7 1.007,4 2174 672,4
Financial derivatives (other than reserves)
and employee stock options -4.358,3 -4.328,6 -29,7 -879,4 -1.378,4 498,9
Other investment -1.179,3 -1.759,8 580,5 -643,7 -1.103,7 460,0
of which:
Currency and deposits 695,8 -1.019,7 1.598,7 -5.648,0
Loans -2.910,9 -956,6 -2.2342 C
Reserve assets 1,5 -13,7
4. Net errors and omissions 882,1 67,6
Source: (BC.
Cdenotes primary confidentiality (i.e. the number of statistical units under a cell is less than 3 or the dominance of one or two units in the data cell is larger or equal to 90%).
S denotes secondary confidentiality (i.e. cell is not primary confidential, but it is suppressed in order to prevent observations flagged as "primary confidential” to be indirectly deduced).
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TABLE B.9 Annual international investment position 2016 Q2 (provisional)

(€ million)
ASSETS LIABILITIES NET
Financial account 228.002,4 249.490,9 -21.488,5
Direct investment 161.497,0 160.616,8 880,2
Equity and Investment Funds shares/units 146.942,7 145.615,7
Debtinstruments 14.554,3 15.001,0
Portfolio investment 12.071,3 13.464,9 -1.393,6
Equity and investment fund shares 4.622,8 4.147,7
Equity securities 3.008,6 24378
Central bank 0 0
Other MFls 15,5 C
General government 0 0
Other sectors 2.993,1 S
Investment fund shares 1.614,2 1.709,9
Central bank 0
Other MFls 0 0
General government 0
Other sectors S 1.709,9
Debt securities 7.448,5 9.317,1
Short-term 6524 475,7
Central bank 0 0
Other MFls C S
General government 0 0
Other sectors S C
Long-term 6.796,1 8.841,4
Central bank 2.884,1 0 o s H
Other MFls 1771,1 293 38835
General government 0 31994 3 3 3
Other sectors 21409 56128 S §
2
Financial derivatives (other than reserves) and employee stock options 3.532,5 3.178,8 353,7
Central bank 0 0
Other MFls S S
General government 0 0
Other sectors C C
Other investment 50.081,8 72.230,5 -22.148,6
Other equity 414,9 0
Currency and deposits 24.325,8 19.316,0
Central bank 4.950,9 2294
Other MFs 4.589,5 19.086,7
General government 13,2 0
Other sectors 14.772,2 0
Loans 21.764,2 48.158,9
Central bank 0 0
Other MFls 10.815,8 0
General government 338,8 11.255,7
Other sectors 10.609,6 36.903,2
Insurance, pension schemes, and standardised guarantee schemes 17,6 539,4
Trade credits and advances 1.978,7 3.394,7
Other accounts receivable/payable 1.580,6 654,1
SDRs 167,3
Reserve assets 819,7
Source: (BC.
Cdenotes primary confidentiality (i.e. the number of statistical units under a cell is less than 3 or the dominance of one or two units in the data cell is larger or equal to 90%).
S denotes secondary confidentiality (i.e. cellis not primary confidential, but it is suppressed in order to prevent observations flagged as "primary confidential" to be indirectly deduced).
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TABLE B.10 Tourist arrivals and receipts from tourism

