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COMMISSION COMMUNICATION TO THE COUNCIL
“on’ the 1mplementax1on of economlc and financial cooperatlon

between the Community and Cyprus

1. A joint Commission/EIB delegation visited Cyprus from 14 to 18 May 1979
'  for a prel1m1nary ‘exchange ‘of view on the implementatlon of economlc and

' flnan01a1 cooperation on the ba818 of the Add1t1onal and Financial Protocols
‘31gned on 15 September 1977. 4

As in the case»of‘oyher Mediterranean countries with which the Community

has concluded economic and financial oooperation agreements thieg first'visit

. was of an exploratory nature, its obJectlve being both to obtain an overall

view of the economic s1tuation and to get to know Cyprus 8 view on implementat1on,

partlcsrarly of the F1nancia1 Protocolo

Talks were held_with the Cyprus Covernment and representatives of the Turkish

Cypricté Community.

2.‘ The Financial Protocol with'Cyprus‘involvea a total of 30 million w.a.
for the period 1 Jamiary 1979 to, 31 December 1983. Of ihis sum, 20 million u.a.
consists of loans from the EIB's oWn resources; with a z% interest rate subsidy,
4 m11110n u.8. consists of special loans with an interest rate of 1%; the
balance of 6 million u.a. oomprlses grants, of whloh approximately 3 mllllon Aot
should be earmarked for - subsldlzlng EIB loans,. 1eav1ng 3 million u.ae. for

.technical assistance and tra1ningo

i ’
Acoordlng to the informatlon supplled the Communlty s financial contribution
_ w111 cover approxlmately 2% of projected investment in Cyprus during the five-

year period -and’ oorresponds to roughly %t of the external flnan01ng requirement,

- 3. During the delegation 8 V1sit its Cypriot hosts emphaslzed the prlorlty

economlc eectors for whioh COmmunity assistance is sought. :
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Investment priorities are undoubtedly betier waler supplies and improved
~road infrastructure. Also, irr;gation and aoil congervation projects and
industrial devalopment.schemeé,for smayl,and medium-sized enterprises were
put forward. The Cypriot requestson technical assistance and training were
concerned mainly with elementary and university education and with the
assistance of expertsnto belp promote the isl&nd“é gconomic development.

At the end of the visit it was agreeé, on the basis of the information obtained,

that the Commission would draw up a draft defining the guidelines for cooperation

-~ between the Community and Cyprus, to be adopted by the A38001at1on Council at.

" the appropriate time. . A second visit would be made to Cyprus in order to
i@éntify the‘projects.to be financed by the Community under the Financial
Protocol, and thus permit actual implementation of thé financial.cooperation;
" -this visit could fake place in the first half of 1980,

4o In the talks which the Commission representatives had with the various: -
Cypriot authorities the Community principle that financial cooperation must.

benefit the whole of the Cypriot population was accepted.

wHowéver;,on the matier Qf“implementaiion that is.project jdentification and

© - the details of exscution;"differendes'of opinion'are~likaly beiween & position f‘

 ~adhering striotly to the terms -of the Financial:Protocol and one which seeks.. .*. -

‘a solution of a polztlcal nature.
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5. The'Community'e attitude towards Cyprus in the context of the Association . -
must involve neither the abandonment of the undertakings entered into by
. both parties in the Financial Protocol nor any division between the two o ' ;
communities of the funds available under the Protocol. What the Community must

aim at is to ensufe that the whole of the Cypriot population benefits from .

the effects of financial cooperation. The Community should ensure that

financial cooperafion schemes do not consolidate fhe;division of the island.

The objective of financial cooperation with Cyprus would therefore be to

Alden¢1fy projects of general importance for ‘the island's economy, for 1nstance

*~ in the water and 1nfrastructure seotora.<

el

6. The Commlssion hereby transm1ts to the Councll via thls communication,
_proposal- deflnlng the fuldelinee for cooperation between the EEC and Cyprus
which, & ter belng adopted by the Commun1ty, should -be endorsed by the

Association Council,

The Commission heé“enclosed in the Annex, for .the informationlof the Council,
a memo 'on the economLc “and financial sltuation in Cyprus comprising data gathered
3dur1ng the 301nt Commlss1on/EIB visit to the 131and last May.-‘ ‘ :
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~ Draft

Decision of the EEC-Cyprus Association Council
. setting out the guidelines for ccoperation .
between the Community and Cyprus '

‘The Association Council,

Having regard to the‘Additional Protocol %o .the Agreement establishing an
"Association between the Europeén Econbmic‘Communit& and the Repub116 of

Cyprus, and in particular Articles 10 and 13(1) thereof as well as the Financial
Protocol of the Agreement and in particular Article.9{1) thereof. |

Whereas Article 10 provides that cooperation shall be instituted with the A

.aim of contributing to the development of Cyprus by efforts complementary .
1o those made by Cyprus itself and of strengthening exlstlng sconomic 11nks
on as broad 2 basis as posslble for the mutual benefit of the Part1es°

Whereas in accordance with Article 13(1) of the Additionai Protocol amd Article
9(1) of the- Financial Protocol it is necessary to define the general guidelines
of” cooperation and the Bpeolfio objectives. of finan01a1 and teohnxcal ooopera.tlon°

HAS DECIDED AS FOLLOWS:

Article 1

-The following objectives havgebeen.established a8 general guidelines: for thef
.cooperation to be institutelbetween.the Community and Cyprus .for the mutual .

" benefit of the two Parties, having regard to .the complementarity of their -ti“l;
economic interests and the benefit- of the population of the whole -island:
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'« the development of basic,infraaﬁrudtureg*

. '
- RAPERES ey

“m the development and modernizat1on of lnauatry and agrioulture, with the . -
“aim of fostering the creation of jdbsp improving the prodnetivzﬁy of : ‘
these sectors and helpzng the balance of paymenta'

. = the deve¢opment of technical a581stance schemes vooatlonal tralning, and’
research, on which depend the achlevpmenm of the obsectives set out dbove,

4he strengthening‘of cooperation betweeﬁ‘ruzopean and Cypriot ecoﬁémic agents"
" .in the industrial field," with the sim of facsilitating, the ‘tranefer of.
- technology and capitalj;-

. = cont f:uting 40 the improvement of liv hg ana warklng conditions and to

the k3 mmotion of the least devexoped areas of %he 1slandc}
O S o grtiole 2

Cechnical and fimanoisl cooperation shall bs implemented ‘on the basie of the
"following brincipleﬁ:' ‘ - :

- Communlty aid shall be dlr@cted to aupporting the economio oooperatlon aOth1tle
_to be. carried out in pursuanoe of Article 12 of the Ad&ltzonal Protoools :“;

- Speczal axtantion shall be paid to aohemes alloulng for the oonourrent use ;
of the different: types of opera$10n9 nartxoularly those llkely o stimulate
"the inflow of technology, capita¢ or ather benefi%s resulting frcm the .

applicaklon of %h@ aaid Artiole 20 . 'iT  ¥ﬁJ5Tf;;1'
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- Communlty operat1ons shall 'be desi@md, -;4h|;,31£w? pasalble, 'to encourage h
a581stance from’ other sources of finance, pz;%iualarly in the form of I
triangular cooperatmn. S } U e P
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On the baais of the o'b:jectives a.nd prmc:.ples aet out in. ‘l:he preceding Artlcles,
the amount of aid specifaed in Article 2 of the Flnancial Protocol shall be . used
aocorda.nce with the provisions of tha.t Protocol to finance progeots and operat:.om




I.- DEVELOPMENT OF INFRASTRUCTURE AND THE PRODUGTIVE SECTORS
- - =
' Projects helping to increase water supplies for agriculture, industfy and-
tourism and for waste-water recycling and disposal. ) .
' ~Development and modernization of indusiries and related iﬁfrastructurg;

- contributing towards the creation of jobs, the improvement of competitiveness,

the exploitation of'natﬁral.pesoﬁrces and_diversification of exports. -

Development and modernization of the road nétwofko_

II. TECHNICAL ASSISTANCE. AND TRAINING

Techr .cal assistance operations in the educational, agricultural and industrial

fieldse.

Technical assistance QperaiionS'whiéh make;fof efficiency in the process of

identifying, preparing, implementing. and managing projects.

