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PREFACE 

In accordance with the provisions of the Stability and Growth Pact, the Republic of Cyprus submits its Stability 

Programme (SP) for the period 2020-2023 as approved by the Council of Ministers on 7th May 2020. The SP 

has been prepared in line with the minimum guidelines issued by the European Commission for streamlined 

Stability and Convergence Programmes for the 2020 European Semester process, in light of the exceptional 

economic uncertainty and the severe constraints that Member States are currently working under. The 

minimum guidelines are in line with the requirements of Council Regulation (EC) 1466/97. 

The SP constitutes the national medium-term fiscal plan, in in accordance with Regulation (EU) 473/2013, and 

should be read in conjunction with the National Reform Programme (NRP), adopted by the Council of Ministers 

together with this Stability Programme, which outlines the main reform priorities of the Government that aim 

to address the macroeconomic challenges as described by the European Commission in its 26th February 2020 

Country Report, describing the progress made in implementing the country-specific recommendations made 

by the Council of the European Union in 2019 and reports progress on the national targets within the context 

of the EU2020 Growth Strategy.  

As required by the European Semester, the SP and the NRP have been simultaneously composed and 

presented to the European Commission. 

The analysis and forecasts contained in this document are based on data available up to 31st March 2020. The 

macroeconomic forecasts contained herein have been endorsed by the Fiscal Council.  



STABILITY PROGRAMME 2020-2023 

4 
 

1. BUDGETARY POLICY RESPONSE TO THE COVID-19 OUTBREAK 

This Stability Programme provides an overview of the budgetary policy response in Cyprus in the wake of 

the unfolding economic situation of the COVID-19 outbreak. The structure and content of this Stability 

Programme differs from the usual format and follows the minimum guidelines issued by the European 

Commission for streamlined Stability and Convergence Programmes for the 2020 European Semester process, 

in light of the exceptional economic uncertainty and the severe constraints that Member States are currently 

working under. The minimum guidelines are in line with the requirements of Council Regulation (EC) 1466/97.  

The Stability and Growth Pact (SGP) has embedded flexibility elements that can be activated during this crisis 

and indeed the Commission, on 13th March 2020, adopted a Communication proposing that the Union 

institutions should apply the full flexibility existing within the EU fiscal framework, with a view to helping 

Member States to address the outbreak and deal with its fallout. 

Within this flexibility framework, the SGP includes a general escape clause introduced with the Six-pack 

regulation in 2011. This clause stipulates that in the case of severe economic downturn in the euro area or the 

Union as a whole, Member States may be allowed temporarily to depart from the adjustment path towards 

their Medium-term Budgetary Objectives (MTOs), or from the adjustment required to correct an excessive 

deficit, provided that this does not endanger fiscal sustainability in the medium term.  

On 20th March 2020, the Commission adopted a Communication on the activation of the general escape clause 

of the SGP.  In that Communication, the Commission shared with the Council its view that, given the expected 

severe economic downturn resulting from the COVID-19 outbreak, the current conditions permit activation of 

the clause. The general escape clause does not suspend the procedures of the SGP. Instead, its activation will 

allow the Commission and the Council to undertake the necessary policy coordination measures within the 

framework of the SGP, while departing from the budgetary requirements that would normally apply, in order 

to tackle the economic consequences of the pandemic.  On the 23rdMarch 2020, the Council supported that 

view.  

Rather than treating measures taken to contain the COVID-19 outbreak, including the direct cost to contain 

the pandemic and measures designed to limit the socio-economic effects of the pandemic as one-offs, the 

Commission proposes that Member States present them under the General Escape Clause. This approach is 

favoured because the General Escape Clause allows Member States to undertake the measures necessary to 

deal adequately with the crisis, while departing from the budgetary requirements that would normally apply 

under the Union’s fiscal framework. Therefore, this is the approach followed in this Stability Programme 

Update. 

Cypriot authorities’ timeline of response to the COVID-19 outbreak 

Since the 11th March 2020, the national authorities have gradually introduced restrictive measures in order to 

protect citizens from the pandemic. Nevertheless, these measures have significantly reduced economic 

activity across several sectors of the economy. Since the middle of March, economic activity has stalled, or 

significantly slowed down, especially in wholesale and retail trade, construction, transport, hotels and 

restaurants and other travel related services (e.g. airports, ports, travel agents), arts, recreation and 

entertainment activities and the education sector. While the measures slowed down the economy, effectively 

creating a major demand shock, the aim is to contain the spread of the COVID-19 within the population so as 

to protect public health by preventing dramatic loss of life and a collapse of the national health system. The 
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measures will help the economy return to near normality as fast as possible, at least internally, with gradual 

rebound depending on the containment of the outbreak and the pace by which the rest of the European Union 

and other major trade partners recover.   

In order to prevent the current disruption from having a longer lasting negative impact and contribute 

decisively to the collective response that is essential for the European Union at this critical juncture, the 

government has adopted a stimulus package of budgetary measures supporting businesses, employees in 

safeguarding jobs and the health care sector in order to mitigate the adverse effects of this unfolding crisis by 

supporting private demand and safeguarding social cohesion to the extent possible. The measures are of a 

temporary and one-off nature and provide direct support to companies and employees through direct 

transfers, tax reliefs and increased liquidity, as follows: 

 Income support and protection of employees and vulnerable groups: 

- Granting 'Special Absence Leave' to Parents Working in the Private and Public Sector for the care of 

children up to 15 years of age due to suspension of the operation of private and public schools, 

nurseries and child care centers. During the parental leave, a proportion of the wage will be granted as 

“parental leave benefit” and it is proportionate to the wage level. The leave will be granted to one of 

the parents and if one parent receives the leave under reference, the other cannot receive a 

corresponding leave at the same time. Also, if one parent works / receives unemployment benefit / 

participates in a Work Suspension Plan and the other does not, the working parent is not entitled to it, 

unless the non-working parent has contracted COVID-19 or is being hospitalised or is a person with a 

disability, or is a person under compulsory restriction. The parental leave will be granted if the nature 

of the work does not allow for teleworking or working from home or working part-time.  

- Operations Suspension Scheme for full or partial suspension of businesses and the self-employed 

operating the sectors where activities have been either totally or partially suspended by the restrictive 

measures imposed by the government, by providing unemployment benefit. 

- Small Business Support Scheme, for companies that employ up to 5 people, provided that they retain 

their employees at work and have experienced a turnover decrease by more than 25%. The Scheme 

provides for a subsidy of 70% of employees' wages. 

- Remuneration scheme for the employees in the afternoon programs of the Ministry of Education, 

Culture, Sport and Youth (€3 million). 

- Provision of 'sickness allowance to specific groups:  

i. Employees with certain health issues that are included in the List prepared by the Ministry of 

Health, who must be absent from work for the purpose of protecting their health. 

ii. Employees in mandatory absence from work following the restrictions plan of the Authorities 

(Category 1 [mandatory restriction under medical supervision (quarantine)] and Category 2 

[self-restriction under telephone monitoring]). 

iii. Persons over the age of 63 until the age of 65, who do not receive a statutory pension and 

continue to work and who fall into Categories 1 and 2 of the Ministry of Health. 

iv. The same benefit will also be paid to self-employed workers. 

- Extension by one month of the submission period during which self-employed persons can lodge Social 

Insurance complaints/objections. 

- Creation of mobile units to serve the elderly and vulnerable groups. 

- Suspension of evictions for two months. 

- Introduction of ceilings on the prices of personal hygiene products (masks, antiseptics, antibacterial 

liquids, soaps, etc.) to counter the effects of profiteering. 
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- Overseas Student Allowance: €750 allowance is provided to cover the expenses of students studying 

at university institutions abroad and who will not return to Cyprus during the Easter holidays. 

- Repatriation scheme for Cypriots (includes Cypriots that are abroad for special reasons, as well as 

support for Cypriots who will not be repatriated): For the purposes of the ongoing gradual repatriation 

of Cypriots, the scheme covers mainly the cost of drugs and medical supplies and the cost of 

accommodation of the repatriates in the context of the quarantine, since upon entering the Republic 

of Cyprus, the repatriates are required to mandatory isolation at premises indicated by the State for 

14 days from arrival.  

- Emergency Aid to the Enclaved & Resettled 

 

 Tax relief measures and certain contributions suspensions: 

- Postponement of the repayment of overdue social contributions in installments: for the participants in 

this scheme, repayment will by postponed for two months. 

- Temporary suspension for two months of the obligation to pay VAT contributions in order to provide 

liquidity to businesses. It is noted that arrangements will be made so that the debts are paid gradually, 

at a later stage.  

- For the period under which the restrictions hold, special arrangements will be made to facilitate those 

who participate in the Scheme for the settlement of overdue taxes. 

- Extension of the obligation to submit income tax returns by two months for those who were obliged to 

do so by 31.3.2020 (the measure covers companies and the self-employed). 

- Advance payment of VAT by certain categories of tax payers in the interest of the national economy 

(supermarkets, pharmacies etc.). 

 

 Reinforcement of the health system: 

- Provision of additional funding of €100 million, if needed, in order to cope with additional spending 

needs in relation to the pandemic. This covers the strengthening of state hospitals’ units for the 

management of suspected COVID-19 cases with trainee doctors.  

 

 Support for Tourism: 

- Provision of additional €11 million for the implementation of actions to support tourist flows to Cyprus, 

between June and September 2020, in cooperation with airlines and travel operators, as well as actions 

to support the attraction of tourists during the period October 2020-March 2021. 

- The government prepared a draft bill for extraordinary measures in the tourism sector that was 

approved by the Council of Ministers on 23rd April and is pending before Parliament. The purpose of the 

bill entitled “The Adoption of Extraordinary Measures in the Tourism Sector Law of 2020” is to confer 

to organisers of package travel as well as to hotel businesses the right by law, in case of cancellation of 

contracts due to the pandemic of COVID-19, to issue credit notes to the contracting parties. In addition, 

the bill includes provisions for the granting of government guarantees (in a way that takes into account 

the provisions of the European Commission’s Announcement on the Provisional Framework for State 

Aid Measures to support the Economy during the current outbreak of COVID-19) in favour of the 

beneficiaries of the aforementioned credit notes, in case of insolvency of the issuers. This measure 

amounts to €86.5 million, in the form of government guarantees.  

 

 Other support measures: 
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- Suspension of the additional contribution to the National Health System (NHS) which was scheduled 

to commence on 31/3/2020 for three months, by employers, employees and the state. This aims to 

provide liquidity to companies and households but also release public funds to be re-directed to the 

health sector as additional funding in the efforts to combat COVID-19. It is noted that the schedule for 

the implementation of the 2nd Phase of the NHS is not affected. In case of increased needs for the 

implementation of the 2nd Phase of the NHS, these will be covered by the state. 

 

- Suspension of the requirement to withhold guarantees under state and private sector contracts for 

the supply of services or products that will be delayed due to the crisis. 