Tourist arrivals Receipts from tourism
Number of % change % change
Year  Month tourists Previousyear  Cumulative period €million Previous year Cumulative period
2012 January 47.610 71 71 30,0 07 07
February 55.420 -11,0 35 323 12,5 -6,6
March® 94.300 -4,7 41 62,5 -59 -6,2
April 189.648 -5,1 -4,1 114,6 -16,2 -113
May 276.781 35 -11 2143 14,5 -0,7
June 329977 9,7 22 2545 15,7 46
July 371453 34 26 301,5 9,9 6,1
August 363.573 79 36 3121 16,9 8,5
September 335352 10,2 46 2899 29 10,8
October 261.997 038 4,1 2115 12,0 1,0
November 84.020 -9,5 3,6 62,8 331 10,4
December 54.772 -16,2 3,0 41,6 0 10,2
2013 January? 42.286 -11,2 -11,2 285 3,0 3,0
February 42327 -23,6 -17,9 32,7 -124 -5,0
March 92.620 -1.8 -10,2 66,0 56 03
April 162.439 -143 -12,2 1104 3,7 -16
May 276.244 -0,2 7,2 202,1 -5,7 -3,5
June 308.219 -6,6 -70 259,8 21 -1,5
July 361.442 2,7 58 338,6 123 26
August 352215 3,1 53 349,5 12,0 48
September 357.635 6,7 33 3534 219 79
October 273587 44 25 246,6 16,6 89
November 81.542 29 25 59,2 5,7 84 .
December 54813 X 24 376 96 80 v3 3
2014 January 40.675 38 38 30,7 06 06 L
February 45227 69 15 313 10,6 47 g-. 3 S
March 71.533 163 78 56,5 -144 54 278
April 180.998 14 14 1329 20,4 6,7 A
May 293.181 6,1 35 2241 10,9 8,6
June 342.221 1,0 6,0 303,2 16,7 11,6
July 381.955 57 59 321,2 5,1 6,2
August 373.086 59 59 3243 72 28
September 316.602 -11,5 28 2134 226 -4
October 251453 -8,1 15 217,1 -12,0 3,6
November 81.437 -0,1 14 65,0 99 3,2
December 56.863 37 15 43,7 16,2 -28
2015 January 41.799 28 28 284 -15 -7,5
February 50.709 121 7,7 309 -13 -44
March 97.479 25,7 16,2 65,0 15,0 49
April 201.495 13 13,7 130,5 -18 14
May 307.449 49 96 17,1 3,1 0,8
June 336.967 -1,5 57 259,0 -14,6 -6,1
July 414527 85 6,5 3421 6,5 -4
August 392272 51 6,2 358,5 10,5 05
September 360.899 14,0 74 3211 174 32
October 269.363 71 74 225,0 3,6 33
November 108.093 32,7 82 81,9 259 40
December 78348 37,8 8,9 52,6 204 44
2016 January 48.607 16,3 16,3 291 25 25
February 65.988 30,1 239 376 21,7 12,5
March 137.013 40,6 324 80,7 245 18,7
April 225.575 12,0 219 1379 57 12,0
May 364.943 18,7 20,5 2447 12,7 124
June 413.114 22,6 21,2 301,0 16,2 13,7
July 482.132 16,3 198 402,2 17,6 14,9
August 458.132 16,9 19,2 3922 9,4 13,6
September 421.201 16,7 18,8 n/a n/a n/a
October 357.194 32,6 20,3 n/a n/a n/a
Source: (ystat.
(1) Data for March 2012 are based on Cystat estimations.
(2) Data for January 2013 are based on Cystat estimations.
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TABLEB.11 GDP by category of expenditure at constant 2005 prices, chain linking method