Study_and,training grants, vocational training.

i

| IIT. SCIENTIFIC COOPERATION  ° R
Cooperation schemes in the fields of science, technoiogy and protection.. of |

the eénvironment.
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ECONOMIC AND FINANCIAL SITUATION.




Exchange Rates :

1978 : 1 CE = 2.68US $
1US$ = - 0.37Ct
1977 2 1 TL° = . 0.05US $
' 1US$ = 19.44.TL
1978 : 1 TL.. = 0.04 US $
" -1US$ = 25.25TL
29.6.1979 : 1 TL ~ = 0.02 US $
. 1UsS$ = 4745 TL
T
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CYPRUS

\

SUMMARY AND CONCLUSIONS

v

.

_ Cyprus,ithe third largest island in the Mediterranean, has a total popu-
lation of over 650 000 people. Some 525 000 live in the southern part of.the

island, the remainder in the northern area. ~ . B |

The island‘has\registered since the beginning of the sixties up-to 1973
a fairly rapid economic'growth of about 6'5 % (1) per year on average, on the
basis of hlgh export growth The GDP per caplta was about US 8 1 500 in 1973.
Agrlculture occupylng about a th1rd of the populatlon, ‘has been modernised. through

irrigation, and 11ght 1ndustr1es expanded rap;dly as well as tourism.

As a consequence of the 1974 events, more thanvéoo 000 people.became nefu¥
gees and the northern part suffered considerable material damage. The southern
part had to take care of about 185 000 refugeeés and upemployment Jumped to 25 7.
Con31derab1e external aid, remittances and prlvate capital 1nflows coupled with -
the dynamlsm of the Greek Cypriot entrepreneurs and the expan51onary "Government
pollcy stlmulatlng demand " and 1nvestment have resulted in a new rapid economle
'growth (+ 12.5 % p.a.). By ]978, unemployment had practlcally disappeared, in-
dustr1a1 development -had galned momentum, and GDP per head climbed to about
- US $ 2 500. However, the growth rate slowed down to 6.3-% in 1978 when labour
‘and capital were effectlvely fully employed and 1nf1at10nary pressures built up,
reflecting signs.of overheatlng with high consumptlon, low saving and a widening
trade‘and.currentuaccount deficit (US $ 160 mh in 1978). Considerable capitai
inflows, partly in form of private investment eapital from Greek Cypriots living
abroaa, however'enabled the area to finance the current account deficit and to
build up its foreign exchange reserves. They attained at the_end of 1978 the
equivalent of US 8 37é mn corresponding to about ﬁ months of merchandise imports.
The overall 1ndebtedness corresponded~at the end of 1978 to Us g 292 mn (22 %2 of -
" GDP). The servicing of this' debt represents about 5 7 of goods and services

export earnlnga,

- {1} Fxeept where otherwise indicated,.all growth rates are expressed_fn real
T terms. . . .
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South Cyprus faces several constraints. 1In agriculture as if industry,

productivity will have to be increased. Scarcity of water for irrigation and

fragmentation of the holdings will have to be overcome by fairly large investments

to ralse and adapt agr1cultural production. 80 % of the manufacturing eetablish-
ments employ . less than five persons, and there 1s a shortage of skilled labour..
'Tourlsm is flourishing, but capacities and related infrastructure need to be
adapted to present requlrements. Certain road 11nks, which are the only trans-
port mode on the island, are bottlenecks. Water supply is a major probtem,:end\

" power capacities will have to be increased. - -

The Government is at present 1mp1ement1ng a further plan covering the
~period 1979-81. The targets are to consolidate the post—1974 achievements and
t6‘assure'the longer term viability of the territory's economy while .maintaining
the optidﬁ of restoring the economic unity of the island. The strategy is to
‘overcome the structural weaknesses of the economy by increasing prodﬁétivity
through'a policy of fostering more capital—intepsiVe projects. The overall
growth rate is forecast to slow down to 5 % p.a. in order to reduce the internal .

and external imbalances of the economy.

Fixed capital formation over the three years plan period is provisionally
estlmated at US ¢ 1.4 bn in current prices or nearly 28 7 of GD? as against 21 7
in the ]975 78 perlod. It is optimistically expected to be financed to the extent
of eVer 43 7 by domestic savings, whlchfassumes a fairly high increase in the
marginal propensity to_séve}'well in excess ef average past experience. Simi-
larly, the forecast stabilisation of the current account defitit at about US §

160 mn'ﬁer year-appeafs to be a slightiy optimistic target. If these targets
are not realised there would be a need to raise additional foreign financing.

However, the present debt service ratio of 5 7 leaves room for further foreign

. -borrowing.

In the longer term, the skilled and flexible labour force and the emphasis
placed on training, coupled with proven entrepreneurial 'skill and effective
liberal economic policies, are comparative advantages in favour of a continuous

development of the area's production and export.

N



In contreist to the. favourable past development and‘prospetts in the
South, the North is experlenc1ng severe - dlfflcultles in furthering economic
progress due to its 1solatlon and dependence on Turkey, the damagev suffered
and the lack of domestic and ‘foreign resources. GDP per. caplta is about half
: the‘figure in the south, unemployment ‘and underemployment are hlgh and agrlcul— o
tural and industrial productivity is low. The industrial base is weak and agri-
‘culture is the major act1v1ty in the area. Citrus cohstitutes 70 % of its exports:
Tourism does not fulfil its potential as a foreigp eichapge‘eatﬁer since over -
80 % of the hotel occupaﬁte'are Turks. The‘Tu:kishiCypriot administration has .,
‘established a preliminary‘Plen for the_years ]978—82 aimingkat a7l GNP,growtﬁ
rate. The investment~expenditute over the period is.estimated at about-US 3
. 100 mn, assumed to Bé financed to the extent of 67 % from domestic savings.
The.average savings ratio‘is expeeted‘to be some 18 7.  These targets are defi-
ditely:on the optimistic side iﬁwviep of the past development and'the present‘
. rather bleak situation. As a result of its 1nternat10na1 1solatlon, the area
will continue to rély on Turkey. Since 1974 there is no or hardly any trade
or moVement of Cypriots between the two areas. .. K '
Generally, it is clear that the rather favourable prospeets"of*the
southero part of'Cyptus ate sensitive to the continuation of a relatively
'-stable polltlcal climate. On'the‘other hané the unfavourable prospects of
the northern part could be reversed if the dlseconomles of separate development
" were removed. Any steps- towards increased c00peratlon between the two commu-

*

n1t1es would perm1t 1mproved resource allocatlon.



1. GENERAL BACKGROUND
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The island of Cyprus, the third’largest in the Mediterranean after

Sicily and Sardenia, covers 9 25] sq km and. lies some 60 km south of Turkey and

oy b e+ et

about. 100 km west of Syria; The total population of the island in 1974 was .
around 640 000, of which are 80 % Greeks and 20 % Turks. '

Geographically,'Cypfus-consists of 'four main regions : Kyrenia/in-the
;‘.north énd:the imposing Troodos Ridge in the south (1 953 m high) forﬁ betweeﬁ,A
them a lowland open to the Sea at east and west, the.fertile Mesaoria plain.
Small coastal ﬁlains in the south-'and north also offer good agficultural land
and it is in this "area, with~the.exception.of Nicosia, that the'majority of .
the towns are situated .and thé_population is concentrated. These areas.also I

" offer the main tourist amenities.

Rainfall is concentrated in the three winter months, December to
February, and is erratic.. Serious droughts occur at least once in a decade.
There are no running rivers; althoﬁgﬁ the island is criss-crossed by dry river

falleys thgt.becoﬁe fast-flowing torrents during beridds of heavy rainfall with
' consequent severe erosion .of soil. 'The summer months are hot and dry inland
éndlhot and humid on the coast. In winter, snow is a regular feature in the

highest parts of. the Troodos massif.