 

- Support to HERMES due to suspension of airport operations: In order to mitigate the impact from the 

suspension of airport operations due to the COVID-19 pandemic in the two international airports in 

Cyprus, the state will support HERMES, the company that operates airports in Cyprus under a 

Concession Agreement, with the aim to provide the company with the necessary liquidity to cope during 

the lockdown, until operations resume again. In this respect, the Council of Ministers has approved the 

following: 

 

 In the event where the company cannot succeed in suspending its loan obligations, or in the event 

where the company cannot benefit from the government loan guarantee scheme (see below for a 

description), then the state will proceed with the repayment of the company’s loan obligations up 

until June 2020. This is under the condition that the company will fully return the amount to the 

State when operations resume. The repayment of the amount to the state will be conducted under 

the conditions set in the relevant Concession Agreement. Therefore, it is assumed that the support 

measure has no fiscal impact. 

 With the view to provide the company with further liquidity during the standstill period, and under 

the airlines incentives schemes that are in place, the state will immediately proceed with the direct 

payment of the share due to the state, instead of providing the contribution indirectly as the 

current Concession Agreement postulates, through a reduction in the concession fee received by 

the state at the end of the year. As such, the measure has no fiscal impact. 

 

- Support for other sectors: Support measures for other sectors amount to around 0.01% and concern: 

 Agricultural sector: Support for the agricultural sector for the provision of free irrigation water 

already approved by the Council of Ministers. An additional support package has been prepared 

for this sector to be forwarded to the Council of Ministers for approval that includes direct 

compensation, non-imposition of consumption tax, facilitation in the repayment of farmers' water 

tariffs, no water cuts, facilitation in securing funding for farmers, VAT refund acceleration and 

automatic license renewal. The cost of the package of measures for the agricultural sector will be 

covered by budget savings. 

 Fishing sector: Provision of support to professional fishermen that temporarily suspended their 

operations due to the restrictive measures for COVID-19. The scheme is on a voluntary basis, based 

on the expression of interest by the beneficiaries. 

 Mining and Quarrying: The Parliament passed the “The Mining and Quarry Arrangements 

(Amendment) Law of 2020”, which grants quarrying companies’ facilitations to pay leases, rents 

and royalties to the Republic in predetermined instalments until the restrictive measures are 

terminated and the normal operation of the undertakings is restored.   
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 Mass Media:  Provision of an extraordinary grant to the media due to the situation created by the 

pandemic, including a direct subsidy to the printed press. 

 Animal welfare: Support for animal welfare organisations for the care of stray animals in shelters. 

 

 Support for borrowers: 

- Suspension of loan installments for enhancing liquidity: Payment moratorium for nine months, to 

apply to credit-worthy borrowers that are affected by the restrictive measures imposed by the 

authorities. Eligible borrowers are natural and legal persons, semi-governmental organisations, self-

employed and businesses, provided they had no delays in paying over 30 days on the 29th February 

2020.  These temporary measures apply for a period from 30th March 2020 till 31st December 2020. 

The moratorium covers capital, interest and compound interest payments. 

 

- Government Loan Guarantee Scheme and direct support: The Government has prepared a draft bill for 

a Guarantee Scheme for the provision by banks of new loans to businesses and self-employed workers 

and for the provision of government support to very small businesses and self-employed workers. The 

draft bill will be submitted to the Council of Ministers for approval and then to the House of Parliament. 

 

An earlier version of this draft bill was submitted to Parliament as part of the first wave of measures 

and, following a first discussion, the government amended it to take into account comments and 

suggestions received by parliamentary political parties in order to strengthen its political acceptance 

and final approval by the House of Parliament. The scheme forms a significant part of the liquidity 

measures package and concerns:  

 

(a) Government Guarantees of a total amount of up to € 1,500,000,000 to financial institutions for the 

purpose of:  

(i) granting new loans to the self-employed and very small enterprises: government guarantees of 

€300 million, covering 85% of the loan, corresponding to new loans of the order of around €353 

million; 

(ii) granting new loans to small and medium enterprises: government guarantees of €1 billion, 

covering 70% of the loan, corresponding to new loans of the order of around €1.4 million;  

(iii) granting new loans to large enterprises: government guarantees of €200 million, covering 70% 

of the loan, corresponding to new loans of the order of around €286 million. 

 The new loans will have of a duration of 3 months to 6 years. 

(b) Direct government support to very small enterprises that (i) were part of the “Operations Suspension 

Scheme” for full suspension of operations up to 4th May, and will cease from 5th May onwards, and (ii) 

were part of the “Operations Suspension Scheme” for full suspension of operations up to 4th May, and 

will continue on the Scheme from 5th May onwards. The total cost in the process of being calculated. 

 

- Foreclosures suspensions: Temporary suspension of the process of foreclosures by KEDIPES for a 

period of 3 months – announcement of the Association of Cyprus Banks. 

 

- ESTIA Scheme extension: Extension of the requirement to submit the necessary supporting 

documents for 3 months for those who have already applied for the ESTIA Scheme. 
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 Supervisory and macroprudential measures taken by the Central Bank of Cyprus (CBC): Further to the 

supervisory measures announced by the ECB Banking Supervision on 12th March 2020, the Central Bank of 

Cyprus (CBC) announced a set of national measures on 18th March. They include a release of capital and 

liquidity (about €100million) for banks directly supervised by the CBC (‘Less Significant Institutions’), 

simplification of documentation requirements for new short-term loans and other credit facilities, 

encouraging banks to restructure loans to affected credit-worthy borrowers including providing payment 

moratorium for nine months and to apply favourable interest rates for new loans and newly restructured 

loans, and simplification of approval processes for loan restructuring. 

More specifically, the CBC implemented the following measures: 

1. Following the ECB Banking Supervision announcement of 12 March 2020, providing temporary capital 

and operational relief to the Significant Institutions in reaction to Covid-19, the Board of Directors 

(BoD) of the CBC decided the implementation of the same measures to the Less Significant Institutions 

(LSIs) operating in Cyprus. In particular, the following measures have been announced and will be 

implemented to the LSIs: 

a. Relief in the composition of P2R by bringing forward the CRD V requirements allowing banks 

to partially use capital instruments that do not qualify as Common Equity Tier 1 (CET1) capital, 

for example Additional Tier 1 or Tier 2 instruments, to meet the Pillar 2 Requirements 

b. Allow banks to operate temporarily below the level of capital defined by the Pillar 2 Guidance 

(P2G), the capital conservation buffer (CCB) and the liquidity coverage ratio (LCR). 

c. Operational relief as far as the frequency of submission of various supervisory reporting is 

concerned. 

2. As per the recommendation issued by the ECB to the National Competent Authorities on 27th March 

2020, in relation to dividend distributions and share buy-backs, the CBC issued on April 6, a circular to 

the LSIs (Less Significant Institutions), asking them to refrain, until 1stOctober 2020 from: 

a. Any dividend distribution 

b. The issuance of any irrevocable commitments to pay out dividend for the financial year 2019 

and 2020, and 

c. Any share buy-back aimed at remunerating shareholders. 

3. Through a Circular issued to credit institutions on 30th March 2020, relaxations have been provided to 

all credit institutions from the requirements of the Loan Origination Directive issued by the CBC. In 

particular: 

a. The circular applies to borrowers, natural and legal persons whose financial situation has been 

negatively affected (quantifying the deterioration to the financial condition) as a result of the 

Covid-19 outbreak, who had less than 30 days in arrears as at 31st December 2019, and do not 

have any non-performing exposure with another institution, and are existing customers of the 

credit institution (eligible borrowers). 

b. The above eligible borrowers, can apply for a short term loan/overdraft to cover their short 

term liquidity needs/ working capital. The duration of the loan can be up to 12 months. 

c. A cap has been included on the amount that a borrower can apply for based on their 

income/revenues.  

d. For the eligible borrowers, applying for a loan/overdraft meeting the above characteristics, 

banks may temporarily not apply the provisions of the said Circular and only accept 

information confirming the eligibility of the borrower and that there is satisfactory information 

on the borrower’s repayment ability. In addition, banks are recommended to follow fast 
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assessment and approval processes for these type of loans with reduced/reasonable fees and 

charges. The relaxation applies to the eligible applications received till 31st December 2020. 

4. The CBC issued a recommendation to banks through a letter sent on 31st March 2020, whereby, 

borrowers who have applied for the suspension of their loan installments, should be carefully assessed 

by the bank during the moratorium period and at the end of the moratorium period, the bank, in 

cooperation with the borrower, should reach a viable restructuring solution, should such a need arise. 

It is noted that in such restructuring plans, any charges /fees should be kept at reasonable levels and be 

fully justifiable. 

5. As per a CBC Circular letter addressed to credit acquiring companies on 6th April 2020, they are 

requested, in cooperation with their borrowers, to provide viable restructuring solutions with expedite 

processes and reduced charges, in order to give the opportunity to the cooperative borrowers to 

recover. In addition, any charges not fully justifiable should be avoided.  

6. Adjustment of the Other Systemically Important Institutions (O-SII) buffer:  In order to alleviate O-SII 

credit institutions (Bank of Cyprus, Hellenic Bank, RCB Bank Ltd, Eurobank Cyprus Ltd, Alpha Bank Cyprus 

Ltd, Astro Bank Ltd) from the adverse financial impact of COVID-19, the CBC (as national macroprudential 

authority) extended the O-SII phasing-in period by 12 months. The decision was announced on 10th April 

2020 and is expected to result in the release of additional capital of the order of €90 million as from 1st 

January 2021.  

 

 Measures of the CBC with regard to payment services and payment systems 

- Announcement of the National Payments Committee (in line with a statement issued by the European 

Banking Authority on 25 March 2020): 

- On 2 April 2020, the National Payments Committee, which is chaired by the CBC and comprises of 

representatives of payment services users and payment service providers, announced that it supports 

the active promotion of the use of digital payments, in order to abide, to the extent possible, to the 

social distancing instructions. The National Payments Committee called upon the payment services 

users to prefer, and the payment service providers to facilitate digital payments, as well as contactless 

payments via cards.  In addition, payment service providers were requested to offer the necessary 

facilities and low fees, in order to further promote the use of digital payments.    

- Measures with respect to the functioning of the Central Information Register for Issuers of 

Dishonoured Cheques (CIR): On the 24th March 2020, the CBC announced various measures, which 

immediately entered into force until 30th April 2020, regarding the functioning of the CIR. Specifically, 

these entail (i) suspension of the 15 days’ time limit for re-presentment of a cheque with insufficient 

funds before being registered in the CIR, (ii) suspension of the one-month maximum time granted to 

registered persons to settle all dishonoured cheques from the date they were recorded as dishonoured, 

in order to be eligible to be deleted from the CIR, (iii) discretionary examination of requests for deletion 

of persons from the CIR, who are either in compulsory isolation under medical supervision (quarantine) 

or are absent from work as they fall within the list of vulnerable persons published by the Ministry of 

Health, provided that they submit all necessary certificates. 

It is noted that the stimulus package voted by the House of Representatives, of a cost of €369 million through 

a supplementary budget, has been recently revised mainly by extending the period for provisions of income 

support to affected workers (until 12th June 2020). Based on the revised package, it is estimated that the 

measures in total will have an impact on the accounts of the General Government of about -4.4% of GDP. To 

counteract the budgetary impact of the package of measures, the government will also implement savings, 
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mainly through suspending selected impending projects of the order of €200 million, in order to partly 

compensate for the increased expenditure and limit the resulting budget deficit.  