(€ million)
Gross General Gross Exports of Imports of
domestic government Private fixed capital Changesin goods and goods and
Year /Quarter product consumption consumption formation inventories services services
2002 Q1 3.0929 484 2.059,2 6614 1654 1.558,6 1.800,0
Q 33674 468,2 1.905,9 7241 162,8 21123 2.006,5
@ 3.395,2 5023 1.838,0 644,1 10,2 23797 1.979.2
Q4 3.330,1 651,9 2.063,7 786,2 -163,2 1.953,5 1.962,0
2003 Q1 3.190,9 49,5 2.091,7 6333 300,6 1.460,3 17916
Q 34208 516,6 1.991,2 707,71 180,4 19121 1.887,2
@ 34841 536,0 1.883,9 679,1 -66,0 24398 1.988,7
Q4 3.460,3 792,7 2.148,2 830,7 -386,9 2.080,2 2.004,7
2004 Q1 3.346,8 5115 2.2250 667,3 1285 1.701,2 1.886,8
Q 3.565,8 567,6 2.1083 7376 1325 20825 2.062,7
@ 3.639,0 5793 2.101,6 698,6 -59,5 23754 2.056,5
Q4 3.628,5 711,5 2.296,0 868,9 214 1.929,9 2.199,1
2005 Q1 3.503,1 5156 23265 704,2 2408 1.698,5 1.982,4
Q 3.679,2 563,7 22136 7558 -143 2.137,7 19773
@ 3.779,0 526,5 2.1344 7558 -6,6 2.466,8 2.098,0
Q4 3.769,4 830,5 2.353,7 958,4 -49,0 1.952,0 2.276,2
2006 Q1 3.6544 5723 2.408,9 864,8 1581 1.779.9 21296
Q 3.864,3 626,2 2310,0 927,6 -115 21993 21873
@ 3.9355 6014 2.259,1 9215 2135 2.588,2 2212
Q4 3.942,8 807,8 24878 1.128,8 -2,8 1.792,0 2.270,8
2007 Q1 3.825,7 600,3 2.599,2 928,0 150,4 17797 22318
Q 40291 593,2 25115 1.023,0 1275 21584 23845
@ 4.140,0 636,7 24904 1.000,0 -2353 2.770,5 25223
Q4 4.161,6 862,7 2.836,3 1.193,3 -230,9 2.092,3 2.592,1 v 2 ?
2008 Q1 4.021,7 591,2 2.848,7 11958 1951 17389 2.548,0 C 8
Q 42139 609,6 2.7594 1.1343 275 21957 27126 238
@ 4.282,2 762,0 2.753,6 1.044,6 1041 2.639,9 3.0219 § §
Q4 4.2285 8824 2.873,7 1.142,5 -173,8 2.169,2 26654 5 A
2009 Q1 4.025,5 637,7 26893 1.099.9 262 1.852,8 2.280,4
Q 4.120,1 631,2 2.579,2 983,0 82,0 2.095,5 2.250,9
@ 41525 661,3 2.563,9 852,2 86,5 24016 24130
Q4 4.108,6 1.096,6 2.701,2 962,0 -306,6 2.017,2 2.361,8
2010 Q1 40238 649,5 2.690,9 1.011,3 1751 1.809,4 23124
Q 4.166,2 639,9 26344 931,7 226, 2.149,5 24154
@ 42416 648,5 2.6483 8325 1709 2.446,5 2.505,0
Q4 4.198,8 1.024,6 2.835,5 9238 -258,7 23218 2.648,2
2011 Q1 4.070,0 642,2 2.766,0 9319 264,1 1.825,5 2.359,7
Q 42295 661,2 26289 8328 164,7 23103 23683
@ 4.233,7 7039 26146 7569 31 2621,7 2.466,6
Q4 4.164,7 992,9 2.856,1 833,1 -465,4 23318 2.383,7
2012 Q1 401,2 650,1 28187 8431 1245 1.798,8 2.224,1
Q 4.131,1 650,1 2633,0 6509 166,0 23281 2.297,0
@ 41422 658,0 25914 589,2 20 2.684,7 24032
Q4 4.005,0 931,6 2.739.3 584,2 -197,6 2.180,4 2.233,0
2013 Q1 3.780,4 637,0 26719 676,6 2322 1.638,6 20818
Q 3.856,1 6384 2450,1 558,0 -108,8 23814 2.063,0
@ 39141 654,8 2.426,6 548,1 -176,5 2.7440 22828
Q4 3.770,8 841,2 2.594,0 479,0 -80,9 23921 2.454,6
2014 Q1 3.628,6 5747 2.6444 416,6 2498 18138 2.070,7
Q 3.7715 5943 2490,7 3776 -6,6 24870 2.165,5
@ 3.8319 584,0 24752 5843 199.8 2.586,2 2.597,6
Q4 3.701,0 7684 2.597,3 475,2 -137,8 2.2257 2.227,9
2015 Q1 3.6344 569,4 2.687,9 606,2 1721 1.828,8 2.230,0
Q 3.829,2 591,6 2.520,7 4483 1104 2.475,6 23174
@ 3.920,8 606,8 25283 5336 128,7 2.656,9 25335
Q4 3.791,8 782,5 2.660,0 5249 -155,9 23254 2.345,1
2016 Q1 3.7289 563,1 2.758,6 205,2 79 2.169,8 19758
Q2 3.939,8 573,6 2.591,6 1.044,3 99,6 23729 2.742,1
Source: Cystat.
e ——
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TABLE B.12 GDP by category of expenditure at current prices