2. 'THE -ECONOMIC SITUATION OF CYPRUS PRIOR TO 1974

Between the early 1960's and 1973, Cyprus enjoyed quite vigorous economic
growth, of about 6.5 7 per annum (1) on average, based mainly\on the rapid growth

of exﬁorts. GDP per head rose to about 1 520 US §g. o Co

Agricultﬁre'remained-the principal economic activity in the island,
occupying about a third of the working population and supplying consistently
18 7 tb 20 7 of the country's GDP and more in good years. The development of
irrigation had'bfought-modern égriculfural techniques to the Mesaoria Plain,

centred on citrus cultivation. The secondary sector accounted for 27 % of GDP

and gave employment to 25 7 of the working population.‘ The food processing,
garments and footwear industries had shown brisk growth, mainly due to fast-

rising exports. The services sector occupiediao % of the working papulation:

but -contributed 57 % of GDP, mainly from tourism (which accounted for 8 7 of
GDP) and service activities resulting from the presence of foreign military bases.

.

(1) Except where otherwise indicated, all groywth rates are expressad in real terms
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Judicious wanagement of .ihe Government budget and the supply of budget
surpluses to the banking;aystem up to 1971, combined to help keep inflation down
to less than 5 7 per. annum, The rising value of the Cyprus pound against the

dollar in 1973 reduced the impact on local prices of the increased: cost of 1mports

The trade balance showed wxdenlng def1c1ts between 1970 and 1973, in spite:

of the doubling of agrlcultural exports, malnly of c1trus and potatoes However,

- income from tourism and earnings resulting from the stationing of foreign troops,

reduced the deficit in the balance of paymente'oolcufrent account (1973 : ﬁS 3

81 mn).' The net inflow of eapital ~ particularly ptivate investment capital -

puéhed the overall balance into surplus. -On the eve of the uprising, gold and
fore1gn ‘exchange reserves stood at US $-200 mllllon, equ1valent to 8 months'

<

' "imports in. 1973.

3. THE SOUTHERN PART OF CYPRUS -

'3.1. . Population and employment

“Total population in the southern part of Cyprus is estimated at 525 000.
»The average dens1ty for this part of the 1sland is about 89 people per km2.
'N1c051a in the centre,. Limassol and Larnaca on the soothern,coast aod Paphos
in the west are the main agglomerations; they'grew considerably with the refu-
gees after the effective division of the 1sland Ain 1974 inteosifyiﬁg.the fast

ulbanlsatlon process witnessed previously.

The labour force con51sts of about 200 ‘000 people, of whlch only 2.7
were thhout employment in 1978 and 6.4 7 working ‘temporarily abroad, mainly .
with Cyprlotlc ‘construction companies in the Middle East. While of decreasing
importance, the maJorlty remains employed in agriculture, whereas construction,
manufacturing -and trade are’ 1ncre351ng their share of the labour market (see
Annex 1). ' o

3.2. Recent economic development

Since independance the economy of Cyprus has been based essentially on a
free market system. However, after 1974 Govermment influenbe became of necessity .

more im ortant in order to overcome thé severe economic roblems created by the
P p y
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".&ivision of the island- and the resettlement of about 185 000 refugees. Actlon
was taken under two indicative emergency economlc plans 1975/76 and 1977/78.

The third emergency plan.]979/81 is now being prepared.

~In general, the achievements of the economy have been the attainment of
the targets. They have been exceeded in somelaSpects due to a successful re-
orientation of domestic production towards exports and the inflow of substantial
'amounts‘of foreign aid. GDP has grown at an impressive average annﬁal rate of
15.8 % between 1975 and 1977. However, the growth rate slowed down to 6.3 7 in-
1978 when labour and capital were effectively fully empleyed and inflationary - -
pressures built up, reflecting signs of overheating with high consumption, low
savings and widening trade and current account deficits. The expansionary drive
‘of the fiscal and monetary pelicvaas restrained, and the international compe-
titiveness appears to‘ﬁave suffefed somewhat from rising production costs. The-
rapid overall growth lifted GDP‘per capita to about 940 EC (2 520 US $) in 1978
at curtent market prices, a figure comparabie with countries like Portugal,

. Yugoslavia and Malta.

The main impetus to economic expansion has come from the construction

' sector and the manufacturing industries (Table 1). Construction benefitting from .

substantial public allocations has been by far ‘the fastest growiﬁg sector of the

economy reflecting the need to provide housing for the refugees, to construct new

factories and tourist facilities'and to improve the transport infrastructure. The

contribution made by the secondary sector to the GDP' has consequently risen from

30.4 to 37 Z. 1In contrast, the. average growth of agrlcultural product1on was .
‘very'slow (1.5 7) and its contribution to the domestic product has fallen’ from
17°% to 12.5 %. The ‘large service sector has achieved an average growth rate of

1.4 % and 1ts contribution rose to 48.2 7.

3.2.2. The structure of resource _allocation

— s e s D it e e i T i A S SO G e . St

Total domestic expenditure exceeded GDP over the period.]975—77 by an
.average 10.5 7% reflectlng a 31gn1f1cant resource transfer from abroad. Private
" and pub11c consumptlon have absorbed on average 95.8 7 of GDP (Annex 2). - Growing
incomes and the restoration of general confidence inéreased the urge to return
to former standards of living and contributed to a declining'propensity to save.
Consequently, private consumptlon increased rapldly at a rate of 17.7 Z p. a.
agalnst 16.2 7 for public consumption. Optimistic entrepreneurial expectatlons
and an expansionary Govermment policy resulted in a renewal.of private forelgn
capital inflows. Gross fixed capital expenditure (Table 2) rose at a rate of
49,3 7 per year and the investment propensityﬂgrew from 15 Z of GDP in 1975 to
25.6 7 in 1978, Machinery and equipment for &anufacturing and traasport purposes
together with 1odginés for the refugees represented the major investment item.



._‘3.2;4. Monez and banklngl prices
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National savings (including net'transfers'and net‘factor income : from
abroad)have financed a declining proportlon of . investménts (50 7 in 1978 agalnst

90 7 two years earlier). The territory therefore re11ed 1ncreaS1ng1y on exter-

.nal financing. : o : o -

3.2.3. Publlc exgendlture and Government finance

Consolidated Central Government revenues (1) have increased.at a.rate,

of 22.5 7% P-4, between 1975 and 1978 in current terms and now represent 22 %

. of GDP.. Indlrect taxes account. for 48 7 of total revenues. Current expendl—

ture has. consxstently exceeded current revenue but its relatlvely slower increase

permltted a considerable reduction of the current deficit (Table 3.

~

Expendlture for publlc safety and defence absorbed a maJor but falling

share of current expendlture wheréas interest on publlc debt has doubled in

- absolute terms in the last two years to 8.1 7 of current expendlture. Capltal
 expenditure was expanded snbstantlally, and{vxa,the Relief Fund for Displaced

_Persons major emphasis was put on housing. Other capitalloutiays have been con-~

centrated on water supply and agriculture as well as transport and communication.

Wlth total publlc sector expendlture growing at- a slower pace than the

-overall economy, - and revenue 1ncrea31ng double its rate, the def1c1t decllned
Aboth-ln absolute terms and, sxgnlficantly, as a prqportlon of nominal GDP from
14.3 % in 1975 to 6.7 % in 1978. Foreign grants, mostly.from Greece and the

'UN High Commission for Refugees contributed substantially to financfng the defi-
_cit. The reduction in resburces available from these sources last year, led to -
a significant increase inibbrrowing,requirements,and,the Govermment had to rely

. . . b ,
on foreign loans. The'main source in 1978 was a 40 mn § medium-term Euro-credit.