Measures announced on a European Union level are concrete steps and a token of determination to contribute 

decisively to the collective response to the crisis and are essential and of paramount importance in the effort 

exerted by national authorities. 

Effect of COVID-19 measures on economic outlook and fiscal outcomes 

Growth has been solid in recent years, with an average annual real growth of 4.4% during the period of 2015-

2019. During the past year, the economy continued to grow, albeit at a decelerated pace, with real GDP growth 

for 2019 estimated at 3.2%, compared to 4.1% in 2018. Before the onset of the COVID-19 crisis, 

macroeconomic outlook was positive, with projected growth for 2020 in the Draft Budgetary Plan 2020 to 

around 2.9%. 

However, outlook for 2020 has reversed after the outbreak of the COVID-19 crisis, with a recession projected 

for the current year, due to both a demand and production shock in the economy. The macroeconomic is 

surrounded by extreme uncertainty and the final outcome will depend on the depth and duration of the crisis.  

According to the baseline macroeconomic scenario, real GDP contracts by 7%, assuming that the lockdown 

will last two months (until end April 2020) with a 3-month transition period and recovery in the last five months 

of the year. 

There are both upside and downside risks to the baseline scenario. The upside risks are due to the early and 

targeted measures, taken by the Government of Cyprus, to contain the spread of the virus within the 

population, along with measures to safeguard the national health system and mitigate the economic effects 

of the crisis by protecting businesses and employees, which will hopefully result in the demand shock to be 

contained to the degree possible. Taking this into account, the contraction of the economy could be limited 

to 5% in real terms. 

However, there are also downside risks in the case where there will be a need for more extended periods of 

lockdown through the summer, even of a less restrictive form than the ones currently in place. There is also 

the risk of a second wave of the virus by next autumn, which will exert additional strain on the economy, in 

the absence of an effective treatment or a vaccine. Under this more adverse turn of events, the recession will 

be deeper than the one assumer under the baseline scenario, with initial estimates of up to 13% in real terms. 

Regarding fiscal outcomes, it is forecasted that the budget balance of the General Government will be 

substantially affected during 2020, and is estimated at a deficit of about 4.3% of GDP after four continuous 

years of fiscal surpluses. This outcome is stemming both from the effects of the COVID-19 outbreak on the 

economy, as the baseline macroeconomic scenario suggests a negative growth rate of real GDP of about 7%, 

as well as from the support measures of a one-off nature, which target the current situation in the economy 

and ensuring that employment positions are retained to the most possible extent. 

Finally, taking into account the increase in public debt in absolute numbers to address the economic impact 

of the Covid-19 pandemic and the expected reduction in GDP for the year 2020, public debt as a percentage 

of GDP is projected to increase to around 116.8% by the end of the year. 
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2. ECONOMIC OUTLOOK 

2.1 MACROECONOMIC DEVELOPMENTS 2019 

2.1.1 Global Economy 

According to the European Commission Winter Forecast 2020, the estimated world economic growth 

(excluding the EU) slowed down to 3.1% in 2019, compared to 3.8% growth in 2018.  

Economic growth in the EU was moderate in 2019 with an overall estimated average growth of 1.5% compared 

to2.1% in 2018. In the euroarea growth for 2019 is estimated at 1.2%, down from 1.9% in 2018. Growth was 

supported mainly by domestic demand due to improved household incomes following good labour market 

conditions with increased employment and higher wages, along with expansionary fiscal policies. The 

slowdown was driven by sluggish industry production, mainly in the automobile sector, and by deceleration 

in global export volumes. All EU Member States were firmly on the path of steady, albeit moderate growth, 

with Malta (4.5%), Lithuania (3.9%), Ireland (3.8%) and Cyprus (3.2%) leading growth in the euroarea. Inflation 

in the EU decelerated in 2019 to 1.8% and in the euro area to 1.2% (compared to 2.5% and 1.8%in 2018 

respectively). 

The unemployment rate in the euro area fell down to 7.6%, compared to 8.6% in 2018, with marked 

improvement across all Member States. Youth unemployment has also been falling but remains high at an 

average 15.7%. 

The economy of the United Kingdom (UK), which is an important trade partner for Cyprus, grew by 1.3% in 

2019, remaining stable compared to the year before, despite the volatility throughout the year prior to Brexit 

until final withdrawal on 31st January 2020. Going forward, the UK is on a transitional period where Union 

Law still holds with few exceptions, while negotiations (when resumed) will determine the future trade 

relations of the UK with the EU.  

The euro lost value against the dollar throughout 2019, with the exchange rate of the euro at 1.1 dollars at 

the end of 2019, while the exchange rate of the euro against sterling pound remained on average stable since 

2018, with value of the euro at 0.88 sterling pounds. 

2.1.2 Domestic Economy 

Growth has been solid in recent years, with an average annual growth of 4.4% during the period of 2015-

2019. During the past year, the economy continued to grow, albeit at a decelerated pace, with real GDP 

growth for 2019 estimated at 3.2%, compared to 4.1% in 2018.  

Consumption and exports were the main drivers of growth during 2019. Consumption grew by 4.6%, driven 

by private consumption, which grew in real terms by 3.0% and also supported by government consumption 

which increased by 11.3%. Gross fixed capital formation recorded a marginal increase of 0.1%. Imports, in real 

terms, grew at a rate of 1.5% mirroring the trend of domestic demand, while exports, in real terms, also grew 

at a rate of 2.0%. 

From a sectoral perspective, growth in construction and wholesale and retail trade was strong, along with 

growth in the services sectors and most notably in professional, scientific and technical activities, information 

and communication activities, and administrative and support services. Accommodation and food services 

activities sector continued growing but at a reduced pace than in the recent past, whereas growth in real 
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estate activities was marginal and negative growth was recorded in the financial and insurance activities as a 

result of the continued consolidation process. 

Tourist arrivals during the period January-December 2019 amounted to around 4.0 million, compared to 3.9 

million in 2018, recording an increase of 1%, stabilizing after previous record increases in 2016-2018, amid a 

more challenging environment, with increased competition from neighbouring countries (Turkey and Egypt) 

andthe bankruptcies of Thomas Cook in September 2019 and the German low cost air carrier Germania in 

February 2019. Revenues from tourism amounted to €2.7 billion, recording a 1% decrease from the level of 

2018. The drop in revenues reflects the more difficult environment in the sector that lead to the offer of more 

competitive packages in the accommodation sector in an attempt to maintain arrivals close to the levels of 

the year before. 

Figure 1: Real GDP growth, 2008-2019 (%) 

 

Source: Statistical Service 

The effects of continued strong growth are reflected in the labour market, with employment increasing by 

3.1% in comparison with the previous year, as measured in the national accounts, following a 4.1% increase 

in 2018. This corresponds to an increase in employed persons by 13,301 individuals mainly in construction, 

professional scientific and technical activities, wholesale and retail trade, accommodation and food service 

activities, manufacturing, education and health. A reduction in employment was recorded in the financial and 

insurance activities. 

Figure 2: Labour market 
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The unemployment rate, as measured by the Labour Force Survey, has been steadily falling since 2014 and 

averaged at 7.1% of the labour force in 2019, compared to 8.4% in 2018. Youth unemployment averaged at 

16.6% in 2019, while long-term unemployment averaged at 2.1%, compared to 20.2% and 2.7% respectively 

in 2018. 

Compensation per employee increased by 2.9% in 2019, following an increase of 0.5% in 2018 and 1% in 2017. 

For expositional purposes, it is useful to note that compensation per employee contracted by 2.8% on average 

during the period2013-2016. As a consequence, nominal unit labour costs increased in 2019 by 2.8%, after an 

increase of 0.6% and 1.9% in 2018 and 2017 respectively, following a contraction of 3.5% on average during 

the period 2013-2016. 

Inflation, as measured by the Harmonized Index of Consumer Prices (HICP), was once again subdued averaging 

at just 0.5% in 2019, compared to 0.8% in 2018. For the period January-December 2019, the largest change, 

compared to the corresponding period of the previous year, was noted in category Housing, Water, Electricity, 

Gas and Other Fuels (3.9%). Harmonized Energy inflation was negative at -2% and Seasonal Food inflation 

recorded an increase of 5.8%; as a consequence of these opposite annual price chances, harmonized core 

inflation (overall index excluding energy and seasonal food) averaged to 0.6% during 2019, marginally higher 

than general inflation. The HICP excluding energy averaged at 0.8%, whereas inflation excluding energy and 

seasonal food (core inflation) recorded an average increase of 0.6% after stagnating in 2018. 

Table I: Selected economic indicators, 2017-2019, y-o-y %  

 2017 2018p 2019p 

GDP (constant prices) 4.4 4.1 3.2 

Public consumption  2.1 3.5 11.3 

Private consumption 4.5 3.3 3.0 

Gross Fixed Capital Formation 24.1 -6.6 0.1 

Exports 8.7 4.6 2.0 

Imports 12.8 2.4 1.5 

Tourist arrivals (000’s) 3,652.1 3,938.6 3,976.8 

Tourist arrivals growth 14.6 7.8 1.0 

HICP 0.7 0.8 0.5 

Labour productivity growth (persons) -0.9 0.0 0.1 

Employment growth 5.3 4.1 3.1 

Compensation per employee 1.0 0.5 2.9 

Unemployment rate (Labour Force Survey) 11.1 8.4 7.1 

Source: Statistical Service 

In 2019 the Consumer Price Index (CPI) recorded an increase of the order of 0.3% compared to the year before. 

Analysis of CPI by economic activity indicates that the prices of services, as well as of local goods contributed 

positively to the change of CPI during 2019 with 0.7 and 0.5 percentage points, respectively. More specifically, 

Services price index increased by 1.7%, mainly attributed to increase of personal and household services 

prices, as well as due to increases in restaurants and hotels prices (1.7% and 1.5%, respectively). Local Goods 

price index increased by 2% during the year under review, due to the increases in electricity and water and 

local agricultural prices (7.5% and 3.3%, respectively). Finally, negative price changes were recorded on 

petroleum products (-0.6%) and on imported goods (-0.3%), partly compensating the increases of CPI 

categories Local Goods and Services. 
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Core inflation averaged at 0.5% during 2019, marginally above the headline inflation of 0.3%, indicating the 

increases recorded on services. 

