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Eurobank Cyprus  
presents its: 

In this first issue you will find: 

ÁAn in depth analysis of the factors 
that led to the successful Cypriot exit 
from its Economic Adjustment 
Program 

ÁA brief description of the Cypriot  
economy and its projected future 
evolution 
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   Cyprus as a credible Borrower: The Market View 
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10Y BOND  
(Issued in March 2010) 

Ç Cyprus became a credible borrower 
within the first year of its MoU 
Program (June14: 5Y, Apr15: 7Y, Oct15: 
10Y), expected 10Y in 2H-2016 

Ç Cyprus chose not  to receive the 
remaining ϵ2.7bn of the promised 
MoU support loans 

Ç Rating Upgrades to B1, BB- , B+ 

March 2013 
Cypriot Crisis 
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Cyprus

EA

A credible Economy: Business & Household View 
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Ç Economic 
Sentiment moved 
in line with Euro 
Area Sentiment 
even during the 
Cypriot Crisis  

Ç Now  it stands 
above EA levels, 
and at pre-Lehman 
Brothers levels 

Economic Sentiment 



   Economy surpasses Euro Area average growth 
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Cyprus Euroarea

%, yoy GDP growth 
Ç In 2013-2014, positive 

surprise of a 
cumulative recession 
of -8.3%, less than the  
-13.5% expected in the 
Program 

Ç More positive present 
surprises as exit from 
the MoU improves not 
only sentiment, but 
economic activity 

Ç Growth overtakes EA 
average 
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Industrial Confidence Industrial Production (3M AVG,%,YoY))

Industrial Sector 
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   Real Economy continues to surprise positively 

Retail Trade  

6 Gikas A. Hardouvelis 

Ç Confidence indicators move along the real economy 
Ç The industrial sector and confidence on it picked up momentum after the crisis peak 
Ç Retail trade leveled off in 2014 but picked up momentum subsequently 
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   Economy continues to surprise positively 
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Sharp increase 
in Tourism Arrivals 

(Jan-May) 

Sharp increase 
in Tourism Revenues 

(Jan-Mar) 

Ç The tourism sector improves every year 
Ç Both arrivals and revenues increased by circa 20% in the first 5 months of 2016 



Ç The unemployment rate 
on a declining path: 12% 
in May 2016 vs. 15.3% a 
year ago, and 17% at its 
peak in October 2013  

Ç Youth & Long-term 
unemployment are a 
source of concern and 
necessitate more concrete 
solutions 

Economic improvement translates 
 to lower unemployment 
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Unemployment Rate 

Cyprus 

Euro Area 

Greece 



I. Quick Wins: Macroeconomic Outturns  are much better than 
expected in in 1H-2014 
   Cyprus: Official forecasts  
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BASELINE SCENARIO   
Ministry of Finance  2016 

2014  
(ϵMillion ) 

Share in 
2014  
GDP 

2015 
%yoy  
Real 

2016f 
%yoy 
Real 

2017f 
%yoy 
Real 

Private Consumption  12.244,20 71.3 %    1.9 % 2.0 % 2.2 % 
Government Consumption  2.741,60 16.0 %    1.1 % 0.0 % 0.2 % 
Total Consumption  14.985,80 87.3 %    1.7 % 1.6 % 1.8 % 
GFCF 2.003,73 11.7 %  14.0 % 5.0 % 4.7 % 
Domestic Demand 16.989,53 99.1 %    3.2 % 2.1 % 1.7 % 
Exports  10.437,50 60.1 %    1.9 % 2.7 % 3.2 % 
Imports  10.316,90 59.2 %    4.0 % 2.4 % 2.6 % 
Real GDP  17.173,18 100.0 %     1.6 % 2.2 % 2.5 % 
GDP deflator    -  1.4 % -  3.0 % + 6.0 % 
Unemployment rate      15.0 % 13.5 % 12.5 % 

Ç The ECB expects even higher growth rates, 2.7%, 2.9% and 3.3% in 2016, 2017, 2018 



   ɮn optimistic fiscal trajectory ahead 
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Ç Fiscal consolidation in 
2013-2014 faster than 
assumed  in the MoU 

ÇAllows for a looser fiscal 
policy in the future, 
conducive to growth 
without compromising 
debt sustainability 

ÁPrimary surplus of 2.8% 
GDP in 2015 goes down 
to a target of 2.2% in 
2016, 1.9% in 2017, 2.3% 
in 2018 

ÁEarlier Program targets  
for 2017-18 were in the 
range of 3.0%-4.0% 

108.9% 
ϵ18.964bn 

* Deficit numbers exclude banking 
sector recapitalization costs  
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Sizeable external & competitiveness adjustment 

80

85

90

95

100

105

110

115

120

125

130

GREECE CYPRUS GERMANY

Competitiveness Index  
REER based on ULC, 1996-2015 

Germany 

Cyprus 

Greece 

Euro Area 

Cyprus 

Ç Most of the external imbalance is gone, back to the pre-crisis levels 
Ç No external imbalance in goods & services 
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Cyprus:  What are the risks ahead? 

