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Staff statement following the sixth post-
programme surveillance (PPS) mission to
Cyprus
European Com m ission staff, in lia ison w ith staff from  the European Central

Bank[ 1 ] , visited Cyprus from  1 8  to 2 2  March to conduct  the sixth post - program m e

surveillance ( PPS)  m ission.

 

22/ 03/ 2019

The m ission was coordinated with an I nternat ional Monetary Fund ( I MF)  "Post -Program

Monitor ing" m ission. Staff from  the European Stabilit y Mechanism  (ESM)  also part icipated in

the m ission on aspects related to the ESM's Early Warning System .

The Cypriot  econom y cont inued to grow  st rongly in 2 0 1 8 . How ever external

headw inds are increasing and im portant  nat ional vulnerabilit ies rem ain. Despite

the global econom ic slowdown, rem arkably st rong growth cont inued for the third year in a

row, reaching 3.9%  in 2018. Growth was driven by dom est ic dem and and exports of

services, part icular ly tourism , while inflat ion rem ained subdued. Dom est ic dem and is

expected to cont inue to perform  st rongly in 2019, on the back of rapidly declining

unem ploym ent  and m oderately r ising wages. Nevertheless, the growth m om entum  is

forecast  to ease further, m ost ly reflect ing the less favourable external environm ent . These

challenges are further com pounded by key vulnerabilit ies of the Cypriot  econom y, notably

the st ill very high levels of non-perform ing loans (NPLs) , pr ivate, public and external debt

in a context  of low product ivity growth and high dependency on foreign capital flows.

The underlying fiscal perform ance cont inued to be very st rong in 2 0 1 8  on account

of buoyant  revenues, even though the general governm ent  surplus turned into a

deficit  due to the one- off banking support  m easures related to the sale of the

Cyprus Cooperat ive Bank ( CCB) . For 2019 and 2020, the budget  balance is expected to

resum e post ing sizeable surpluses. Risks m ainly relate to the fiscal im pact  of the healthcare

reform  and the outcom e of court  rulings on past  m easures to reign in the public sector

wage bill.  Moreover, a sharper- than-current ly-expected slowdown m ay adversely affect

fiscal revenues. Public debt  increased significant ly in 2018 due to the bank support

m easures related to the CCB sale, but  is expected to steadily decline thereafter. The high

Flickr

Facebook

Tw it ter YouTube

Find what  you wanted? *

What  were you looking for?

*

Follow Us

Contact  points

Help us to improve

Yes No

en Greek

Representat ion in Cyprus

     Work for the EU Sitem ap Disclaim er Cookies Contact Search

European Com m ission >  Cyprus >  News >  Staff statem ent  following the sixth post -program m e surveillance (PPS)

Hom epage About  us Services News Events Business and Funding Youth opportunit ies

Press Room Videos

SearchSearch



Staff statement following the sixth post-programme surveillance (PPS) mission to Cyprus | Cyprus

https://ec.europa.eu/cyprus/news/20190322_1_en[24/03/2019 08:44:54]

public debt  underlines the im portance of a cont inued prudent  expenditure m anagem ent  to

firm ly anchor the downward path of public debt  in line with the requirem ents of the Stabilit y

and Growth Pact .

Last  year Cyprus m ade significant  progress in consolidat ing its banking sector

and reducing non- perform ing loans ( NPLs)  held by banks, but  im portant

challenges rem ain.  I n 2018 NPLs declined m arkedly m ainly on account  of two one-off

t ransact ions, i.e. the t ransfer of the non-perform ing CCB assets to the state-owned asset

m anagem ent  com pany KEDI PES and the sale of a large NPL port folio by Bank of Cyprus.

This st rengthened the balance sheets of the two largest  banks. Notwithstanding this

im portant  progress, NPL resolut ion rem ains a top pr ior ity as the NPL rat io in the Cypriot

banking sector cont inues to be the second-highest  in the euro area. Moreover, the NPLs

t ransferred to KEDI PES and other credit -acquir ing com panies cont inue to weigh on the

econom y. To cont inue with NPL resolut ion, it  is now essent ial to enhance paym ent

discipline and resolve unviable debt  by fully using the am ended insolvency and foreclosure

fram eworks. Rigorously assessing the com pliance with the eligibilit y cr iter ia and swift ly

t r iggering foreclosure procedures in the case of re-defaults will be cr it ical for the

perform ance of the forthcom ing ESTI A schem e for NPLs collateralised with pr im ary

residences. Another key pr ior ity is the establishm ent  of KEDI PES as a successful asset

m anagem ent  com pany in line with the corresponding State aid decision. This includes

set t ing up an effect ive governance fram ework, ensuring operat ional independence from  the

State, and having an adequate supervisory fram ework. 

The st ill favourable econom ic condit ions provide a w indow  of opportunity to step

up the pace of st ructural reform s to boost  potent ia l grow th. A key pr ior ity is the

judicial reform , which is essent ial for the funct ioning of the econom y. This involves

increasing the specialisat ion of courts, clearing the high accum ulat ion of cases and revising

the outdated civil procedure rules. This would also have a beneficial im pact  on repaym ent

discipline. Moreover, it  is im portant  to swift ly address the long-overdue reform  of the t it le

deeds issuance and t ransfer system . I t  is also essent ial to im prove the efficiency in the

public sector, in part icular the funct ioning of the public adm inist rat ion and of local

governm ents. Furtherm ore, the business environm ent  needs to be im proved, including

through the sim plificat ion of the procedures to obtain perm its to invest  in Cyprus, the

opening up of the elect r icity m arket , and the com plet ion of pr ivat isat ion projects. These

reform s would help diversify investm ent  to sectors other than const ruct ion and tourism ,

current ly the key dr ivers of growth. The im plem entat ion of the nat ional healthcare system

is expected to im prove access to affordable health care services by reducing high out -of-

pocket  expenditure. At  the sam e t im e, it  will be im portant  to contain related fiscal r isks.

The m ission would like to thank the Cypriot  authorit ies for their  const ruct ive and open

discussions and I MF and ESM staff for their  cooperat ion. The next  PPS m ission will take

place in the autum n of 2019.

[ 1]  European Cent ral Bank (ECB)  staff part icipated in this m ission and the draft ing of this

statem ent , in accordance with the ECB’s com petences and thus provided expert ise on

financial sector policies and m acro-cr it ical issues, such as headline fiscal targets and

sustainabilit y and financing needs.

Any suggest ions?
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