The benk{ng and mometary system in southern Cyprus is well develeped.
Eleven commercial banks are established, five of which{are foreign, mostly
British In addition, there is a cooperative central bank acting as central
clearing 1nst1tut10n for a great. number of cooperatlve credit soc1et1es, exten-
ding’ loans mainly to the agrlcultural.Sector. Two flnnnc1a1 institutions ineclu~- .-
ding the Cyprus Development Bank provide long-term loans mainly to industry and

the tourist sector.

e

(1) Categories of Central Government revenues and expenditures include Ordinary
and Development Budgets, Special Relief Fund for Displaced Personss Social
>°cur1ty Fonds and Publiec Loan ?unds= -



South Cyprus

GDP GROWTH RATES AND STRUCTURE (in constant 1973 factor costs and %)

TABLE 1

L 4

.o s o Structure
(;?231 1975/76 Annuallg;gy;? s 1977/78 logsiaa | 1975 1978
1. Agriculture 38.7 + 8.4 4+ 0.2 - 3.7 + 1.5 17.0 12.5
2. Mining and quarrying ..7.0,_ ~+ 8.3 + 10.8 - 2.8 + 5.2 2.8 - 2.3
3. Manufacturing 47.1 ¥ 29.4 4+ 15.5 + 9.0 7.7 13.3 | 15.2
4. Conmstruction 24.0 + 33.0 +53.6 +25.0 +36.7 4.3 | 7.8
5. Electricity, gas, water 5.3 +17.5 + 8.5 '+ 3.9 +9.8 1.8 | 1.7

6. Transport B + 23.4 + 22,4 - +5.8 + 16.9 11.0 2.3

7. Wholesail and tetail trade | 54.6 +21.0 + 25.9 4+ 6.0 +17.3 15.6. | 17.6
8. Banking, insurance 16.0 +.9.0 +21.5 + 8.8 + 13.0 5.1 5.2
9. Owncrship of dwellings 18.1 + 4.3 + 5.4 + 2.3 + 4.0 7.4 5.9
10. Public administration 25.8 + 0.9 + 6.7 +7.5 + 5.0 10.3 8.3
11, Services 34.6 +10.2 +18.8 + 7,57 C+ 12,0 1.3 | 11.2

GDI' at factor cost 309.4 £ 15.2 + 16.4 + 6.3 + 12.5 lbO 100

Source : Planuning Bureau



‘,GROSS FIXED CAPITAL FORMATION BY ASSET AND SECTOR
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South Cyprus

* (in current market prlces)'

. Construction
ol
-~ Dwellings®
'~ Non-residential
- Civil engineering
.  Transport & machinery

- Transport equipment
.- Machlnery & equlpment

G.D.F.C. F

. Agficuitufe

‘Mining

Manufacturing -~ .
~E1ectricity;'gas,uwétefA
Construction |
Transport -

Wholesale & rétailwtrade
Banking, insurance ’
'Serv1ces “ ' _
Pub11c admlnlstratlon

Hou51ng

1978 MCE

1975

- Share in Z

1976
66.3 55.8 54.9
36.8 13.9 - 28.1
1.0 17 9.2
15.5. 24,7 17.6
60.1 44,2 45.1
26.9 5.3 12.5
33.2 138.9 32.6
’Jze.Z 100 - 100
1.5 14.5 - 10.9
BN 3.2 . 2.1
20.1. 1704 17.0
3.6 6.6 6.6 "
6.3 3.9 1.7
32,4 21,1 19.5°
RECTVRRS
0.9 - | 1.3 0.7
8.0 9.7 6.7
1.8 2.4 2.4
36.8" 13,9 28.1

Source i Planning Bureau

4.3

TABLE 2
T1977 - 1978
50.17 52,5
26.8 29.1°
11.0 1.1
12.3  © 12.3"
49.9  47.5
16.2 21.3
33.7° . 26.3
100 )
8.7 9.1
1.2 1.3
21.6 15.9 -
3.8 2.8
3.8 3.4
22,1 25.6 .
4.1 - 4.3
0.6 0.7
5.9 6.3
.2 1.4
26.8 . 29.1
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South Cyprus“

' CONSOLIDATED CENTRAL GOVERNMENT ACCOUNTS

MC&%

1975 1976

1. Current revenue . ' 54.0 62.9

-_of‘which - taxes- , 39.9 - 47,2

2. Current expenditufe . - 78.8 79.0

of which - wages, sclaries 30.4 32.9
- goods, services 18.0 ; 19.6

- subsidies, transfers 27.6 _ S 23.2

. Current deficit o -24.8 . -16.1
. Capital expenditure o 8.4 o 19,2
- investment : 7.9 . 16,5

~ transfers (1) - 0.5 L 2.7

5. Net-lending ' . 3.0 : 3.3

6. Budget deficit ' - 36.1 - 38.6

7. Financed from ‘ . .

- grants 2) ' B 13.2 O 15.2

- net domestic borrowing (2) . 20.6 - 0.9

-~ net borrowing'abroad (3) 2.3 24.3

i

(1) loan. repayments from phe Pub1ic loan Funds
(2) incl. use of cash balances '

(3) incl. IMF transactions

‘Source : IMF énd-Plaﬁhing Bureau

1977

e
81.9
63.9
91.1
36.
24.
- 28.
22,
17.

- 34.0

24.3.

13.0

-TABLE 3

1978

99.
79.
103.
43.
25,

31.

- 3.
25.

17.

- 33.

T 13,
17.

W .

W o~ N O

w

!

v
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4 Tne Cenrral Bank'of Cyprus has the ultlmate respon510111ty, after con-

,_sul*atlon with the Government for regulatlng the supply of money and credlt o
and formulating’ exchange policies. Its role is, in addltlon ‘to supervise the '
.functioﬁs of the commercial banks and to act as the financial egen; of the Goﬁern-i

ment. -

' Monetary authorltles, in the implementation of their credit’ regulatlon
policies, rely mainly on indirect controls via the 11qu1d1ty ratio requlrements
"but also by issuing directives. - In 11ne w1th ‘the burid—up of 1nf1atlonary pres-—

sures and slower rate of GDP growth, the Central ‘Bank has shlfted its o6riginally

expansionary orientation to a policy of a more moderate money growth by gradually

increasing the minimum liquidity ratio.

'The‘average rise ih retail prices weshlimiﬁed to 3.8 and 4.2 Z in 1975
and 1976. Labour was abundant at that time and capacity was underutilised. Fur-
thermore, a 25 7 decrease in salaries was imposed after the f974 events.  With full
;employment;‘ﬁarked'wage iﬁcreases and }ising demand,  price rises jumped to over l
47 7 in 1977 and 1978. Rents and ba51c consumptlon items are subject to price con—‘
trol, and the tripartite Adv1sory Pr1ce Couﬁc11 continues to actlvely monitor nost
other consumer goods.

¢

3.2.5.' The balance of Eavments and_external debt

The balance of payments of Southern Cypgus is caracterised by a rapidly
growing deficit on current account : 37 mn US é in 1975, equal to 5.4 % of CQP;
and-]60 m US ¢ (12.1 2) iﬁ-]958. This outturn is the result of a-fising trade
deficit which is.covered to a declining extent by the surplus of the invisible

balance (Table 4).

The empha51s put on exports has resulted in a satisfactory growth rate
of 32 5 % p.a. in current prices between 1975 and 1978 However, the need to're—
place lost goods and rebuild production facilities as well as the rising demand
for raw materials, intermediate and copsuﬁer goods of a booming economy, led to

an expansion of imports with a similar growth rate. The trade deficit consequent-—

ly more than doubled to 358 mn  in 1978, On average, exportsscovered only 53 % of
lmports in the period under consideration. The small decrease of exports in 1978
was the result of a slgnlflrant reduction in agrlcultural exports, mainly potatoes.
' and a lower growth in industrial exports as a consequence of a decline in competxf
tivity. ' i |

;Tﬁe_reorientation of the economy has altered the ore—1974 composition of
the exporr trade, as chown 1n-Annex 3 New agrlcultural products, mainly potatoes

and fresh veﬂetaPles, heve frund markets whereas _the traditional citrus crop has



rr

- lost ground. Clothlng, fabricated from 1mported raw materials, have 51gn1f1cant1y
increased their share in exports. Imports are composed mainly of raw materials
and intermediate goods, machinery and transport equipment, consumer godds incl.

cereals and fuels.

Recently, important changes have taken place in the direction of trade.
~Arab countries absorb .now 44 7 of domestic exports as against 27 % in 1975, i
whereas the share of - EEC couhtries (mainly the UK) has decreased to.about 36 %.

Eastern bloc countrles also -have lost some ground to 7 7Z of the total. On the

—a e g s

import side, however EEC (UK, Italy, Germany) remained the main suppliers and even,
increased their share to half of all sh1pments, whereas Greece's part was reduced y

v

by 50 7 (Annex 4). ' : i
. . . ) ) o / . . :

"In spite of substantial grants and transfers, net earnings from invisi~

.bles are insuffic@ent'to offset the trade deficit. Consequently, & rapidly growin

current account deficit had to be financed increasingly from external resources. él
A considerable net capital inflow,. partly in form of priﬁate investment cavital i
from Greek Cﬁpriots'liﬁing abroad and Government borfowing, however enabiéd the

area to build-up its foreign exchange reserves. They attained at the end of 1§stfg'
year the equivalent of US ¢ 376 mn corresponding to 6.6 months of merchandise ‘-

imports.