DOWNSIDE Risks 

Ç Non-Performing loans, the major 
financial sector risk 

Ç Possible future reform fatigue 

Ç Possible future fiscal loosening 

Ç Legal risks 

Ç Is Investment too low? 

Ç External risks 

Á BREXIT 

Á European banks  

Á Russian-Ukrainian crisis 

Á Refugee crisis 

 

UPSIDE Windfalls 

Ç Discovery of extra natural gas, 
which ought to be treated as a 
bonus 

Ç Solution to the Cypriot issue 

Ç A new growth model on a more 
stable fiscal environment 

Ç A virtuous cycle between 
economic growth and financial 
sector stability & revival 

Ç BREXIT can turn into an 
opportunity 
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Financial sector risks diminish, yet still present 
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Annual Growth in deposits 

Ç Risks diminish on the liability side of the balance sheet as: 
ÁECB dependence declines  
ÁBank deposits increase  
Áand capital controls are lifted 

Eurosystem 
borrowing 



Major financial sector risks on the asset side of banks 

Ç Cyprus has the highest NPL ratio 
among countries in crisis 

Ç NPE ratio stricter than NPL ratio 

Ç Provisions coverage short of the 
50% international banking norm 
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NPL ratio 
% 

NPE ratio 

Households 

Non-Financial 
Corporations 

NPE ratio 
Loan-loss Provisions 
Coverage ratio 

Loan-loss Provisions 
Coverage ratio 

56.4% 

67.2% 

42.1% 

19.5% 

Source: Central Bank 
of Cyprus 

Source: HHTV (2016) 



A long-term vulnerability: Low Investment 
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% of GDP Investment / GDP Ç Since 2007, a reduction 
in investment is mainly 
due to the real estate 
sector 

Ç The possible discovery 
of natural gas would 
push investment up 

Ç Europe has a parallel 
investment problem, 
hence the Junker plan 

Cyprus 

Euro Area 



Is BREXIT only a risk to the Cypriot economy? 
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According to Rating Agencies, Cyprus (like Ireland, Malta, Belgium) is sensitive to BREXIT 
due to the export channel.  This sensitivity may be overblown. 

Risks 

UK is the 2nd most important trade partner of Cyprus by value of transactions 

Ç20.8% of Cypriot total services exports, or 7.6% of GDP (2014), go to the UK 

Ç9.6% of Cypriot total goods exports , or 0.7% of GDP (2014), go to the UK 

ÇYet when it comes to BREXIT exposure, Cyprus has a trade surplus vs. UK of only 2.6% 
of GDP (2014) in combined Goods & Services  

Opportunities 

Attract departing businesses (FDI) & people from the UK, due to Cypriot advantages: 

ÇFull Euro Area membership, Access to the Common Market 

ÇLegal & Judicial system based on English Common Law, 

ÇLow corporate tax rates, no inheritance tax, etc. 

ÇGeostrategic position in the Mediterranean Sea 

ÇFacilitation of international business & quality human capital 



Cyprus: Is there a straightforward prescription 
to sustainable growth ?  

Cyprus does need to find its own growth recipe, its own growth model.  My proposal would be: 

1. Safeguard macroeconomic stability and market credibility.  Keep the fiscal budget balanced 
and ensure the pension system remains stable in the new era of low fertility rates.  Macro 
stability may not be a sufficient condition for growth, yet it is necessary 

2. Keep the political consensus on the geostrategic choice of belonging to EMU 

3. Improve cost competitiveness, continue to reform and push the competitive advantages of 
the country.  Besides low tax rates and specialized legal and accounting services, the 
country need to invest more in IT services 

4. Improve the share of Investment in GDP and improve Social Welfare.  View the discovery of 
natural gas as a bonus 

5. NPLs are 1.5 times the size of GDP.  This is the biggest vulnerability of the country. Their 
resolution requires a delicate policy path, which will not disturb society, avoid a further 
collapse of asset prices and allow for their smooth recovery 
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