(€ million)
Gross General Gross Exports of Imports of
domestic government Private fixed capital Changesin goods and goods and
Year /Quarter product consumption consumption formation inventories services services
2002 Q1 27216 386,5 1.864,2 582,6 1347 14412 1.687,7
Q 29747 404,2 1.747,0 636,9 119,0 1.960,0 1.8923
05 3.0252 439,5 1.683,5 567,2 -19.2 2.210,0 1.855,8
Q4 3.085,3 5783 1.933,7 691,5 -81,9 1.800,8 1.837,2
2003 Q1 2.936,9 459,0 19793 575,7 258 1.355,1 1.685,1
Q 32179 482,8 1.903,1 642,8 1789 1.785,5 1.775,2
Q3 3.284,7 510,5 1.766,7 619,0 -46,0 2.305,7 1.871,1
Q4 33231 760,2 2.081,7 756,9 -356,1 1973 4 1.893,0
2004 Q1 3.206,7 48738 21232 630,8 1249 1.632,7 1.792,8
Q 3.4253 5423 20271 702,7 106,2 2.021,1 1.974,1
Q3 3.540,1 555,6 20157 6723 -48,0 23302 1.985,6
Q4 3.595,1 690,1 2.2819 841,2 30,5 1.898,9 2.147,6
2005 Q1 3.451,2 512,2 2.282,6 698,5 220,0 1.685,1 1.947,2
Q 3.656,2 563,0 2.205,6 7523 -258 21352 1.974,0
Q3 3.781,1 525,7 21321 757,2 -44 24719 21014
Q4 3.842,0 835,5 2.408,0 966,2 -19,0 1.962,7 23114
2006 Q1 3.698,9 588,5 24344 890,8 1474 1.802,8 2.165,1
Q 3.957,9 642,8 23814 961,0 -24,2 22423 22454
Q3 4.056,1 620,7 23294 960,3 2338 2.654,0 22745
Q4 4.165,8 835,6 25923 1.182,0 39,7 1.850,5 23343
2007 Q1 40119 6318 26852 983,2 1398 1.865,9 2.294,1
Q 4.309,4 627,7 2.664,7 1.091,0 126,1 2.280,7 2.480,7
Q3 4.483,2 677,5 2.601,4 1.076,6 -251,5 29479 262838
Q4 4.570,5 922,6 3.082,0 1.301,7 2118 2.232,0 27559 v 2 ?
2008 Q1 4.441,6 658,1 3.0944 13427 206,3 1.876,8 2.736,7 R
Q 47303 679,6 3.0994 1.2884 2434 23875 2.968,0 238
Q3 48582 8628 31241 12038 87,5 28958 33157 $ds
Q4 47917 997,0 3.2328 1.308,5 -180,6 2.360,1 2.926,1 5 A
2009 Q1 44793 7389 29513 1.250,9 393 1.973,0 24741
Q 4.666,8 7340 2.9043 1.101,6 91,8 2301,0 24658
05 4.682,2 7536 2.863,8 9471 99,6 26272 2.609,1
Q4 4.654,1 1.236,7 3.063,9 1.059,1 -354,8 2.197,9 2.548,7
2010 Q1 4.556,1 750,1 3.026,3 1.1545 168,4 1.968,6 25117
Q 4.778,2 743,0 3.024,9 1.057,8 2473 2397,7 2.692,5
Q3 4.899,3 762,0 3.050,6 9414 2338 2.6843 27729
Q4 4.884,3 1.197,0 3.2793 1.027,8 -280,1 2.593,5 2.933,2
201 Q1 46734 769,2 3.1918 1.058,8 2638 2.036,2 2.646,3
Q 4.990,0 796,5 3.1236 9254 238,7 2.603,7 2.698,0
05 49929 8583 3.104,2 840,2 353 29418 2.786,8
Q4 4.890,8 1.194,8 34141 916,5 -576,1 2.647,2 2.705,7
2012 Q1 46934 781,0 33437 951,8 90,3 2.050,0 25235
Q 4.938,2 780,1 3.2358 7214 168,9 2.685,0 2.653,1
05 49933 790,0 3.1979 653,8 39,9 3.081,3 2.769,6
Q4 4.843,9 1.102,5 3.340,5 642,2 -156,3 24974 2.582,5
2013 Q1 4.365,7 7315 32214 7733 1234 1.921,3 2.405,2
Q 4.663,8 730,1 3.017,5 625,6 218 27441 24318
® 46313 745,0 2.991,6 599,8 -163,9 3.120,1 2.661,3
Q4 4.403,7 953,5 3.104,8 512,9 -76,8 2.736,3 2.827,1
2014 Q1 4.123,2 623,0 3.088,6 42,2 2472 2.082,7 2.360,4
Q 4.400,6 646,2 3.0234 394,7 -49,1 28757 24903
@3 45385 631,2 3.043,6 658,5 196,6 2.959,5 2.950,9
Q4 43311 841,2 3.088,7 508,3 -111,3 2.519,6 2.515,3
2015 Q1 4.118,2 612,9 3.097,8 6854 2200 2.043,0 2.5409
Q 44106 638,5 2.997,5 4849 140,5 2.827,7 2.678,6
@3 4.530,2 653,0 3.030,5 590,7 1013 3.001,0 2.846,3
Q4 4.361,7 850,5 3.103,9 568,1 -111,6 2.565,1 26143
2016 Q1 41210 600,2 3.120,2 1704 -25,5 24280 21723
Q2 4.462,8 615,2 3.032,5 1.230,2 56,0 2.584,0 3.055,1
Source: (ystat.
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TABLE B.13 Turnover volume index of retail trade