Table II: CPI by Economic Activity 

  2014 2015 2016 2017 2018 2019 Jan-20 Feb-20 

GENERAL  INDEX -1.4 -2.1 -1.4 0.5 1.4 0.3 1.1 1.4 

LOCAL GOODS -3.4 -3.9 -2.7 1.4 2.0 1.9 0.0 2.2 

Local Agricultural -3.7 1.0 0.4 -0.7 2.4 3.3 1.5 4.8 

Local Industrial -0.2 -0.5 -0.6 -0.7 -0.2 -0.4 0.1 0.2 

Electricity and Water -9.2 -16.3 -13.8 12.1 9.3 7.5 -2.7 4.1 

IMPORTED GOODS -0.6 -0.6 -0.4 -1.0 -1.1 -1.1 -1.4 -2.0 

Imported Agricultural -2.0 0.7 -0.6 2.4 -5.2 -3.7 1.7 -2.1 

Imported Industrial (Excl. petr.)  -0.5 -0.6 -0.4 -1.1 -1.0 -1.1 -1.5 -2.0 

PETROLEUM PRODUCTS 0.3 -13.3 -7.6 7.1 6.0 -6.6 8.1 7.3 

SERVICES -0.9 0.0 -0.8 0.5 1.8 1.7 1.9 2.0 

Rents -5.9 -1.2 -0.5 0.8 2.5 3.4 2.9 2.9 

Repairs &maintenance of dwellings -1.5 -2.0 1.1 1.8 4.5 3.1 3.0 3.0 

Transport 3.4 2.1 -14.1 0.5 6.6 4.3 3.5 3.5 

Communication 2.0 1.0 -0.3 -1.0 -1.4 -1.6 3.9 4.6 

Insurance -0.8 0.1 0.2 -2.5 0.8 0.4 1.3 1.3 

Government services 9.1 0.7 -2.4 0.6 3.5 0.8 0.5 0.5 

Education -3.5 -1.1 0.4 0.7 2.6 1.8 1.7 1.7 

Medical care -1.7 1.0 1.6 1.1 0.8 0.7 0.4 0.4 

Restaurants & Coffee shops -1.4 0.2 0.3 0.7 1.7 1.6 1.5 1.6 

Personal & Household services -1.1 -0.6 -0.1 0.8 2.0 2.5 1.7 1.7 
Source: Statistical Service  

According to the latest Balance of Payments data for 2019, Cyprus’ current account recorded a deficit of 

€1.473,5 million (6.7% of GDP) in 2019, compared with a deficit of €931,2 million (4.4% of GDP) in 2018. The 

increase in the current account deficit resulted from larger deficits in primary income (from -€744,4 million to 

-€1.170,6 million), trade in goods (from -€4.672,9 million to -€4.714,2 million) and lower surplus in the services 

account (from €4.839,1 million to €4.683,4million). The aforementioned adverse developments were partly 

offset by a decrease in the deficit of secondary income (from -€353,0 million to -€272,1 million). 

The international investment position (IIP) recorded a net liability position of €25.459,5 million in 2019, 

compared with €25.631,1 million in 2018. This small improvement was mainly due to the increases recorded 

in portfolio investment (€8.055,5 million, up from €2.237,9 million) and, to a much lesser extent, in “other” 

investment and reserves. These increases were compensated, to a large degree, by deteriorations mainly in 

direct investment (-€2.043,0 million, down from €7.357,9 million) and, to some extent, financial derivatives.  

The difference between gross external debt and total liabilities in IIP is the absence of all equity and investment 

fund shares components and financial derivatives. The gross external debt has dropped to €205.302,8 million 

in 2019, compared with €209.455,2 million in 2018.  External assets in debt instruments declined marginally 

to €119.652,5 million, down from €119.740,5 million in 2018. The net external debt (gross external debt less 

external assets in debt instruments) decreased by €4.064,3 million to €85.650,4 million, over 2019. 

However, in the case of Cyprus, the methodological changes in the reporting of external trade statistics 

resulted in substantial changes in the CA and NIIP statistics. With the introduction of the ESA2010 and BMP6 

statistical methods, total imports and exports of Cyprus include, among other, the economic transfer of mobile 

transport equipment and activities of ship owning SPEs. This methodological change skews statistics in the 
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current account balance, disproportionately negatively due to the characteristics of the Cyprus economy, 

given the relative significance of the international business and shipping sectors. What is important for the 

economic reading of these statistics in the case of Cyprus, especially for exports and imports of goods, is that 

they do not concern transactions that affect nor are affected by domestic developments and, hence, do not 

reflect the economic fundamentals of the domestic economy. 

The table below shows the evolution of the CA in Cyprus from 2010-2019 with the significant amelioration 

that took place between 2010-2015. In 2016-2018 CA deficit widens to -4.2%, -5.1% and -4.4% respectively. 

Adjusting the data for the impact of Special Purpose Entities (SPEs), that is, classifying SPEs as non-residents, 

the specific deficit stands at €1,438.2 million (6.6% of GDP) in 2019, compared with a deficit of €715.9 million 

(3.4% of GDP) in 2018. 

Table III: Balance of Payments, 2010-2019 

in per cent of GDP 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

Exports of Goods 13.8 15.3 15.6 15.1 15.3 16.1 13.8 13.6 17.1 13.8 

Imports of Goods 37.9 36.8 35.1 32.8 34.2 34.3 35.8 38.6 39.2 35.3 

Goods Balance -24.1 -21.5 -19.4 -17.7 -18.9 -18.2 -22.1 -25.0 -22.1 -21.5 

Services Balance 15.7 17.7 17.5 19.3 19.8 20.8 23.8 24.6 22.9 21.3 

Primary Income Balance -1.4 2.6 -0.7 -1.2 -2.7 -0.7 -4.0 -3.0 -3.5 -5.3 

Secondary Income Balance -1.0 -1.1 -1.3 -1.9 -2.3 -2.4 -1.9 -1.7 -1.7 -1.2 

Goods & Services Balance -8.3 -3.8 -1.9 1.6 0.9 2.6 1.7 -0.4 0.8 -0.1 

Current Account Balance -10.7 -2.3 -3.9 -1.5 -4.1 -0.5 -4.2 -5.1 -4.4 -6.7 

CAB (without SPEs) … … … … -4.4 -1.0 -0.6 -1.9 -3.4 -6.6 
Source: Central Bank of Cyprus 

Similarly, the NIIP is affected by the adoption of the methodological 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 companies. The latter have significant financial liabilities used for financing their operations 

including the acquisition of the companies’ assets. While these loans impact directly the IIP, the respective 

real assets (ships) do not, thus creating an imbalance in the figures reported. Most importantly, SPEs do not 

have a link domestic economy as these operations are financed from abroad. By adjusting the data for the 

impact of SPEs, IIP recorded a net liability position of €8.000,5 million at the end of 2019, compared with a net 

liability position of €8.350,1 million in 2018. 

Adjusted for the impact of SPEs, gross external debt reached €57.759,7 million at the end of 2019, compared 

to €54.809,5 million, in December 2018, while the corresponding net external debt indicator increased from - 

€1.460,4 million in 2018, to €282,0 million in 2019. 

2.1.3 Financial Developments 

The banking sector of Cyprus is now in a stronger position following the structural changes that gradually took 

place over a period of seven years, prompted by the financial crisis of 2008, both from domestic policies and 

from policies at the euroarea level. It can be argued that the banking sector has regained confidence and can 

more effectively contribute to macroeconomic stability and support national economy. The liquidity of banks 

remains strong and their capital adequacy is satisfactory. A key condition for further consolidation of the 

banking system is stability in relation to the legal framework. 
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The size of the banking sector has beendecreasing since 2012 and, according to data by ECB, by February 2020, 

total assets amounted to €58.7 billion (by 30/9/2019), or 270% of GDP. This is a very significant decrease from 

the 2012 levels when the banking sector corresponded to around 631% of GDP.  

Loans, deposits and interest rates 

Total deposits in 2019 increased by 1.9% on an annual basis (December 2019-December 2018) and this 

increase was due to an increase in deposits from domestic residents that increased by 4.7%. Foreign resident 

deposits continued to decrease (-12.6% from EU and -5.9% from rest of the world), but at a decelerating pace, 

as deposit outflows from foreign residents during 2019 were contained compared to previous periods. 

The loan to deposits ratio at the end of December 2019 fell to 69%, down from a high of 136% at the end of 

December 2015.  

Figure 4: Deposits 

Evolution of deposits (annual growth rates)                            Evolution of loans to deposits ratio      

 

Source: Central Bank of Cyprus, Monetary and Financial Statistics, March 2020 

Figure 5 below presents the Liquidity Coverage Ratio (LCR) in Cyprus over the period of September 2016 to 

September 2019.  

Figure 5: Liquidity Coverage Ratio 

 

Source: ECB Statistical Data Warehouse, data by February 2020 
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As part of the CRR mandate, the EBA monitors and evaluates the liquidity coverage requirements on an annual 

basis (pursuant to Article 415(1)). Banks should hold liquid assets to cover net liquidity outflows over a stress 

period of 30 calendar days and should maintain an LCR of at least 100%. Cypriot banks have a high LCR, 335% 

in September 2019, well above the minimum requirement. 

The provision of pure new loans to households increased marginally in 2019 by 0.2% on an annual basis 

(December 2019-December 2018). Since 2015, the increase in total pure new loans was of the order of 128%. 

The bulk of these new loans concern lending for house purchases, which form around 70% of total pure new 

loans in the economy. The pure new loans to non-financial corporations increased by 2.5% in 2019 on an 

annual basis (December 2019-December 2018). 

Interest rates remain at low levels, assisting efforts to deleverage through restructuring, but negatively 

pressuring banks’ profitability due to reduced net interest income. 

Table IV: Provision of pure new loans 

 
Households’ pure new loans 

Non-financial 
corporations’ pure 

new loans 

 
Consumer 

credit (€ ml) 

House 
purchase 

(€ ml) 
Other (€ ml) 

Total 
(€ ml) 

% change 

Total 
pure 
loans 
(€ ml) 

% change 

2015 83.1 271.1 180.6 534.8  1152.4  

2016 119.4 546.5 201.6 867.5 62.2 1491.3 29.4 

2017 170.7 721.0 195.7 1087.4 25.4 2141.2 43.6 

2018 161.8 868.5 184.0 1214.2 11.7 1928.7 -9.9 

2019 161.2 874.1 181.7 1217.0 0.2 1976.6 2.5 

Jan-Feb 2019 21.6 138.7 30.9 191.2  329.5  

Jan-Feb 2020 25.0 118.0 31.0 174.0 -9.0 229.8 -30.3 

Source: Central Bank of Cyprus, Monetary and Financial Statistics, March 2020 

Figure 6: Interest rates 

 

Source: Central Bank of Cyprus, Monetary and Financial Statistics, March 2020 
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Non-performing exposures (NPEs) 

According to the latest available data by the Central Bank of Cyprus (published on 27th March 2020), by the 

end of November 2019, NPEs dropped down to €9.4 billion and stand at 28.5% of total loans in the economy. 

Compared to December 2018, NPEs decreased by €841.7 million. The total decrease in NPEs from December 

2014, when NPEs amounted to almost 50% of total loans, until November 2019 was by €17,9 billion (a drop of 

the order of 66%). Loans over 90 days past due amounted to 23.7% of total NPEs (€7.8 billion) by the end of 

November 2019, compared to 22.5% at the end of December 2018, and 33.4% at the end of December2017.  

Restructured facilities by the end of November 2019 amounted to €5.7 billion, of which €4.2 billion are still 

considered NPEs. Total accumulated provisions amounted to €5.1 billion by the end of November 2019, 

covering 54.5% of NPEs. 

Figure 7: NPEs (including overseas operations of CCIs)  

 

Source: Central Bank of Cyprus 

2.2 CYCLICAL DEVELOPMENTS AND CURRENT PROSPECTS 

Prospects for 2020 

Due to the outbreak of COVID-19 pandemic and the disturbance it has caused to the socioeconomic 

structures all over the world in order to combat the disease, the economic outlook for 2020 is surrounded 

by extreme uncertainty and the final outcome will depend on the depth and duration of the health crisis. 