As shown in Table 5, the overall indebtedness.(ekcl. short-term borrowing)
- corresponded at the end of 1978 to US 8 292 mn or 22.1 % of GDP, up from 14.3 7
three yea:s earlier. The serv1c1ng of this debt (repavment and 1nterest) repre=-

'sents about 5 7 .of export earnings from goods and services.

- 3.3, Analysis of the main sectors

3.3.1. Agricvlture
12.5 7 of -GDP
25 % of all emploved’
8.2 Z of G.F.C.F.

Value added 1978
Employment
Investments 1975/78

- As in all countries with a large agriculture sector, its significance goes
beyond the above quoted flgures not only because an important part of the manufac-—
turing sector relies on-agricultural inputs, but also because the distribution and
the service industries as well as export earnings depend on the ag;icﬁltural out-

put. 1In recent years, agriculturél production grew slowlv at 1.5 Z'p.a.

In the ye cs after the division of the island when numerous refugee far-
mers from the north opened new often small-sized holdings with Government assis-
tance, th: number of holdings has "increased and the average size decreased, The

agricultural land is now cultivated in some 43 -800 holdings with an éverage size
of 4.6 ha. However, more than half of them have an area of less than 3 ha. ,



South Cyprus

_ BALANCE OF PAYMENTS

(M CE)

Exports f.o.b.
Imports f.o.b.

3. Trade balance

. Invisible payﬁents -

. ‘Invisible receipts

of which - foreign visitors exp.
- foreign.military exp.
- private remittances

. - official aid

of which - freight, insurance

- exp. of visitors and
students -abroad

- 1nterest payments .

. Inv151b1e balance

7. Balance on current account

. Net capital'inflow

of which - long term loans

- other prlvate 1. t. capltal_

9. Errors and om1551ons

. Overall surplus or def1c1t (=)

Source : Centfai Bank

1975

52.4
-110.9

=58.5

- 86.1
5.

. 27.8
5.6
21.0

—41.3 .

-11.2

-9.6°
3.7

44,8

- -13.7

. 3.0
0.8

3.8.

-3.6

-14;3'4

TABLE 4
1976 1977~ 1978
02,7 124.2 122.0
-163.4 -228.2  -255.6
©=60.7. -104.0. -133.6
112.1° 137.6  148.9
20.7 © 23.8 n.d.
28.2. 32,8 n.d.
5.4 5.8 n.d.
19.5  23.9 - n.d.
=55.7  -69.6  =74.9
~17.6  -25.1 " n.d.
-9.7  -11.8 n.d.
~6.9  =6.4 n.d.
56.4 68.0  .74.0
-4.3  =36.0°  =59.6
17.5  34.8 - 59.3 .-
9.4 ~17.0 5.4
13.3 16.9 n.d. .
4.6 3.4 4.9
17.8 2.2 4.6
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TABLE 5
.South Cyprus

Forelgn Debt:'

"End of Period
Ck millions (1)

1975 1976 . 1977 1978

A. Government (2) _ 144 42,5 58.1  67.2

B. Public Corporatioms (3) 17.8  19.1 . 21.1 35.5
C. Foreign Suppliers' Credits - . : 1.9 1.5 1.5 1.7
D. Other (4) - ‘ - ' 2.2 © 2.0 3.7 - 4.5

TOTAL o .~ 736.3  65.1 84.4 108.9
NOTES :

Sy

(a) Conversion in Ck was based on middle market rates in effect at the
end of each vear.

(b) Includes long-term debt, only (over one year maturity).

(2) " Includes I.M.F. facilities outstanding which amounted at the end
of 1974, 1975, 1976, 1977 and 1978 to Ck 2.8, CE 3.7, Ck 20.6,
- CE 20.0 and CE 15.2 million respectively.

(3) Includes Electricity Authority of Cyprus, Cyprus International (State)

‘ "Fair Authority, Sewage Boards, Cyprus Development. Bank, Cyprus Tele-
communications Authority, Grain Commission, Cyprus Airways, Cyprus
‘Boradcasting Corporation and Cyprus Ports Authority.

4y Includes Cyprus Petroleum Refinery, Cyprus Cement Company, Hellenic
: Chemical Industries & Cyprus Pipés Industries but does not 1nc1ude
credit to other private sector.

Source : Central Bank"



The total cultlvable area has been ‘estimated at 201 000 ha and 1ts use

is shown in the follow1ng table :

Land Use,'1977, in—hectaf

Irrigated = = not irrigated total

Temporary crops o - 13 091 : 52 251 65 342

'Permanent crops . . 10 464 L 40 126 50 590
Temporarily fallow 4 ‘ .+ 3 358 26 236 . " 29 594

Grazing land =~ ‘ - o 3195 - . 3 195

Forests . L .- o 3 903 . 3 903

Uncultivated land - R - .32 541 ’ 32 541
' Scrub, desert - o - : 15 928 15 928
.. 174 181 " 201 094

TOTAL ' ' 26 913

~ The. breakdown of agrlcultural output.by main crops, as given MlAnneX 3,
shows the key role of vegetables especially potatoés, in the effort to grow hlgher
jvalue export crops ‘Together with citrus they ere.;he maln agrleultural forelgn
exchange earners. The territory is self-sufficient in frdits and vegetables. It.is,
on the other hand, dependant on imports of cereals for aﬁimal feed and, in spite.
" .of growingilocal»production,.meat and- dairy products. In normal yeafe, Bo&ever,
. the ovefall exte;hai trade balance'of thefegricultural sector is positive. P
"The scarcity of water is a mejor problem in Cypfue. The total irrigated
~ area comprises about 27 000 ha (over 13 7) in the Government controlled:afea. Some
large new irrigation‘projects are under review and.pertiy under consttﬁction They
will in the long term 1ncrease significantly the lrrlgated area. In the meantlme,

a large portion of agrlcultural production w111 remain dependant on ralnfed crops,

which now represent about half of the productlon value and. are subject to large annual

fluc;uatlons In view of the’ development efforts in 1rr1gatlon, the output of

crops, such as ordinary and early vegetables, table grapes,and citrus and dec1duous :

fruit will 1ncrease substantially, but’ will have to face 1ncrea51ng competltlon on

international markets.

3:3.2. Menufacturing industry
‘Value added 1978 - : 15.2 % of GDP. o
Employment 1978 . : 21 % of total .employment
Investments 1975/78°: 15.4 % of G.F.C.F.

"Industry is regarded as one of the priority‘sectore for the territory‘s

economlc development and apart from agrlculture hasplayed the major role in

o
1
4

1

-



providing -jobs for the refugees. The sector is dominated both in terms of employ-
. ment and output by export-oriented footwear and clothing industries, which have
benefitted from strong demand from abroad over the last years. In cdntrast,

industries processing agricultural produce, traditionally Cyprus' most important

manufacturing activity, recorded smaller gains owing to a drop in extermal demand.

The production of construction materials was favoured by the intense building
. )

activity and recofded substantial growth. The cement factories work to capacity. .

The manufacturing‘sector consists of 4.858 establishments (1976 census)
of which 80 7 employ on avefage less than five personms. Tektile, wearing apparel
and leather industries are ddminant with 38 7 of the establishments and 36 7 of
the industrial'wofkforce; Next in rank are the 5 600 workers in food, beverages
and tobacco manufacturing in 667 establishment§,,and the 3 100 people engaged in
the 1 000 establishments of the wood and furniture industries. Traditionally,

Cyprus has a free enterprise economy and industry is in private ownership.

Manufacturing is now facing new constraints which imply a mneed for re-
_structufing in order to assure further growth. In'géﬁeral, establishments are too
small, have a limifed financial base, and being labour-intensive, have recently
suffered from 'a shortage of skilled workers. Wages have increased significantly
and affected international competitivity. The domestic market, moreover,.is small.
Mergers,;iarger industrial units and more capital-intensive production methods

.are envisaged to overcome these problems.

Inland transport is totally dependent on road. There are no raiiways and
coastal shipping is negligeable. The great bulk of the international trade remains
seaborne and goes . through the main port of Limassol. International air éervices
have expanded rapidly and use Larnaca airport, since Nicosia airport is out of

service.