% change
6-month previous 6-month
Year / Month Volume moving average year moving average
2013 January 771 88,4 -6,7 -8,3
February 69,8 845 -11,9 -9,4
March 69,9 81,5 -15,5 -10,3
April 74,7 79,7 -10,8 -10,6
May 82,6 798 3,2 9.8
June 80,6 758 12,2 -10,0
July 91,3 781 -4,7 9,6
August 88,4 81,2 -46 -84
September 829 83,4 -59 -6,9
October 838 849 -18 -5,5
November 798 84,5 -28 -54
December 103,9 88,3 -09 34
2014 January 75,2 85,7 -2,5 -3,1
February 68,4 823 -19 -2,6
March 75,0 81,0 74 -0,6
April 78,9 80,2 56 0,6
May 83,6 80,8 12 13
June 83,6 71,5 38 2,2
July 93,1 80,4 20 29
August 88,0 83,7 -04 3,0
September 849 85,4 25 23
October 833 86,1 -0,6 14
November 79,5 85,4 -0,3 1,1
December 102,8 88,6 -11 03
2015 January 791 86,3 52 0,7 5 =
February 69,6 83,2 18 1,1 vo 8
March 754 81,6 05 07 R
April 81,6 813 34 14 238
May 85,0 823 17 138 343
June 86,4 79,5 33 2,7 5 A
July 96,8 82,5 40 25
August 90,5 86,0 28 2,7
September 88,0 88,1 3,7 3,2
October 86,8 88,9 42 33
November 813 88,3 23 34
December 109,7 92,2 6,7 40
2016  January 80,6 89,5 19 3,7
February 76,3 871 9,6 47
March 82,9 86,3 9,9 57
April 89,4 86,7 9,6 6,6
May 849 873 -0,1 6,1
June 91,2 84,2 56 59
July 96,9 86,9 0,1 54
August** 92,1 89,6 18 42
August August Jan.-Aug. Jan.-Aug.
Percentage change by category Trafpion 2015/2014 2016/2015 2015/2014  2016/2015
General index (GI) (1+2+3) 100,00 2,84 1,77 2,87 4,50
(1) Retail sale of automotive fuel in specialised stores 11,60 1,52 10,89 436 435
General index exduding automotive fuel (GI-(1)) (2+3) 88,40 3,03 0,76 2,72 4,55
(2) Retail sale of food products (2.1+2.2) 35,88 0,64 -2,19 0,60 1,64
of which
(2.1) Retail sale in non-specialised stores with food, beverages or tobacco predominating 29,75 -0,19 -0,66 -0,49 2,52
(2.2) Retail sale of food, beverages and tobacco in specialised stores 6,13 4,09 -8,33 517 -2,00
(3) Retail sale of non food products (except automotive fuel) (3.1+3.2+3.3+3.4) 52,52 542 3,39 498 7,36
of which
(3.1) Other retail sale in non-specialised stores 11,36 -5,88 -12,50 -8,92 -8,80
(3.2) Retail trade of textiles, clothing and footwear 9,50 3,73 778 -0,12 5,00
(3.3) Retail sale of electrical goods and furniture 12,93 13,05 3,76 12,93 8,28
(3.4) Retail sales of computer equipment, books and other 13,62 482 15,29 6,80 8,48
(4) Food beverages and tobbacco and other retail trade in non-specialised stores (2.1)+(3.1) 46,51 -0,60 -1,45 -1,00 -1,84
Source: (ystat.
*Provisional.
** Revised data.
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TABLE B.14 Construction indicators