The previous crises that Cyprus faced in 2008-2009 and 2012-2013, when it eventually entered into a 

macroeconomic adjustment programme in March 2013, cannot be used as an analogy as they were domestic 

crises stemming from imbalances mainly in the financial sector. This time around, the health crisis is expected 

to affect the whole spectrum of the economy - including a significant impact on neuralgic sectors due to the 

pandemic nature of the crisis - as the measures needed to contain the spread of the pandemic, result in a big 

demand shock, on top of a production shock/supply chain disruption that will also be inevitable. Furthermore, 

since the same crisis is severely affecting Europe and the rest of the world, exports will be negatively affected, 

especially concerning the tourism sector.  

Despite the uncertainties at hand, this Stability Programme presents a baseline scenario in Table 1a in the 

Annex, of a real GDP contraction of 7%. This is based on a two-month lockdown (until the end April 2020) with 
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a gradual relaxation starting from May, a 3-month transition period from May until July and recovery in the 

last five months of the year. As a consequence: 

 Private consumption falls by 7.2% which corresponds to a significant reduction mainly in the 

categories most affected by the lockdown, i.e. for sectors that have completely stalled their operations 

following authorities’ instructions, taking into account that much of services-sector related 

consumption will not be recovered after the lockdown ends and also taking into account that some 

categories of consumption may actually increase (e.g. supermarkets and pharmacies). 

 Investment (Gross Fixed Capital Formation) contracts by 5.3%, due to up to a two-month equivalent 

value decrease in its subcomponents, although the final outcome will depend on which categories will 

be affected more and mainly concerning the residential sector.  

 Exports decrease by 26.1%, due to a 70% decrease in travel and transport categories and assuming 

that tourism will rebound during the last quarter.  

 Imports contract by 21.3% in line with the decrease in consumption and investment (since a significant 

proportion of consumption and gross fixed capital formation is comprised of imports) and also due to 

the lower oil prices expected for 2020 (since Cyprus is a net importer of oil). 

Although the Government has taken all measures necessary to minimize job losses with the labour related 

schemes in the package of fiscal measures, a negative impact (even marginal) will be impossible to avoid. The 

baseline scenario assumes a decrease in employment in 2020-Q2, due to the fact that the (current) duration 

of the restrictive circulation measures is for two months (March-April), during which most companies will 

temporarily suspend their operations. As companies gradually reopen, along with the gradual lift in the 

restrictive circulation measures, employment levels will be restored close to the 2019 levels in 2020-Q4. 

Also, the fact that the Government of Cyprus has taken early and targeted measures to contain the spread of 

the virus within the population, along with measures to safeguard the national health system and mitigate the 

economic effects of the crisis by protecting businesses, jobs and incomes, might result in a lower decrease in 

consumption than assumed under the baseline scenario. Under this assumption, a fall in real GDP is projected 

of around 5% according to which private consumption, investment and exports suffer a less severe downturn 

than in the baseline scenario. Under this scenario, the decrease in the travel and transport categories of 

exports is around 65%, compared to a 70% decrease in the baseline scenario. 

Regarding prices, during the first two months of 2020, inflation averaged at 1.3%, where the most notable 

positive effects on the change of the CPI was recorded on petroleum products prices (positive contribution of 

0.7 percentage points) and local agricultural goods prices (positive contribution of 0.2 percentage points), 

while imported goods prices had the largest negative effect (negative contribution of 0.5 percentage points. 

Inflation is expected to follow a declining trend during the period March-December 2020 and average at -0.3% 

in 2020, stemming from the recent decreases in international energy prices in conjunction with expectations 

for further price drops in the course of the year, of almost -40% in 2020 compared to the year before. 

GDP deflator is estimated to be the same as inflation, since it is the best possible assumption due to the 

uncertainty, and thus GDP in nominal terms is expected to decrease by 7.3% in the baseline scenario.  

HICP projection, and thus GDP deflator estimate, are the same across all scenarios examined in this section. 
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         Figure 8: CPI by economic category,                               Figure 9: CPI evolution and Oil Price 
         contributions to total CPI annual, %                               developments 

 

Source: Statistical Service and Ministry of Finance 

As at this moment, there are no official results on an effective treatment for COVID-19 and a vaccine to contain 

it is still months away, a more prolonged period of lockdown, even if less strict than the one currently in place, 

cannot be excluded. Furthermore, as experts indicate, a second wave of the virus might be expected to prevail 

sometime by next autumn. In that case, the negative effects on the economy would be prolonged because of 

possible longer periods of lockdown and travel bans. The contraction of the economy under this more adverse 

turn of events would be more severe, with initial estimates indicating a recession of up to 13%, in real terms. 

However, these estimates should be taken with the appropriate degree of caution and for expositional 

purposes only because it is impossible to quantify at this point the impact of such a scenario on all key 

indicators of the economy. 

Prospects for 2021 

At the time this Stability Programme is being compiled, the situation remains fluid as the crisis has not yet 

reached its peak and the coming months are uncertain on how they will unfold. In this context, although a 

recovery is expected in 2021, there is not enough information to quantify it within acceptable margins of error. 

Going into 2021, the recovery speed and size will depend on the 2020 final outcome, which is by itself 

uncertain. In addition, developments depend on other factors, including the effectiveness of the measures 

taken and whether there will be any longer lasting impacts that will need time to balance out, how long it will 

take consumer and business confidence to recover, the economic situation in the EU and the rest of the world, 

how the strategy for economic recovery evolves in the coming months leading up to 2021 and not least how 

the scientific developments surrounding a breakthrough for COVID-19 evolve. 

The fact that Cyprus is a small open economy will have both positive and negative effects on the 2021 outlook. 

By being a small and services-oriented economy, recovery will be faster compared with other bigger and 

manufacturing oriented economies. On the other hand, with tourism being one of the most important sectors 

in the economy, recovery may be hampered if the sector proves unable to recover early or fast enough. The 

risks with this sector are threefold: (a) the losses on the production basis of the industry incurred this year, 
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which also includes many small businesses, may hamper the retention of market share going forward, (b) the 

effects of the crisis on international airlines and tour operators may be substantial leading to reduction of 

arrivals, (c) possible competition from other hard hit rival destinations in their efforts to regain market share.  

Considering the uncertainty and the risks, the package of measures taken this year is crucial to help the hotel 

industry retain its job positions and level of services, together with timely marketing practices and promotion 

which has already started with the slogan “Visit Cyprus later”. 

Taking all into consideration, a gradual recovery is expected from 2021 onwards, as lockdowns are lifted more 

gradually than they were imposed, social distancing continues for a considerable amount of time and the 

tourist industry takes longer to recover to its pre-pandemic levels. For the baseline scenario this translates 

into an estimated increase of around 6% for 2021, supported mainly from domestic demand and less so by 

external demand. 

External assumptions 

The underlying external assumptions are as following (European Commission, Spring 2020 forecast 

assumptions, final storage): 

  
Year Year Year 
2019 2020 2021 

Short-term interest rate (annual average) -0.36 -0.35 -0.39 

Long-term interest rate (annual average) -0.25 -0.39 -0.31 
USD/€ exchange rate (annual average)   1.12 1.09 1.09 
Nominal effective exchange rate  of the euro area 
(% change) 

-1.24 1.51 0.46 

World excluding EU, real GDP growth (PPP terms) 3.0 -2.9 5.0 
EU exports markets, extra-EU (volumes) 1.5 -11.8 7.6 
World import volumes, excluding EU 0.1 -10.1 6.5 
Oil prices (Brent, USD/barrel) 64.1 38.4 40.2 
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3. GENERAL GOVERNMENT BALANCE AND MEASURES 

3.1 POLICY STRATEGY 

Fiscal performance during 2019, excluding the one-off impact of the amendment of the Income Tax Law as of 

March 2019, was better than anticipated in the previous update of the Stability Programme, stemming both 

from windfall revenues as the result of the favourable economic environment, as well as from the 

heterogeneity between contributions and related expenditure in the context of the introduction of the 

National Health System (NHS). The significant fiscal performance during 2019 provided the opportunity of the 

early repayment of part of public debt, substantially reducing the debt-to-GDP compared to the year before. 

From the outset of 2020, fiscal policy is concentrated on measures to protect the economy from the outbreak 

of the COVID-19pandemic crisis by alleviating its effects on economic metrics and on society, while reinforcing 

the ability of the health system to respond to the current demand. The overall aim is to preserve the core 

production factors of the economy so as to facilitate a healthy rebound, once the crisis subsides. 

3.2 GENERAL GOVERNMENT BALANCE FOR 2019 

The budget balance of the General Government was in surplus during 2019 of about €603 million (2.8% of 

GDP), including the one-off fiscal impact of -€185 million that was the result of the amendment of the Income 

Tax Law1 as of March 2019, which allows the conversion of specific Deferred Tax Assets (DTA) into Deferred 

Tax Credit (DTC), compared to a deficit2 of €926 million (-4.4% of GDP) during 2018. Primary balance was also 

in surplus of about €1,142 million (5.2% of GDP). Excluding the one-off fiscal impacts, nominal balance was in 

surplus of the order of 3.6% of GDP compared to 2.9% of GDP the year before, recording an improvement of 

0.7 percentage points of GDP. Respectively, primary balance improved by 0.8 percentage points of GDP, 

reaching 6.1% compared to 5.3% of GDP the year before. 

Revenue 

In 2019, total revenue as a percentage of GDP amounted to 42.2% compared to 39.2% the year before, 

recording an increase of 3 percentage points of GDP. In value terms, total revenue increased by 11.7% 

compared to 2018. All revenue categories recorded an increase in 2019 compared to the year before.  

Tax revenue increased by 3.2% mostly due to the increase in current taxes on income and wealth. In more 

detail, receipts from taxes on production and imports marginally increased by 0.3%, despite the loss from the 

reduction of excise duties on fuels by €0.0595 per litter end-2018 of about €42 million. Revenues from VAT 

compensated the abovementioned loss, which increased by about 4.2% during the year under review, 

reflecting the improvement in economic conditions and the increase in private consumption. Revenue from 

taxes on income and wealth increased by 8.1%, fueled by the strong performance of income tax receipts from 

                                                                 

1Currently applicable only to Bank of Cyprus since the income tax losses of ex Laiki Bank were transferred to the Bank of Cyprus during 

2013, as part of Laiki’s resolution. 

2The budget balance of 2018 includes one-off impact of €1,534.1 million (7.4% of GDP), which is the methodological treatment of the 

sale of part of assets and liabilities of the Cyprus Cooperative Bank (CCB) to Hellenic Bank. 
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employees, as well as from corporate tax receipts, of 11.3% and 11% respectively. A year-to-year decrease 

was recorded to the receipts from withholding tax on interest, following the interest rate trends. 

Revenue from social security contributions increased by 27.2%, mainly attributed to contributions in the 

context of NHS as from March 2019 (contribution of 15 percentage points). In addition, the pre-legislated 

increases in social security contributions as of January 2019 had a positive contribution to this revenue 

category, as well as the further improvement conditions in the labour market, namely employment and wage 

developments.  