The sector plays a major role in the territory's economy with a value
added nearly as ‘high as agriculture (12.3 7 of GDP) and has absorbed 24.3 7% of
total investment in the 1975/78 period with the expansion of the port, airport and

" road capacity and the vehicle fleet.

The available power generating capacity reached 268.5 MW in 1977 of which

264 were from two oil-fired (consumption : 251 000 t in 1977) power stations by

i

T ay
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the Government. owned Electricity Authority of Cyprus. Thé.company seryes.the,
whole island. Capacity up .to now has kept pace with demand (583 mn KWh in 1977)
which has _grown at . a rate iof aboot 10 7 ‘p a. since 1975 and nearly 11 2 in
" the Government controlled area. Industry is the most 1mportant cllent absorblng

40 Z of ‘total consumption followed by commercial (28.9 %) and domestlc users (25 7).
‘ In view .of the forecast growxng demand and the dge of one of the power statlons,

a substdantial investment programme is envisaged.

3.3.9. Tourlsm

- After the 1974 events,:the Government succeedod in re—establishiog'
confidence  and started again’to'particlpate>in the booming tourism sector. In.l978,
217 000 touriSt;mgere attracted to its area spending about Us $ 80 mn or 25 % of
‘total exports. Many new hotels have been’ bullt to replace those lost in the north,
.often financed by private foreign capital from Cyprlots living abroad. At the end
of 1978, 79 hotels with about 8 700 beds were in operation. The tourist season

has been lenghtened to almost 12 monfhs, and the origin of the visitors has been

"further diversified, though Britain is still the most important source.

* 3.4.. Outlook

3.4.1. ° The Govefnment"is at presenflimpleﬁgnting a further Plan covering the
period'197§-81, The targets are to -consolidate the post=-1974 achievements ana to
'assure the longer term viaBillty‘of the:territory's‘eéonomy while maintaining the
~option of restoring the eoonomio-pnity of the island: The:strategy is tovovércome
the structural weaknesses ofvtho!economy by increasing pfodoctivity through a
policy'of fostering more capital-intensive projects. This policy pre5upposes an
increase in the size of productive unlrs, and will, as a consequence, result in
growing capac1tles. ‘Enterprises using local raw materlals will be partlcularly
promoted to increase added value and reduce the 1mport component of domestic
production. Efforts to train and retrain labour will be continued. The overall
growth rate is forecast'to sicw down to 5 7 p.a. in order co~roduce the internal
and external imbalances of the'ecoﬁomyf The following table shows‘the,pasﬁ and

expected real. growth rate by sector.

€xm com cnn 3. -

(1) as against 264 000 in the whole island in 1973.
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Growth target of the 1979/81 Plan

(in % p.a.)
S  Realised Plan ~ Share
B 1975/78 1979 /81 11978 1981
Agrlculture ‘mining and quarrylng 2. 2.9 14.8 13.9
Industry (1) R -2001 7.1 37.0 . 39.0
Trade, banking, serviééS, administr. 11.3 b4 48.2 - 47.1
‘epp - - I 12.5 5.2 100.0 100.0

- -——

(1) incl. construction, electricity, gas, water and transport.

Fixed capital formation over the three year Plan period is expected to

amount to 531 mn CE£ (US $ 1.4 bn) in current prices which is equivalent to 27.7 2

-, o

of GDP as compared with 21 7 between 1975 and 1978. In real terms, the average annua;

.growth rate is forecast at about 10 7. The bulk of investment will continue to go
into housing which will even 1ncrease its share to 28 % accordlng to preliminary
figures. The housing policy will become more selective and concentrate on low cosg
housing to accomodate the remaining refugees living in tents and assist the lower

income groups. In manufacturing, the emphasis will be placed on restructuring and

linking:existing sectors in order to increasé productivity and economies of scale.
New export-oriented, more capital-intensive activities will be fostered by incen=-

tives. The use of local raw materials (1) is encouraged and a comprehensive explora-

tion programme for minerals and quarrying materials is envisaged. Several industrial

estates are being established and the Govermment is studying the possibility of

" establishing a new industrial zone. In infrastructure, transport and water

projects get hlghest prlorlty In order to alleviate the water problem of the area,

expand the cultlvated land and enhance the viability of agriculture, several large
scale water projects are being-realised or under con51derat10n : Paphos irrigation
project, Pitsilia rural development project, Vasilikos Pendaskinos project,‘aﬁd
Nicosia water supply scheme. Other investments in this sector concern fhe improving
of the use of water in irrigation.

’ i
In the transporf sector several projects for increasing the capacity of
existing roads and the building of new links have been executed or are planned
the Nicosia-Limassol, and Limassol-Paphos links are the main projects. The purchase

of . aircraft by Cyprus Airways is included in the investment programme.

In agriculture, several projects are envisaged for soil comservation and

re-forestation, land consolidation and establishment of livestock areas to meet

e

(1) There are known exploitable deposits of asbestos, chromium minerals, cupreous
and iron pyrites, zinc minerals, bentonite, lime, quarrying materials.

.

. .
« . 1



the meat and dairy shortages. Tourist projects are encouraged by long~term loans. .

The Electricity'Authofity.plans two new 60 MW oil—fired_power stations with the

a1m of replacing one of “the existing and 1ncrea51ng Supply to meet growing demand.

In the ‘service sector, the development and expansion of new fields such as transit |
B e P

trade, consulting englneerlng, insurance, banking and shlpplng is encouraged;'

- 7

' Over_§3 7 of the to;al investment expenditnre is expeoted.to lbe financed’ :
by domeseic'savings as against 23.5 Z.in‘the las;<yéars; This implies a substantial :
"increase in the ﬁafginai pronensity to save, which,had recently fallen,to about
6 % of the national‘ineomeJ'The Plan'forecasts an average rate of aboue737 % in the
years'1979f81, This‘COmpares tvoﬁer 20 Z'in Ehe whole of Cyprus before the |

divison.. oo

In contrast to the past development, exports (+ lO 9 Z p.a. in current
:terms) and invisible receipts, lncl grants (11. 2 %) are expected to grow quicker
than 1mports (+ 9.4 Z) and 1nv1s1b1e payments (+ 7.9 7) so that the current account
def1c1t is assumed to remain at some US $ 160 mn p.a. as in 1978. Net capltal _
- imports - of -about the same amount per year are env;saged, and the.forelgn exchange

" reserves should be maintained. T

3.4.2. In view of the past performance of the economy which exceeded in many
respects” the planned development, and the ability and determlnatlon of the publlc
“authopltles to take necessary measures, ‘the objectives of the new plan do not
in general seem to be over—optimistie.' '
- There are,-however, two major potentia}_eonstraintS'of the realisation
of the planned ijectives. The first’and nOSSiBIy most;éritical is the assumed
" dramatic change in the marginal propen51ty to save. The second is the danger that
imports may continue to rise. at a faster than expected pace in view of the high

propens1ty to consume°

- In terms of the trade balance, the'forecast éxport,growth rate of 10.9 7
per anhum against a slight setback in 1978 appears OOmowhat optimistic. Agzlcultural

t of the EEC '
exports to the EEC face restrictions and the enlargemenyill not ease the problem9
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 whereas industrial exports have stérted to feel the stronger competition from
similar produéts of other low cost countries. Both developments may lead to further
increase the current account‘defi;it. O

While the present very low propensity to save can be explained by the
urge to re-establish former consumer standards, fhe'planned as;umed rate is well
in excess of average past experience. Both constraints would have as a consequence
. . the need'to.raise'additioﬁal foreign borrowings, which in view of the relatively.

low debt service ratio of 5 % should be possible.

In the longer term, the skilled and flexible labour force and the
emphasis placed on training, couplediwith proven entrepreneuriél skill and
effective 11beral economic p011c1es, are comparative advantages in favour of

.a continuous development of the area’ S productlon and exports.,

4. THE NORTHERN PART OF CYPRUS ‘ ' o .

4.1, Population and employment

‘ . The ﬁorthern part of the
island has a population-of about 150 000 people distributed over a territory'of
some 3 500 sq km. This corresponds to an average density of over\AO people per km2,
'which is less than half the density in the south. Nicosia, Famagusta, Mérphou

and Kyrenia are the main urbaé areas, where the ﬁajority of'the,populat;on lives.
The region's.labour force amounted to some 46 000 people in 1977; According to
some indications it _j is . fair to  assume that the unemplo?meﬂt.rate
exceeds 10 7 and that unaeremployment is high.‘AgriCultﬁre provides jobs for 41 7
fof the labour force, only marginallyumoré than the number active in the seryice

sector. Manufacturing an&'consﬁruction on the other hand employ only & minor

proportioﬁ of the workers.