Sales of cement (volume) Building permits authorised (volume)
% change % change
Total Previous 6- month Area Previous 6- month
Year/ Month (m.ton) year moving average (sq.met) year  moving average
2012 January 60.071 -33,44 -22,84 127.078 -24,02 -14,05
February 65.372 -33,71 -25,49 141.435 -30,91 -17,20
March 58.865 -49,99 -31,48 148.715 -44,24 -26,20
April 68.304 -21,66 -32,92 106.275 -39,18 -28,52
May 83.946 -29,94 -32,93 134.085 -25,85 -28,04
June 72.49 -34,86 -34,54 124.830 -28,24 -33,02
July 84914 -24,83 -33,00 142.702 -23,61 -32,81
August 34.748 -23,32 -32,14 97.744 -24,88 32,23
September 63.198 -36,33 -29,21 116.257 -47,03 -32,28
October 73.426 -24,05 -29,49 126.546 -29,99 -30,77
November 69.252 -25,50 -28,73 143.762 -6,50 -28,05
December 46.257 -42,46 -29,53 90.437 -57,72 -33,87
2013 January 48.860 -18,66 -29,27 109.957 -13,47 -33,.21
February 42.615 -34,81 -30,55 164.902 16,59 -27,46
March 47.907 -18,62 -27,74 87.251 -41,33 -25,14
April 51.629 -24.41 -28,04 85.812 -19,25 -23,46
May 42.220 -49,71 -32,97 74157 -44,69 -29,72
June 47.624 -3431 -31,34 63.687 -48,98 -2513
July 54311 -36,04 -34,02 81.682 -42,76 -30,14
August 21.299 -38,70 -34,29 53.809 -44,95 -40,82
September 45.077 -28,67 -35,68 63.022 -45,79 -41,52
October 49.957 -31,96 -36,89 113123 -10,61 -39,44
November 44,597 -35,60 -33,96 80.237 -44,19 -39.41 v < ?
December 38.864 -15,98 -31,65 67.192 -25,70 -36,01 C §
2014 January 31.957 -34,59 -30,97 65.564 -40,37 -3531 238
February 40.210 -5,64 -27,05 71.633 -52,92 -37,92 § §
March 38.299 -20,06 -25,72 58.870 -32,53 -36,00 5 A
April 37.674 -27,03 24,44 57.330 -33,90 -40,36
May 38.789 8,13 -19,21 66.760 9,97 -35,78
June 39.252 -17,58 -19,47 66.307 411 -33,00
July 46.060 -15,19 -16,07 64.129 -21,49 -29,86
August 17.878 -16,06 -17,75 47.060 -12,54 -19,25
September 40.230 -10,75 -16,13 70.103 -11,24 -11,96
October 43.987 11,95 -13,16 70.071 -38,06 -14,47
November 38.903 -12,77 -13,91 77428 -3,50 -13,27
December 39.408 1,40 -10,88 63.668 -5.24 -14,51
2015 January 27.941 -12,57 -10,10 80.398 22,63 1,73
February 29.185 -27.42 -12,37 97.685 25,83 -1,59
March 40.029 4,52 -10,02 71.301 21,12 -0,45
April 35.476 583 -8,92 44318 -22,70 6,88
May 38.053 -1,90 -6,95 90.760 35,95 13,93
June 42.340 781 -5,82 73.588 10,98 16,71
July 49.192 6,80 -2,50 89.551 39,64 19,48
August 20.398 14,10 3,46 41428 -11,97 14,01
September 41.683 3,61 3,30 69.398 -1,01 10,05
October 45.170 2,69 4,70 76.820 9,63 14,86
November 49.097 26,20 9,53 64.285 -16,97 5,05
December 44,733 13,51 10,51 81.584 28,14 7,80
2016 January 34.165 22,28 12,91 69.327 -13,77 -1,44
February 47.726 63,53 19,54 73.880 -2437 -5.24
March 52.079 30,10 2439 88.196 23,70 -1,40
April 49.568 39,72 31,49 47.896 8,07 -2,21
May 43.887 1533 29,54 84.673 -6,71 -0,57
June 51.342 21,26 30,86 91.380 24,18 -0,59
July 55.101 12,01 27,93 90.829 143 2,07
August 30.652 50,27 2534 69.081 66,75 14,87
September 55.606 33,40 25,98 n/a n/a n/a
October 52.965 17,26 22,26 n/a n/a n/a
Source: (ystat.
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TABLE B.15 Volume index of manufacturing production