Property income recorded an increase of 26.6% mainly due to a higher dividend received by the Cyprus 

Telecommunications Authority (CYTA). Finally, revenue from other sources, which consists of non-tax revenue, 

exhibited an increase of about 25.4%, both due to the one-off impact related to the Income Tax Law as 

amended during March 2019, impacting this revenue category with an increase of €100 million, as well as due 

to increased EU grants received during the year under review compared to the year before, reflecting the 

continued pick-up in the rate of absorption from the EU’s Structural and Cohesion Funds.  

Expenditure 

Total expenditure in 2019, as a percent of GDP, exhibited a decrease of 4.2 percentage points, from 43.6% of 

GDP in 2018 to 39.4% of GDP in 2019. The liabilities of ex CCB undertaken by KEDIPES3 during 2018, in the 

context of its sale to the Hellenic Bank, contributed negatively to the growth of general government 

expenditure by 17.5 percentage points. On the other hand, a positive contribution on total expenditure growth 

of 3.1 percentage points was the result of the methodological treatment related to the amendment of Income 

Tax Law, March 2019. Excluding these two abovementioned impacts, total expenditure increased by 8.3% 

during 2019. 

Compensation of employees exhibited an increase of about 10.1%, mainly attributed to the gradual phasing 

out of wage cuts (contribution 2.6 percentage points) as well as to the government’s contribution to the NHS 

as an employer (contribution 1.4 percentage points). Increases in the employment in health sector also 

contributed to the expenditure category, as well as increments, the granting of the cost of living allowance 

and expenses related to KEDIPES. As a percentage to GDP, compensation of employees increased by 0.8 

percentage points, from 11.7% in 2018 to 12.5% of GDP in 2019. 

Intermediate consumption recorded a rate of growth of 42.3% compared to the year before. Excluding 

expenses related to KEDIPES, as well as to expenses related to the Health Insurance Organisation (HIO) in the 

context of the introduction of NHS, category intermediate consumption recorded an increase of about 8.7% 

during 2019 compared to the year before. 

Social payments increased at a rate of 6%, where as a percent of GDP it increased by 0.3 percentage points 

from 12.8% of GDP in 2018 to 13.1% of GDP in 2019. This increase was brought mainly by NHS related 

expenditure, which started as of 1st June 2019, contributing positively by 1.3 percentage points to the increase 

of this expenditure category. 

                                                                 
3 The sale process of part of the assets and liabilities of the Cyprus Cooperative Bank Ltd (CCB) to the Hellenic Bank resulted in the 

establishment of two new entities, namely the Cooperative Asset Management Company Ltd (SEDIPES) and Cyprus Asset Management 

Company Ltd (KEDIPES), which are both classified within the General Government sector as of September 2018. 
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Interest expenditure recorded an increase of 5.7% in 2019 compared to the year before, associated with the 

issuance of foreign medium-term securities during the year under review. Gross fixed capital formation 

recorded a sharp decrease of 69.6%, declining as a percentage of GDP to 1.7% from 5.7% the year before, 

associated with the sale of ex CCB the year before. 

Finally, category other expenditure recorded a decrease of about 35.4% during 2019, declining to 4.2 percent 

of GDP compare to 6.8 percent of GDP the year before. Excluding the methodological treatment of the one-

off fiscal impact related to the sale of ex CCB (contribution -62.3 p.p.), as well as the one-off impact regarding 

the amendment of Income Tax Law as of March 2019 (contribution +19.9 p.p.), category other expenditure 

increased by 10% in value terms during 2019, mainly due to higher Own Resources contributions to the EU 

Budget. 

3.3 UPDATED BUDGETARY PLANS 2020 

In the context of the crisis of the pandemic, it is forecast that the budget balance of the General Government 

will be substantially affected during 2020, and is estimated at a deficit of about 4.3% of GDP after four 

continuous years of fiscal surpluses4. This outcome stems both from the effects of the COVID-19 outbreak to 

the economy, as the baseline macroeconomic scenario suggests a negative growth rate of real GDP of about 

7%, as well as from the support measures of a one-off nature, which target the current situation in the 

economy and ensuring that no employment position is lost to the most possible extent. 

It is noted that the stimulus package voted by the House of Representatives of a cost of €369 million through 

a supplementary budget, has been recently revised mainly by extending the period for provisions of income 

support to affected workers. Based on the revised package, it is estimated that the measures in total will have 

an impact on the accounts of the General Government of about -4.4% of GDP. More details are presented in 

Table V below: 

Table V: Discretionary measures adopted/announced in response to COVID-19 outbreak 

List of 
measures 

Description 
ESA 

Code 
Adoption 

Status 

Budgetary impact 
(% of GDP - change 
from previous year) 

 Subsidised leave to parents when schools, private 
or public, nurseries, childcare or other educational 
institutions suspend their operations. Estimates is 
based under the assumption of 50.000 recipients 
for as long as schools stay closed. 

   2020 2021 

Special 
absence leave 

D.75 Adopted -0.3 0.3 

Operation 
suspension 
scheme 

Provision of income support to affected workers, 
aiming at avoiding layoffs by providing a subsidy 
equivalent to 70% of the employees’ salary, for 
businesses that either fully or partly suspend their 
operations and experience a turnover decrease of 
more than 25%. The scheme is expected to an 
estimated 220,000 employees for three continuous 
months. 

D.75 Adopted -2.7 2.7 

Small business 
support 
scheme 

Support to businesses that employ up to 5 people, 
provided they keep their employees and experience 
turnover decrease by more than 25%. The scheme 

D.75 Adopted -0.3 0.3 

                                                                 
4 Excluding one-off impacts related to the ex CCB during 2015 and 2018. 
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provides for a subsidy of 70% of employees’ salary 
with a duration of three continuous months. 

Sickness 
allowance 

Support to employees that will need to be absent 
from their jobs, either due to health issues 
(vulnerable groups), or if they are over the age of 
65, as per the decree of the Ministry of Health. The 
provision is based on an estimated number of 
20,000 eligible employees. 

D.75 Adopted -0.2 0.2 

Strengthening 
of the public 
health sector 

This measure aims to strengthen health services by 
supporting spending and investment in 
employment of additional medical staff, enhancing 
equipment and infrastructure, enhancing 
ambulance services, enhancing the centre of testing 
(Institute of Neurology and Genetics) and helpdesk 
services. 

P.2 Adopted -0.5 0.5 

National 
Health System 
(NHS) 
increased 
contributions 
suspension 

This measure provides for the suspension of the 
increase in NHS contributions of all employers, 
employees/pensioners and the state. The increase 
of contributions took place 1st March 2020 as per 
the related to the National Health System Law. The 
measure provides for the suspension of 
contributions increase for three continuous months 
(April-June 2020) in order to support the disposable 
income of employees, self-employed and lower 
business cost. The estimated net cost on the 
account of the General Government is at about 
€52.5 million of the foregone extra contributions 
from private sector employers, pensioners and 
employees. The total foregone revenues of Health 
Insurance Organisation (HIO) from contributions of 
the government as a third party and as an employer 
are estimated at about €94.5 million. The timetable 
for the implementation of Phase 2 of the NHS will 
not be affected. In case of remaining financing 
needs, these will be covered by the state. 

D.6 
rev 

Adopted 0.3 -0.3 

Overseas 
student 
allowance 

A €750 allowance is provided to cover the costs of 
students attending university overseas so they do 
not return to Cyprus during Easter holidays. 

D.75 Adopted -0.1 0.1 

Tourism 
support 

Additional budget for the implementation of 
actions to support during the 3rd quarter of 2020, in 
cooperation with Airlines and Travel Organizers, as 
well as actions to enhance initiatives to attract 
tourists during the period October 2020 - March 
2021. 

D.75 Adopted -0.1 0.1 

Repatriation 
scheme 

Plan of facilitating the planning and organisation of 
the ongoing gradual repatriation of Cypriots. As the 
entering of the territory of the Republic of Cyprus 
requires the mandatory isolation (quarantine) at 
premises indicated by the State for a period of 14 
days from arrival (except persons who had traveled 
abroad for medical reasons), the cost mainly 
includes the accommodation of the repatriates in 
the context of the quarantine.  

   -0.03 0.03 

Other support 
measures 

Support measures for the agriculture and fishing 
sectors, the mass media and animal welfare 

 Adopted  -0.01 0.01 

    Total -4.4 4.4 
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Revenue 

In accordance with the baseline macroeconomic scenario, total revenue in 2020 is anticipated to record a 

negative rate of growth of the order of -2.7% compared to 2019, estimated to increase as a percentage to GDP 

by 2 percentage points, from 42.2% the year before to about 44.3% of GDP.  

Tax revenue in 2020 is expected to exhibit a rate of growth of about -7.9% compared to 2019, resulting in a 

fall as a percentage of GDP to 24.5% in 2020 from 24.7% the year before. This fall is mainly brought by a sharp 

decrease in revenues from taxes on production and imports, which are forecasted to reach 15% of GDP 

compared to 15.2% of GDP the year before, exhibiting a growth rate of -8.4%, stemming from expected losses 

from reduced VAT receipts due to the restrictive measures taken by the government related to the COVID-19 

crisis. Taxes on income and wealth are also estimated to decrease by about 7% compared to the year before, 

in line with the related to the crisis developments in the labour market. As a percentage to GDP, taxes on 

income and wealth are estimated to remain at 9.5%, as in the year before. 

Social Security contributions are forecasted to exhibit an increase in 2020 of about 2.5% compared to the year 

before. The increase on this revenue category is the result of increased contributions during 2020 in the 

context of the NHS5, estimated at about 1.1 percent of GDP, despite the expected worsening of the labour 

market developments related to the pandemic crisis.  

Revenue from property income in 2020 is expected to exhibit and decline reaching 0.6 percent of GDP 

compared to 0.8 percent of GDP the year before. It is noted that one third of the revenue of the signature 

bonus received in April 2017, related to the production sharing contracts for the exploration and exploitation 

of hydrocarbon reserves, is contributing negatively to this revenue category. This is due to the methodological 

treatment of this revenue stream according to which revenue was equally distributed over a three-year period 

2017-2019. Therefore, 2019 was the last year where one third of the revenue from the signature bonus was 

reflected. 

Finally, category “other revenue” is estimated to record an increase 13.5% stemming from the estimated 

revenue that will be received by the State Health Services Organisation (SHSO) in the context of the NHS6 

(contribution 29.5 percentage points to this revenue category growth). On the contrary, the methodological 

treatment related to the Income Tax Law amendment as of March 2019, is contributing negatively to this 

revenue category by about 7.6 p.p. 

 

 

                                                                 
5 As per the related to the National Health System Law, all employers, employees and the state are contributing to the System as of 1st 

March 2019, whereas contributions increased as of 1st March 2020 in the context of the 2nd Phase of the NHS, 1st June 2020. A measure 

was introducing as part of the package of the government to support the economy from the COVID-19 outbreak, suspending the 

increased contributions for three continuous months, starting from 1st April 2020, in order to support the disposable income of the 

taxpayers and lower business cost.  

6 It is forecasted that, in relation to the NHS payments of the HIO to public and to private providers, these will be equally distributed 

in 2020. This was not the case during 2019; since the issue regarding the pricing of its services faced last year by the SHSO no longer 

exist, a 50-50 share of services between public and private health providers is assumed for the current year. 
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Expenditure 

Total expenditure is estimated to exhibit an increase of 14.1%, reaching, as a percentage of GDP 48.5% 

compared to 39.4% the year before.  