"Estimated. labour force by sector

1977 %

Agriculture = - 18 817 ' 40.8

. Manufacturing , , 4 509 ' 9.8
Construction : : 2 360 5.1
Services (public and prlvate) 18 529 0.2
Government 580 - , 1.3
Unemployed _ o 1 337 2.9
0.0

Tetal labour force - 46 132 10
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4.2. Recent economic development

Ow;ng to the recenﬁ establishment and the'siow build-up of gn”édministra—
tipn, figures on‘:he gconomic devé1opment are“scarce and thpsejavailable havé,to‘bg i
interpreted cautiously. In general, the local.administratioﬁ seeﬁs to- have .adopted . .
the Turkish economic system with a strong influence of the public sectofvléaving
‘little room for private entrepreneurial skill. The Turkish lira has become the ;
official_cutrenéy and Turkey is the most important‘trading partner, subsidiéihg

the local budget heavily.

As shown in Annex 6 GDP at current prices (1) is estlmated at 3.7 bn TL
- (US $ 190 mﬁ) in 1977. GDP per head 1s 24 500 TL (US $ 1 260), which is about half
the amount in the southern part ‘of the island. The economy is strongly: orlented
towards the agricultural andlse;ylce sector, with tourism and trade con-
_fributing the majority of GDP. Industry inciudihg electricity, .water;-
mining énﬁ construction produces -only about 14 % oflGDP. | '

- Public and ptivate coﬁsumgfion'séem to haVe‘éxceedéd in 1977 the locally
-produced resources by some 18 7. The terrltory relies substantlally and 1ncrea51ngly ?
.on help: and borrow1ng from abroad - The 1979 budget expenditures (see “Annex 7 7 w111 ;
otily be covergd to' 51 Z py local revenue ; the balance is expected to consist

of aid.g

The trade def1c1t has more than quadrupled between 1975 and 1978 to

1.4 bn TL. (US $ 54 mn) last year (Annex 8 ), in spite’ of exports 1ncreas1ng slightly:'
more rapidly than 1mports. Turkey's share is falllng contlnuously but this trend
would tend to be reversed this yedr as a consequence of a recent decree banning

all. trade in consumer gobds and foodstuffs with countries other than.Turkey.

Tﬁough aﬁ'agricﬁltural'aréa; food aﬁd beverage§ represent over 40 Z of
importé and exceed agricultufal exports. Intermediate products and equipment
constitute half of ali‘importsjwhile 0il and petrol absorb the balance. Exports
“on the other -hand consist primarily of agricultural products, over two thirds of
which are citrus. | ' ‘ ' '

) S

The small surplus in the ‘balance on invisibles (Annex 9 ) stemming mainly

from tourism, only partially covers the trade def%cit,'leaving.a 1978 current
account deficit of 977 mn TL (US $ 39 mn) as against 705 mn TL (US % 36 mn)

in 1977. Indications on the f1nanc1ng of ‘the deficit are lacklng

- s A - e e

¢

1)y Inflation axceeded 55 7 in 19/8 ) "
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'Equally,' figures on the amount and maturity .of the external debt are
T . .

not available.

4.3. The development of the frincipal sectors

4.3.1. Agrlculture

‘More than half of the agricultural area of some 165 OOb ha is devoted for
the growing of:cereals and a quarter is grazing land. Only about 8§ % of the land
is cultivated .intensively with planté such as citrus, wine, vegetables, tobacco.
Citrus is both the main export product and foreign exchange earner of the térri;
tory. As in the séuth the admiﬂistration encourages early vegetables for export
but success up to now has ‘been llmlted Animal productlon is concentrated on goats,
milk and eggs and has registered some progress in producing poultr) and lamb.
There is however a 51gn1f1cant meat shortage. The good 1978 cereal harvest did )
not cover the local needs, though in vegetables the territory is self-sufficient.
The area.
‘duction abroad after the d1v1510n of the island, malnly to the UK (52 Z) and .
Turkey (29 Z).

succeeded in selling an 1ncrea51ng proport1on of the citrus pro-

State farms have been established to promote modern production” methods
and new crops. On the whole, the area's agrlculture suffers as in the south from
the scarcity of water for irrigation, and overpumping has polluted the acquifers

with seawater, which is destroying some of the citrus plantations near the coast.

.

4.3.2. Industry

"The industrial base of northern Cyprus is weak. The industrial develop~
_ment suffers from international isolation, the restricted domestic market, the
small size of establishments,-iow productivitj and the lack of skilled labour.
After ‘the division of Cyprus, State Economic Enterpriséé have taken over a major
proportion of formerly Greek owned enterprisgs. Due to the war damages and lack
of knqw;how and skills, industrial production bﬁly slowly recovered after 1974,
and in 1978 according to provisional estimates, output stood at about 57 7 of
capacity. The main industries concern food and tobacco related to local agri-
.cultural production, and some‘factories,lmainly'small, for textiles, shoes,
furniture, plastics, cement and metal working (galvanised steel pipes). They
provide'jobs for a total 5 500, up from 3 500 in 1975. About onme quarter of the

total industrial production is exported.



.

4.3.3. Tourism

The northern part of Cyprus was one of the major tourlst areas before the

,division. There were two centres ¢ one at Famagusta ‘ o and the

other ‘at Kyrenla‘.l . . Hotel capacxty now is estlmated at 2 500 beds.

Since 1976,;tourlsm_restarted, and in the first nine ‘months of 1978 about

54000 tourists were registered in hotels, about the same number as the previous

~ year. Theﬁfacilities are hoWever promoted mainly in Turkey and the proportion of

Turkish visitors is over '80- %. Thus tourlsm does not fulfll its full potential as

a forelgn exchange earner. T

'4.4. Prospectsd

: ‘ e have
The local authorltles eostabllshed a five year development plan for

‘the period 1978 to 1982, aiming at a 7 % p.a. growth rate of GNP. The p lan is

based on estimated 1976 and 1977. macro-economic aggregates which will have to be
adjusted (1). Thé planned investment over the period amounts to 4.6 bn TL (about
Us $ lOO'ﬁn), Qith a major emphasis being placed on:the‘modernisatlon of agri- .
cultdre, mainly by improving the water supply. The’irrigation and development of

the Morphou ‘area, where citrus is grown, is the main' project. As in the south,

housing absorbs an important part of the investment budget. Transport and communica- _

tlons ‘rank second in the planned investment effort with road bulldlng taklng the

maJor share. The major project is to reallgn and 1mprove the existing Nicosia-

Kyrenla road. Industrlal 1nvestment is forecast to be concentrated on reﬂequlpplng

N

those factories whlch have not yet started . productlon after 1974 and to attract new

.establishtments. They concern’ ‘primarily light industries like electrical appllances,

‘ ~ TV and washing machlne assembly, ‘dye-stuffs, detergents, or related to. agriculture”

and food : orange Julce and concentrate, water and beverage bottllng, animal feed—

stuffs and ice-cream.

Total investment over the plan period is projected to be financed by

67 7 from domestic,- publlc and prlvate, savings, 1eav1ng 1.5 bn TL (US $ 32 mm)
. to external flnanclng. The budget deficit is assumed to remain hlgh and forelgn

‘aid is expected to cover a quarter to a third of ‘the overall expendlture. In spite

of an assumed doubllng of exports (+ 14.7 7 p.a. in current terms) dnd net tourist .

earnlngs, the current account will remarn in: def1c1t:°

B R O e ST M TN CUB R TR O i aw » oo =~

(1) The GDP figure as well as its composition i‘s'acknowledged to be incorrect.
It differs from the more recent figures given in Annex 6.



The plan's growth target is definitely on the optimistic side in view of -
the past development of the North Cyprus economy and its present rather bieak
sitqatién.-?he economic prospects of the territory do not appear very favourable,
since they‘depend to a large extent on Turkey - itself -in a delicate position.