Index % change
Previous 6-month Cumulative
Year/ Month Monthly Cumulative year moving average period
2013 January 66,20 66,20 -11,73 -10,80 -11,73
February 67,10 66,65 -16,13 -12,13 -14,00
March 66,90 66,73 -2092 -13,63 -16,44
April 74,90 68,78 -12,40 -14,74 -15,38
May 75,30 70,08 -19,89 -16,63 -16,39
June 74,40 70,80 -16,22 -16,36 -16,36
July 83,80 72,66 -11,04 -16,07 -15,53
August 55,60 70,53 -7,64 -15,06 -14,81
September 74,60 70,98 -11,82 -13,54 -1447
October 74,60 7134 -12,54 -13,57 -14,28
November 68,90 7112 -16,28 -12,82 -14,46
December 68,50 70,90 -9,63 -11,69 -14,09
2014 January 61,10 61,10 -1,10 -11,25 -1,10
February 64,90 63,00 -3,28 -10,56 -5,48
March 68,90 64,97 2,99 -8,27 -2,65
April 70,80 66,43 -547 -6,95 3,42
May 78,00 68,74 3,59 -3,28 -191
June 7740 70,18 4,03 0,87 -0,87
July 82,40 71,93 -1,67 0 -1,00
August 52,80 69,54 -5,04 -0,14 -1,40
September 74,90 70,13 0,40 -0,52 -1,19
October 73,50 70,47 -147 0,16 -1,22
November 65,30 70,00 -5,22 -1,30 -1,57
December 70,70 70,06 3,21 -1,50 -1,19
2015 January 56,70 56,70 -1,20 -2,33 -1,20 5 =
February 63,10 59,90 -2,77 -2,04 -4,92 vo 8
March 70,20 63,33 1,89 -1,82 -2,51 ~,—°°- §
April 74,80 66,20 5,65 -057 -034 238
May 79,20 68,80 1,54 0,61 0,09 § g
June 81,60 70,93 543 1,07 1,07 5 A
July 88,20 73,40 7,04 332 2,05
August 56,00 71,23 6,06 458 243
September 76,60 71,82 2,27 4,61 241
October 74,90 72,13 1,90 3,99 236
November 73,80 72,28 13,02 5,82 3,26
December 76,50 72,63 8,20 6,29 3,68
2016 January 61,60 61,60 6,39 6,00 6,39
February 72,20 66,90 14,97 7,55 10,85
March 79,30 71,03 13,94 9,50 11,98
April 83,00 74,03 11 117 1,74
May 83,00 75,82 3,75 9,38 9,88
June 86,40 77,58 6,01 9,14 9,14
July 88,10 79,09 0,11 7,75 7,60
August 61,10 76,84 10,49 7,08 7,88
August August Jan.-Aug. Jan.-Aug.
Percentage change by category 2015/2014 2016/2015 2015/2014 2016/2015
General index 6,06 8,57 2,43 7,90
Manufacture of food products, beverages and tobacco products 1,29 12,60 453 10,29
Manufacture of textiles, wearing apparel and leather products -16,31 25,64 2,3 13,00
Manufacture of wood and products of wood and cork, except furniture 43,33 20,16 8,62 13,09
Manufacture of paper products and printing 10,87 7,99 1,06 7.2
Manufacture of refined petroleum products, chemicals and chemical
products and pharmaceutical products and preparations 11,50 -6,73 730 -4,23
Manufacture of rubber and plastic products -9,60 25,94 -7,40 -5,94
Manufacture of other non-metallic mineral products 37,35 -3,68 0,86 16,13
Manufacture of basic metals and fabricated metal products 15,27 14,53 -2,34 6,80
Manufacture of electronic and optical products and electrical equipment -43,02 27,45 -18,18 11,64
Manufacture of machinery and equipment, motor vehicles and other transport equipment 14,44 -15,34 20,69 543
Manufacture of furniture, other manufacturing and repair and installation
of machinery and equipment 3,37 22,86 -14,30 10,51
Source: (ystat.
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TABLE B.16 Labour market indicators based on the Labour Force Survey (LFS)