In more detail, compensation of employees is forecasted to exhibit an increase of 6.8% in 2020 compared to 

the year before, brought mainly from the gradual abolition of wage cuts7, as well as from the increased 

contribution of the government to the NHS as an employer, estimated in total at 0.4 percent of GDP. The 

provision of Cost of Living Allowance (COLA) and annual increments are also expected to contribute positively 

to the increase of this expenditure category, which is forecast to reach 14.3 percent of GDP compared to 12.5 

percent of GDP the year before. 

Intermediate consumption is forecasted to record an increase of about 30.3% brought mainly by increased 

payments of the HIO to private health providers in the context of the 2nd Phase of the NHS as of 1st June 2020. 

The provision for the health care sector to combat the pandemic, if necessary, of about 0.5% of GDP is also 

contributing positively to this expenditure category. This provision relates, among other, to the employment 

of additional medical, nursing and support staff, enhancing equipment and infrastructure. 

Regarding social transfers, these are estimated to increase by about 17.5%, mainly attributed to the increased 

payments of the HIO to public health providers in the context of the 2nd Phase of the NHS as of 1st June 

2020.The expected growth in pension outlays, as well as the expected conditions in the labour market due to 

the COVID-19 crisis, partly contribute to the increase of this expenditure category due to expected increased 

unemployment payments. It is noted that this expenditure category is forecast to contribute the most to the 

increase of total public expenditure by about 5.8 percentage points. 

Interest expenditure is forecasted to record a decrease of 8.6% in 2020, and marginally decline as a percentage 

of GDP from 2.5% in 2019 to 2.4% in 2020. Despite the new issue of loan during 2020, the expected decrease 

of interest payments is through the early repayment of high-interest loans early 2020. 

Gross fixed capital formation is forecast to exhibit a decrease of 0.8 percentage points of GDP, falling to 0.9% 

from 1.7% of GDP in 2019, due to savings expected to be undertaken by the government, by suspending 

selected projects in order to partly compensate the increased expenditure stemming from the package of 

measures to support the economy from the current crisis of the pandemic.   

Other expenditure is estimated to record a sharp increase of 45.4%, despite the one-off impact on the 

accounts of the General Government 2019 in relation to the Income Tax Law amendment (negative 

contribution 30.9 percentage points in growth of this expenditure category). Category other expenditure is 

forecasted to reach 6.6 percent of GDP from 4.2 percent of GDP the year before, stemming from the impact 

of the support package targeted to mitigate social and economic risks. A series of measures presented in Table 

V (under ESA category D.75) is expected to contribute positively to the growth of this expenditure category by 

80.4 percentage points. 

                                                                 
7 On the 10th of April 2020, the Supreme Court decided in favour of the government on its appeal to the Administrative Court’s decision 

(as of 29/03/19) regarding the wage cuts. As per the amendment of the related Law, July 2018, the gradual decrease of the wage cuts 

is estimated to have a positive impact on the growth of the expenditure category D.1 of about 0.5 percentage points, for 

each of the year during the period 2020-2023. 
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Finally, public debt as a percentage of GDP is estimated to increase by 21.3 percentage points in 2020, reaching 

116.8 compared to 95.5 percent of GDP in 2019, in line with the recent revision of the Annual Financing 

Programme targeted to tackle the challenges of the current pandemic crisis, as well as due to the sharp 

estimated decrease of GDP during the year under review. In value terms, public debt is estimated to increase 

from €21 billion at end-2019 to €23.8 billion at end-2020. 

3.4 BUDGET BALANCE 2021 

As mentioned already, it is important to note that at the time this Stability Programme is being compiled, the 

uncertainty surrounding forecasts is still high and should be read with caution. Having said that, based on the 

baseline macroeconomic scenario of a 6% growth in real GDP in 2021, the expected fiscal surplus of about 2.5 

percent of GDP presented in the context of our Draft Budgetary Plan 2020 will not be met. The baseline 

macroeconomic scenario suggests a gradual recovery from the crisis of the pandemic and GDP in value terms 

is not expected to reach the 2019 GDP level. Therefore, the expected loss in output results to the high 

deviation compared to the previous target for 2021 that was projected prior to the pandemic event. 

The budget balance of the general government is projected to still be in deficit in 2021, but will improve 

considerably by 3.9 percentage points of GDP compared to 2020, reaching a deficit of about 0.4 percent of 

GDP. The expected improvement in the budget balance of the general government of about 3.9 percentage 

points of GDP during 2021 compared to 2020, is the result of both a forecasted considerable increase in public 

revenue, as well as from a decrease in public expenditure. All revenue categories are expected to record 

positive growth in 2021. Total revenue is forecast to exhibit a higher increase than the economy’s expected 

growth, due to the increased contributions in the context of the NHS. As the increased contribution rates will 

take place only for seven months during 2020, as per the related to the NHS Law and in the context of the 

measure for a suspension of increased contributions for three months the year before (April-June 2020), 

contributions in the context of the NHS are expected to exhibit a growth of about 22.4% during 2021 compared 

to 2020. 

On the expenditure side, despite the estimated impact of about 4.1 percent of GDP during 2020 in relation to 

the crisis measures of a one-off nature, public expenditures in total are estimated to record only a marginal 

decrease during 2021. This is mainly due to the increased expenses in the context of the second Phase of the 

NHS with a full impact during the year under review, starting as of 1st June 2020. The gradual phasing out of 

the wage cuts is also expected to contribute positively on the growth of public expenditure by about 0.5 

percentage points.  

Finally, public debt is estimated to decrease by 13.6 percentage points of GDP, declining to 103.2% of GDP at 

end-2021 compare to 116.8% of GDP at the end of the year before. 

3.5 MEDIUM TERM BUDGETARY OUTLOOK 

The government’s main policy objective remains the safeguarding of macroeconomic stability, in order to 

facilitate growth and job creation, and to preserve a fiscal policy geared towards primary surpluses in order to 

facilitate the swift decline of debt-to-GDP ratio at a satisfactory pace. At the same time, the government’s 

medium term fiscal policy stance is typically formulated based on a prudent macro-economic scenario, aimed 

at respecting the national MTO over the medium-term which, according to national balanced budget rule, the 

general government structural fiscal balance is balanced or in surplus in the medium term. 
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This Stability Programme does not provide projections for the medium term horizon, as no concrete economic 

growth projections can be made at the moment and as the strategy of the government to support economic 

recovery in the coming months is still unfolding in order to project fiscal policy going into 2022 and 2023. 

Therefore, this section aims to provide a qualitative assessment on the expected developments of the general 

government debt and deficit for the years 2022 and 2023, based on the authorities’ baseline view that real 

GDP will not return to its 2019 levels as of 2021 and recovery from 2021 onwards will thus be more gradual 

and take a little longer to restore losses in the economy, especially concerning the tourism sector. 

Taking the above into consideration, medium term fiscal outcomes as presented in our Draft Budgetary Plan 

may not be met. However, even though the budget balance of the general government is expected to be in 

deficit during 2020 and close to balance in 2021, it is expected that growth will be fully regained by the end of 

the programming period in 2023. Consequently, it is forecasted that regained growth potential will create the 

possibility of preserving adequately high primary surpluses during the medium-term and consequently a 

substantial decline of the debt-to-GDP ratio at a considerable rate.  

Furthermore, the authorities have taken all possible measures to support the economy to withstand the 

external shock of the pandemic, through a comprehensive and adequate package of measures, along with 

clearly defining the intention to take measures in the future – if and where needed –including measures to 

efficiently support a recovery as rapidly as possible. Under the assumption that jobs and incomes are 

preserved and confidence restores quickly, the loss in output will be temporary and the structural position of 

the economy will be quickly restored. Therefore, combined with the assumption of sufficiently high primary 

surpluses, the MTO is expected to be met over the medium term horizon. 

3.6 DEBT AND DEBT MANAGEMENT 

At the end of 2019, public debt stood at around 96% of GDP, or €20.9 billion, falling by five percentage points 

compared to 2018, when public debt as a percentage of GDP was 101% which in absolute numbers 

corresponded to €21.3 billion. The debt reduction was mainly due to the early repayment of the loan granted 

by the Russian Federation and other debt maturities as well as by the high fiscal surpluses of the state. 

The main source of funding to meet government needs came mainly through the issuance of European 

Medium Term Note (EMTN) totaling €2.6 billion. Although public borrowing in 2019 amounted to €3.3 billion, 

public debt as a percentage of GDP decreased by 5 percentage points due to the reduction of public debt and 

the increase of nominal GDP in absolute numbers from 2018 to 2019. The execution of portfolio liability 

transactions, namely that of early repayment of the loan granted by the Russian Federation, amounting to 

€1250 million, contributed to the reduction of public debt. 

A detailed statement of the annual financing in 2019 per source is presented in the table below. 

Table VI: Net annual financing per source, 2019  

 € million 

Treasury Bills 300 
Other bilateral loans 250 
Retail bonds 82 
Euro Medium Term Notes 2600 
EIB-CEB loans 77 

Total net annual financing 3309 
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The preparation of the initial Annual Financing Program 2020 (AFP 2020) provided for the coverage of 

financing needs of a total amount of approximately €2,3billion. Based on the conditions at that time, this 

amount would have been enough to cover the financing needs of 2020 while maintaining a satisfactory 

amount of cash reserves available for covering financing needs of the next 9 months, as defined in the 

Medium-Term Public Debt Management Strategy. 

Due to the emergence of the Covid-19 pandemic, the Government has taken a number of measures to address 

the economic impact on the economy. In view of these developments, the initial Annual Financing Program 

2020 has been revised to meet the additional financing needs that have arisen, namely the budget deficit due 

to government measures to address the financial implications of the Covid-19 pandemic. 

A detailed statement of the initial and revised annual financing per source for 2020 is presented in the table 

below. 

Table VII: Net annual funding1 per source, 2020  

Financing source, 2020 Initial 
AFP 2020 
€ million 

Revised 
AFP 2020 
€ million 

Treasury Bills 300 15501 

Retail bonds 100 100 
Euro Medium Term Notes (EMTN) 1850 3750 
EIB-CEB loans 100 100 

Total net annual financing 2350 5500 

1=The total net annual financing of the annual funding plan refers to the maximum amount of funding. 

2= An amount of €300 million concerns the outstanding amount of debt on a rolling quarterly basis. The remaining amount 

of € 1250 concerns the issuance of a one-year Treasury Bill. 

As shown in the table above, the main source of financing in 2020 comes through the issuance of European 

Medium Term Note (EMTN) of a total of €3.5 billion, an amount that has already been drawn from the 

international markets in January and April 2020. Specifically, in January 2020 a 10-year EMTN of €1000 million 

and a 20-year EMTN of €750 million were issued, while in April of the same year a 7-year EMTN of €1250 

million and one 30-year EMTN amounting to €500 million were issued. 

If we exclude the amount of Treasury Bills that expire and are renewed during the year, the implementation 

rate of the revised AFP 2020 reach 92% in April 2020. Due to these transactions, the Republic of Cyprus has 

achieved a significant cash reserve to cover not only the financing needs of the next 9 months but also the 

increased needs due to the financial impact of the Covid-19 pandemic. 