‘The areé,'furthermo}e, is isolated from third markets and productivity of the
agricultural and industrial sector is low. Substantial investments are necessary
to increase water availability for agricultural production, which is the backbone
of the térritory‘é,economy..Sufficient domestic savings-for financing the planned
' investments are not available and the area will dontinue to depend heavily on
external‘finaﬁcingQ The confused political situation with strong Turkish influence
.is hardly conduciye'to the aftraction of private foreign capital. Since the
"Turkish Federated Stafé of‘Cyp:us" is not internationally recognised and has no

monetary authority,-aid will continue to come mainly from Turkey.
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ANNEX 1
South Cyprus
Employment by sector
© 1976 1978 % 1978
Agriculture - | 45 220 44 100 " 26.0.
Mining ' e 2 330 202 S 1.2
‘Manufacturing - a 30 290 35 690 ©21.0
‘Construction | | 11 310 16 850 9.9
. Electricity - - . 1 350 1360 . 0.8
Transportation = A : 7 700 “8 800 5.2
" Trade . - . ; | 16 950 19 300 o 1.4
Banking - o 3210 . 3700 . 2.2
_Public Administration = - . 10770 11 450 6.7
Services o 24820 26 600 ©15.7
" Total employed - . .. 153950 .. 169 870 100.0

Source : Planning Bureau

4



éﬁNEX'Z:

 Sou£h Cyprus

GDP BY CATEGORIES OF EXPENDITURE .. (in 1967 prices). S I ' S

v © (Ch million) o 3 , - : &"-A .

-1975‘ ' i976( B 1977 o Averégé yearly growth
: o - rate (%)

I. Final Consumption 1606 - 180.6 22006 . w172
- private | . ... 137.0 S 1s57.2 - . . T 189.8 LT
= publie . 2306 . 234 - TT30.8 L+ 1402

‘2. Gross domestic fixed capital I
formation . . - 16.8 ’ 20.5

'34.0 o +62.3

3. Changé in stocks | 3.6 5.8 _:' 5.8 o : o ¥ 26,9 - : -

4; Net,foreign sector B - 20.7 - f'l3.2 - 27.9 A_vv - ) +16.1

Source : Ministry of Finance; Economic report 1977

. ) ) : i

el x4k



Main domestic exports(l).

- 8outh Cyprus

-

28 -

~

ANNEX 3

(D) excl;‘ré-exﬁérts

Source :

Ministry of Finance, Imports & Exports Statistics

1975 1977
' ooo CE %Z 1. ooo Ck % ooo Ck %
Potatoes 7 725 15.8 | 19 435 | 17.7| 10 772 | 10.4
. Fresh vegetables 846 1.7 2 192 2.0 2,518 | 2.4
Citrus, grapes. 7 546 5.5 9377 | 8.6 10179 9.8
_ Clothing 3 450 7.1 11983 | 10.9 16 322 | 15.8
- Footwear 1758 3.6 5933 | s.4] 7104 | 6.9
Portland Cement 5980 | 12.3|.10 556 9.6 | 8306 | 8.0
Asbestos 2 127 4.4 | 4 38 4ol 3728 | 3.6
" Wine, grapemust: 3 780 7.7 6147 | 5.6|° 5778 | 5.6
Cigarettes 1 321 2.71- 3815 3.51 5915 5.7
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Sauth Cyprus
Imports byvorigin
A

[}

L
1975 1977,
EEC . . <. 4s,
Eastern bloc’ o - 9.
Arabian Countries . 9.
" Greece oo . f o 12,
<Japaﬁ;‘1 T S 3.
~Other . - . . 18.

© W N U~ W
o0
(98]

24.7

Total . - . 100 100

“Exports by destination -
| %

1975 - - 1977 -

EEC . . y C 436 .. 388
‘ ‘Greece” - l:~' :- 4.2 o k. ‘Z.Qz :
Araﬁ Countries S ”1;27.7' o 444

- Eastern bloc A  T T 6.7
“Other ~ ~ . . . 136 8.1

‘Total’ e “100 - 100

Source : Ministry. of Finance, Imports. & Exports -Statistics

S

ANKEX 4

SR PN

1978

50.8 "
7.0
8.1
6.3
5.4
22.4

100

10.8

100



11. Citrus

. Fruit, nuts

. Grapes

. Olives, carabs

Végetaﬁles'

o n B~ W N

. Cereals

"Source :

- 3C

~South Cyprus

i

MAIN AGRICULTURAL PRODUCTS

+ ANNEX 3

Ministry of Finance;:AgriCUltural Census 1973

717

' Tons | value 000 c
1975 1976 1977 |1975  1976. 1977

82 601| 82 296| 104 658 | 3 669 | 3 9551 5 04i*

20 879 21 488| 23520 | 1 732 | 2 147 2 726
172 720 167 640| 155 448 | 6 239 | 6 880| 7 451
33 528) 42 672 27 940 | 4520 | 4.008! 4 464
187 793| 273 275| 295 882 |12 174 |23 777| 24 417 -

83 3121 90 4241 80 264 | 43741 4 4 474




ANNEX 6 -

—

. / / ~
- Northern Cyprus-
1977 Gross Domestic Pfoduét ’
(in currént prices) ..
S : - in-an TL . _ na
. Agriculture P ) \ 709.1 19.3
2. Industry : | | " 363.4 9.9,
- mines and quarrying S o - 15,4 :
.- manufacturing ' ' \‘ i - . 287.4
~= electricity -and water - ) . 60.6
‘3. Comstruction : ‘ o . 15619 4.3
4. Trade - S 801.9 21.8
5. Transport and communications o . 253.3 7 6.9
6. Rents . - - | S 277 7.0
7. Banking and‘private services a . ©135.8 3.7
8. Public services o T ) 773.2 21.0
9. Import duties S 228.2 S 62
Total T 36795 7 100

Source : Turkish .Cypriot administration -




ANNEX 7 -

Northern Cyprus

1979 Budget

- mn TL -
1.' Revenue ‘
- qual | e o1 234.6
- Aid from UNHCR o ‘ 67.0
- Aid from Turkey | : 378.0
- Foreign aid ~  ( . 634.3
2 313.9
.2..‘Current expenditure ' ‘ ' 1 241.3
"Transfers =~ - _ : » ' . 688.6
1 929.9
3.. Current surplus R L 384.0
- 4, Capital expenditure - 503.5
- Infrastructure, incl. water i 274.1
- Agricultural development ‘ . 714
- Trade; industrial development 19.5
- Tourist development - - 5.0
- Social services ,
(education, refugees, etc.) o 133.5
‘5. Overall deficit | | -199.5

Source : Turkish Cypriot administration



1'0

EXPORTS
Agrumes

Potatoes -

- ~ -

Other agricultural products

Manufactured products

-Mining products

Total

*-

. IMPORTS

Food and beverages

Fuels and lubricants
Fertilizer and seeds
Machinery, equipment

Intermediate products

Total

-3~

" Source : Turkish Cypri « administration:

2 230.3

ANNEX &
" Northern Cypfus‘_
"Foreigp Trade )
1977/78 _1978/79
oo TL 7 o0 TL : 7
319.7 66.5  639.3 - 72.8
132.5 6.8 54.2 . 6.2
39.0 8.1 89.1 10.1
52.3 10.9 68.7 7.8
37.0. 7.7 27.3 3.1
480.5 100.0 878.6 1100.0
666.1 44,0 941.0 42.2
75.4 .0 168.9 7.6 -
10.6 0.7 ~ . 48.9 2.2
287.6 . 19.0  391.6 17.6
47347 31.3 679.9. $30.5
1 513:4 ©100.0 100.0



ANNEX 9

Northern Cyprus
Balance of paymentg
I —m'anLf
Cam e - - - " Estimate
1.3.77-28.2.78. . 1.3.78 - 28.2.79

Exports | 4805 . 878.6
Imports - - S 1 513.4 S 42.230.3
‘Trade deficit - - - 1 032.9 ' - 1 351.7
Tourism receipts N | ; " - 7825.0 o 1 035.0
Tourism expenditure o ©330.0 © . 460.0
Other invisibles (net) . ' - 167.0 o - 200.0
Invisible balance - . o 328.0 375.0
Current acéduﬁt deficit - = . 704.9 ' C - . 976.7

Source : Turkish Cypriot administration