2014 2015 2016
Q3 4 Q1 Q2 Q3 4 Q1 Q2
Labour force 436.202 439.039 435544  427.228 420.317 414469  409.599 41.813
Employed 366.307 368.772 358.401 364.585 358.178 361.448 352.017 370.743
By type of employment:
Full time 318.562 317.334 305.968 314.469 313393 310.904 300944  318.567
Part time 47.745 51.438 52433 50.116 44.785 50.544 51.072 52176
By sector of employment:
Primary sector 16.531 18.058 15.284 15.490 13.062 12,903 13.526 13.666
Secondary sector 60.560 61.156 58.286 57.142 58.237 59.458 58.964 62.568
Tertiary sector 289.216 289.558 284.831 291.953 286.879 289.087 279.527  294.509
Employees 304.354 306.236 298.797 310141 309.640 311.305 300.151  316.885
Unemployed
By unemployment duration:
Less than 12 months 35.995 36.436 43.892 33476 34.405 27.630 33.872 27.308
12 months and above 33.900 33.832 33.249 29.166 27.734 25.390 23711 23.731
Labour force (% of the population)
Total 64,1 64,4 64,5 63,4 62,7 61,9 60,3 61,9
Male 69,9 69,4 69,3 68,0 68,0 66,9 65,2 67,3
Female 58,8 59,8 60,3 59,3 58,0 57,5 559 57,0
Employment (% of the population) 3 g
Total 53,8 54,1 53,1 54,1 53,5 54,0 51,8 54,4 & . 5
Male 58,2 57,7 56,7 579 58,4 579 56,2 593 g33
Female 49,9 50,8 49,8 50,7 49,0 50,5 479 50,0 “ s E
Unemployment (% of the labour force )
Total 16,0 16,0 17,7 14,7 14,8 12,8 141 12,1
Male 16,8 16,7 18,1 14,9 141 13,4 13,9 1,9
Female 15,2 151 173 144 15,5 12,1 143 123
Source: Cystat (LFS).
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(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 (Statistical Pur-
poses Directive, 2008). As a result, MFls reclas-
sified a large number of organisations or cus-
tomers’ businesses with limited or no physical
presence in Cyprus, known as‘special purpose
entities (SPEs), from non-residents to residents.
The effect of this change is excluded from the
monetary and financial statistics series pre-
sented in this publication, which reports do-
mestic residents data excluding SPEs. For pur-
poses of normalisation and comparability of
monetary time series, data have been further
processed by the CBC's Economic Analysis and
Research Department.

The calculation of annual percentage
changes is based on the methodology used
by the ECB. More specifically, the growth of
monetary aggregates is calculated based on
the monthly differences in outstanding
amounts adjusted for amounts that do not
arise from transactions, such as reclassifica-
tions/other adjustments, revaluation adjust-
ments and exchange rate adjustments, so as
to reflect changes due to net transactions.

The above methodology has been adopted
since the December 2009 edition of the Eco-
nomic Bulletin. In previous editions of the Bul-
letin, 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 the Monetary and Financial
Statistics, published by the Statistics Depart-
ment of the CBC, which is available on the
CBC website.

(B) Balance of Payments

The present statistical collection system
adopted as of June 2014, is based on the
methodology of International Monetary
Fund (BPM®6), which has also been adopted
by the EU, as well as on additional require-
ments and the level of detail required by
both the Statistical Service (Eurostat) and the
European Central Bank (ECB).

The adoption of BPM6 by the external statis-
tics of the Cyprus took place in June 2014. In
October 2014 was the first publication of the
data. The published data for BoP, IIP and
external debt cover the period from 2008 to
date.

The application of new manuals provided the
opportunity to adopt broader changes and
revisions to improve the coverage and
quality of the statistics of the external sector.
Specifically, in addition to the incorporation
in all external statistics produced and
published of the special purpose entities that
are registered / incorporated in Cyprus, the
CBC has also upgraded the collection
systems and compiling statistics of the
external sector, giving greater emphasis to
the application of new research and the use
of available administrative sources.
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(C) National Accounts

In June 2014 Cystat implemented the new
statistical standards for the historical data
series since 1995. The ESA 2010 replaces ESA
1995 and is based on the System of National
Accounts (ESA) 2008 which is in the process
of being implemented worldwide. The aim is
to adapt the national accounts to the current
economic environment, advances in
methodology and changing user needs.
Regarding the sectoral classification, ESA
2010 provides a clearer separation between
non-financial corporations and corporations
that are not directly engaged in the non-
financial activities. In particular, holding
companies of non-financial corporations and
other so-called captive financial institutions
as well as certain Special Purpose Entities
(SPEs) are now classified under a new cate-
gory. In parallel, the investment funds sector
is now separated from the remaining part of
other financial intermediaries and insurance
companies are shown separately from
pension funds. The ESA 2010 has also
adopted changes to the financial accounts.

More details on the methodology of
compiling the balance of payments and the
national accounts are available in the Box1
p.51 of the December 2014 Economic Bulletin
and on the website of the CBC.
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