In addition, a more sustainable public debt portfolio has been achieved with a low risk of refinancing, reducing 

financing costs in the medium term and extending the average remaining time of marketable debt to around 

8.5 years, well above target set in the MTDS. 

Taking into account the increase in public debt in absolute numbers to address the economic impact of the 

Covid-19 pandemic and the expected reduction in GDP for the year 2020, public debt as a percentage of GDP 

is projected to increase to around 116.8% by the end of the year. For the purposes of public debt sustainability, 

the Government is focusing on maintaining a prudent fiscal policy to reverse the growth of public debt and 

maintain its downward trend in the coming years. The following table shows, according to the basic scenario, 

the course of public debt for the years 2019-2020, as a percentage of GDP, financing needs, as well as the 

budget balance. 
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Table VIII: Public debt, 2020 (% of GDP)  

 2019 2020 

Public debt 95.5 116.8 

Financing needs 10.51 15.6 

Budget balance 2.7 -4.3 

1 = Financing needs for 2019 do not take into account the needs that arise due to the early repayment of external debt in 

2019. 

2 = Projections take into account the repayment of the IMF loan that took place at the end of February 2020. 

Spreads – secondary market yields 

This section is focus on the secondary sovereign market yields of Cyprus and selected Eurozone states for 10-

year government bonds due in 2028 (where available). As presented in Figure 7 below, the 2028 Cyprus 

sovereign market bond yield has shown relevant downward for the whole year 2019. The 2028 Cyprus bond 

performed very well and had tightened further during the year decreasing towards the end of 2019 by 176 

basis points compared to the beginning of the year underpinned by the robust economic performance of the 

Cyprus economy resulting in a number of confirmations about the Cyprus’ sovereign ratings and changes of 

the outlook from stable to positive from three Credit Rating Agencies in 2019.  Since January 2020, the 2028 

Cyprus sovereign market bond yield has exhibited an upward trend mainly because of the uncertainty around 

the Covid-19 outbreak and marked an increase by 117 basis points towards the end of 10th April 2020. The 

sovereign bond yields of selected Eurozone states exhibited a homogeneous output for the year 2019 and for 

the period January – April 2020, but with different rates of change.   

Figure 10: Secondary market yields levels of Cyprus and selected Eurozone States (10-year government 

bonds)  

 

Source: Bloomberg 
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With regards to spread developments, the Government bond yield spreads for Cyprus vs. Germany have 

fluctuated during the year and towards the end of 2019 had decreased by 153 basis points compared to the 

beginning of the year reaching 76 basis points. During the period January - April 2020, the Government bond 

yield spread for Cyprus vs. Germany exhibited an increase mainly due to the uncertainty around the Covid-19 

outbreak by 133 basis points reaching 217 basis points.  
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APPENDIX: STABILITY TABLES 
 

Table 1a. Macroeconomic prospects 

 
 ESA Code 

2019 2019 2020 2021 2022 2023 

  Level rate of  
change 

rate of  
change 

rate of  
change 

rate of  
change 

rate of  
change 

1. Real GDP B1*g 21,345.7 3.2 -7.0 6.0 n.a. n.a. 
2. Nominal GDP  B1*g 21,943.6 3.8 -7.3 7.1  n.a. n.a. 

Components of real GDP        

3. Private consumption expenditure P.3 13,687.4 3.0 -7.2 n.a. n.a. n.a. 
4. Government consumption 
expenditure 

P.3 3,679.1 11.3 12.5 n.a. n.a. n.a. 

5. Gross fixed capital formation P.51 4,011.2 0.1 -5.3 n.a. n.a. n.a. 
6. Changes in inventories and net 
acquisition of valuables (% of GDP) 

P.52 + P.53 -149.4 -0.8 0.0 n.a. n.a. n.a. 

7. Exports of goods and services P.6 15,263.2 2.0 -26.1 n.a. n.a. n.a. 
8. Imports of goods and services P.7 15,181.1 1.5 -21.3 n.a. n.a. n.a. 

Contributions to real GDP growth        

9. Final domestic demand   21,377.7 3.8 -3.5 n.a. n.a. n.a. 
10. Changes in inventories and net 
acquisition of valuables  

P.52 + P.53 -149.4 -0.8 0.0 n.a. n.a. n.a. 

11. External balance of goods and 
services  

B.11 82.1 0.3 -3.5 n.a. n.a. n.a. 

*The chain-linking method, is not applicable to the variable "changes in inventories (incl. valuables)", since negative values are 

observed for certain years. This method is followed by all Member States and Eurostat. For completeness of this table, the difference 

between the total investment and GFCF was used. 

**The volume measures (reference year 2010) is the result of the chain-linking method, as well as the application of the non-additivity 

approach, as required by Eurostat so the total GDP is not the same as the sum of its components.   

 

Table 1b. Price developments   
 ESA Code 

2019 2019 2020 2021 2022 2023 

  Level rate of  
change 

rate of  
change 

rate of  
change 

rate of  
change 

rate of  
change 

1. GDP deflator  102.8 0.6 -0.3 1.0 n.a. n.a. 

2. Private consumption deflator  104.0 0.4 n.a. n.a. n.a. n.a. 

3. HICP  100.8 0.5 -0.3 1.0 n.a. n.a. 

4. Public consumption deflator  97.8 2.7 n.a. n.a. n.a. n.a. 

5. Investment deflator   104.4 3.5 n.a. n.a. n.a. n.a. 

6. Export price deflator (goods and 
services) 

 102.3 -0.9 n.a. n.a. n.a. n.a. 

7. Import price deflator (goods and 
services) 

 103.4 1.2 n.a. n.a. n.a. n.a. 
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Table 2a: General government budgetary prospects 

 ESA Code 2019 2019 2020 2021 2022 2023 

  
Level 

% of 
GDP 

% of 
GDP 

% of 
GDP 

% of 
GDP 

% of 
GDP 

Net lending (+) / net borrowing (-) (B.9) 
by sub-sector 

    
   

1. General government S.13 603.0 2.7 -4.3 -0.4 n.a. n.a. 

1a. Central government S.1311 -34.2 -0.2 n.a. n.a. n.a. n.a. 

1b. State government S.1312 M M n.a. n.a. n.a. n.a. 

1c. Local government S.1313 14.5 0.1 n.a. n.a. n.a. n.a. 

1d. Social security funds S.1314 622.7 2.8 n.a. n.a. n.a. n.a. 

General government (S13)        

2. Total revenue TR 9,258.0 42.2 44.3 n.a. n.a. n.a. 

3. Total expenditure TE1 8,655.0 39.4 48.5 n.a. n.a. n.a. 

4. Net lending/borrowing B.9 603.0 2.7 -4.3 n.a. n.a. n.a. 

5.Interest expenditure  D.41 539.2 2.5 2.4 n.a. n.a. n.a. 

6. Primary balance2 B.9+D.41 1,142.2 5.2 -1.8 n.a. n.a. n.a. 

7. One-off and other temporary 
measures3 

 

      

Selected components of revenue     n.a. n.a. n.a. 

8. Taxes on production and imports  D.2 3,339.6 15.2 15.0 n.a. n.a. n.a. 

9. Current taxes on income, wealth, etc D.5 2,080.0 9.5 9.5 n.a. n.a. n.a. 

10. Capital taxes  D.91 0.4 0.0 0.0 n.a. n.a. n.a. 

11. Social contributions  D.61 2,348.2 10.7 11.8 n.a. n.a. n.a. 

12. Property income D.4 176.4 0.8 0.6 n.a. n.a. n.a. 

13. Other 4  1,313.4 6.0 7.3 n.a. n.a. n.a. 

14=2. Total revenue  TR 9,258.0 42.2 44.3 n.a. n.a. n.a. 

p.m.: Tax burden (D.2+D.5+D.61+D.91-
D.995)5 

 
7,768.2 35.4 36.4 n.a. n.a. n.a. 

Selected components of expenditure        

15. Compensation of employees + 
intermediate consumption 

D.1+P.2 
3,880.7 17.7 21.7 n.a. n.a. n.a. 

15a. Compensation of employees D.1 2,734.4 12.5 14.3 n.a. n.a. n.a. 

15b. Intermediate consumption P.2 1,146.3 5.2 7.3 n.a. n.a. n.a. 

16. Social payments (16=16a+16b)  2,872.1 13.1 16.6 n.a. n.a. n.a. 

of which Unemployment benefits6  82.9 0.4 0.5 n.a. n.a. n.a. 

16a. Social transfers in kind - purchased 
market production 

D.632 
46.1 0.2 2.2 n.a. n.a. n.a. 

16b. Social benefits other than social 
transfers in kind 

D.62 
2,826.0 12.9 14.4 n.a. n.a. n.a. 

17=5. Interest expenditure  D.41  539.2 2.5 2.4 n.a. n.a. n.a. 

18. Subsidies  D.3 70.1 0.3 0.3 n.a. n.a. n.a. 

19. Gross fixed capital formation  P.51g 369.3 1.7 0.9 n.a. n.a. n.a. 

20. Capital transfers D.9  352.0 1.6 0.3 n.a. n.a. n.a. 

21. Other7  571.6 2.6 6.3 n.a. n.a. n.a. 

22=3. Total expenditure  TE1 8,655.0 39.4 48.5 n.a. n.a. n.a. 

p.m.: Government final consumption 
expenditure (nominal) 

P.3 
3,599.5 16.4 20.6 n.a. n.a. n.a. 

1TR-TE=B.9.     
2The primary balance is calculated as B.9 (item 4) plus D.41 (item 5). 
3A plus sign means deficit-reducing one-off measures.  

4 P.11+P.12+P.131+D.39rec+D.7rec+D.9rec (other than D.91). 

5Including those collected by the EU and including an adjustment for uncollected taxes and social contributions (D.995), if 
appropriate. 

6 Includes social benefits other than social transfers in kind (D.62) and social transfers in kind via market producers (D.632) 
related to unemployment benefits. 
7 D.29pay+D4pay (other than D.41pay) + D.5pay+D.7pay+P.52+P.53+NP+D.8. 
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Table 4. General government debt developments 
 

% of GDP  ESA Code 2019 2020 2021 2022 2023 

1. Gross debt   95.5 116.8 103.2 n.a. n.a. 

2. Change in gross debt ratio   -5.1 21.3 -13.6 n.a. n.a. 

Contributions to changes in gross debt      n.a. n.a. 

3. Primary balance B.9+D.41 5.2 n.a. n.a. n.a. n.a. 

4. Interest expenditure D.41 2.5 n.a. n.a. n.a. n.a. 

5. Stock-flow adjustment   1.4 n.a. n.a. n.a. n.a. 

of which:        

- Differences between cash and accruals  -0.8 n.a. n.a. n.a. n.a. 

- Net accumulation of financial assets  2.2 n.a. n.a. n.a. n.a. 

p.m.: Implicit interest rate on debt    2.5 n.a. n.a. n.a. n.a. 

6. Liquid financial assets  31.7 n.a. n.a. n.a. n.a. 

7. Net financial debt (7=1-6)  63.8 n.a. n.a. n.a. n.a. 

 
 
 


