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.COMMISSION COMMUNICATION TO THE COUNCIL 

onthe impieuientatio:h of economic and.firtancia.l cooperation 

between the Community and. C;Yprus 

1. A. joint Commission/EIB delegation visited Cyprus froiQ 14 to .18 May 1979 

for a preliminar,y exchange 'or view on the implementation of economic and 

financial cooperation on.the basis of the Additional and Financial Protocols 

signed on 15 September 1977., 

As in the case of other Mediterranean countries with which the Community 

has concluded economic and financial cooperation agreements. this first visi-:1; 

was of an exploratory_ nature, itso:t>jective being both to obtain an overall 

view.of the economio .situation and to get to know Cyprus's view on implementation, 

partie, tarly of the Financial Protocol., 

Talks t~ere held with the Cyprus Government anti representatives of th·e Turkish 

Cypriot Community. 

2. The Financial Protocol with Cyprus involves a total of 30 million u·.a. 

for the period 1 JanUa.ry 1979 to 31 December 198:3.. Of this sum, 20 million u .. a. 

consists of· loans from the EIB~~ own resources·, with a 2'fo interest rate subsidy; 

4 million u.a~ consists o.f special loans with. an intere.st rate of 1%; the 

balance'of? million u .. a. comp~iees grants, of whf.ch approximately 3 million u.ao 

should be earmarked for· subsidizing EIB loans, leaving 3 million Uoao fOr: 

techn~cal assistance and trainingo 

I 
According to the information supplied the Community's financial contribution 

will cover· approri~ately 2% of project~d investment _in Cypx:us during the five­

ye~ peri~- and corresponds. to roughly %·of th~ erle~nal. financing 'requirement·. 

3e During the delegation's visit its Cypriot hosts emphasized the priorit~ 

economic sectors for which Community assistance is sought. 



Investment priorities are undoubtedly better water supplies and improved 

road infrastructuree Also, irr~gation and soil conservation projects and 

industrial development schemes .. for sma~l and medium-:-si~ed enterprises were 

put forward .. The Cypriot·requestson technical assistance and training were 

concerned mainly with elementary and university education and with. the 

assistance of experts to help promote the island~s economic development. 

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

that the Commission would dra~ up a draft defining the guidelines for cooperation 

between the Community and Cyprusv to be adopted by the Association Council at. 

· the appropriate time •. A second visit would be made to Cyprus in order to 

i~Emtify: the· projects .to be ·financed by the Community under the Financial 

Protocol; and thus perilli t ·actual implementation of the financiaLcooperati<>n; 

· · :this visit could taka place in the first half of 1980. 

4• In the talks which .the Colllll!ission representatives had with the various' · 

Cypriot authorities the Community principle that financial cooperation must. 

benefit the whole of the Cypriot population was acceptedo 

·How4:wer 7 on the matter of"·implementation that is .project identification and 

the details· of .execution=, ·differenc'es of opinion~are· ·likely betw~en a position 

... · · adhering strictly ·to th~ .terms ·of the- Finanoial::Pr.otoool and one.:whioh seeks., 

. a solution of a .p·olitical nature. 



... 
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5. The Community's attitude towards Cyprus in ~he context of the Association 

must involve neither the abandonment of the·. underta.k:ings entered into by 
' . 

both parties in the Financial Protocol nor aey division between the two 

communities of the funds available under the Protocolo · What the Community must. 

aim at is to ensure that the whole of the Cypriot population: benefits from 

the effects of financial cooperation. _The Community should ensure that 

financial cooperation schemes do not consolidate the division of the island. · 

The ~bjective of financial cooperation with Cyprus would therefore be to . 

id:etrtify projects of genera~ importance· for the ialand.'.·s economy, for instance 

in the water and infrastructure sectors • 

. 6~ The Commission hereby transmits to the CoUrtcil, via this communication, 

proposal defining the fuidelines for cooperation between the EEC and Cyp~s 
which, a .ter being adopted by the Community, should-be endorsed by the 

' . 

Associtil:tio:ri Council. 

The Commission has·enclosed in th~ .Annex, for the information of the Council, 

a memo'on the econc;>micand·firumcial -situation in Cyprus comprising,d.ata gathered 

· d\tring the joint Commission/EIB Visit to the island last' Maj-. 

-. 



Draft 

Decision-of the EEC-Cyprus Association Council 
setting out the guidelines for cooperation 
between the · CQmmuni ty and Cyprus 

The Association Council, 

Having regard to the Add-itional Protocol to .the Agreement establishing an 
I • 

Asscciation between the European Economic Community and th~ Republic of 

Cyprusv and in particular Articles 10 and 13{1) thereof :as wel1 as the Financial 

Protocol of the Agreement" and in particul.ar Article.9(1) thereofo · 

Whereas Article 10 provides that cooperation Shall be instituted with the 

. aim of contributing to the development of Cyprus by efforts complementary , 

to t-hose made by Cyprus. itself and of -strengthening existing economic links 

on as broad a basis as possible for the mutual benefit of the Parties; 

Whereas in accordance with Article 13(1) of the Additional Proto~ol.and Article 

·9(1) of ·the· Financial Protocol· it is necessary to define the general guideline:s 

of' cooperation and·the ·epeoifio objectives.of financial and technipal:oooperationo 

HAS DECIDED AS FOLLOWS: 

Article 1 

·-The ~ollolfing objectives have~ been .established as general guidelines' for the: 

. ooopex•ation· .to be instit'li1ieibetween: ..• the Comnnm:ity and Cyprus .for the -mut-qa1, 

benefit of the. two Parties.,· having regard ·to .the_·complementarity .of their . c • .. • 

eccm:omio interests and the .'benefit-- of the population ef the whole .is,land: 

-~ 

... 

, 



. . -ad ,· 

the development of basic. ~nfra.struoture ;, · 
... . .. 

. . 

/ . 

. . 
. ·,' ... 

'' . . . . ·~· ~ 

.. ~ ... :'· ~ .. . 

. :· 

. ...;, the development and moderni_zation of iliduatry .and agrioul ture' wtth. the 
. . 

.. aim of. fostering··the creation of jobs(, improving the product:i:nt:r of. 
these sect ore and. h'alping the balance ·of PN'IDenta ;. 

., 
1 

- the d.evelopment of technical asaista.nca schemes 9 voo~tional :training, and 
..... . . 

research~ on which depend the achievement. of the objectives set. out- above;· 

- the stren~hening o:t: cooperation ·betlteen ·:n:ur·opaan and Cypriot econoq~io agents 

·.·-in the in:dustrial field·.- with the aim· of .faoilitating, the ·tranaf~r :of. · . 

. technology and capita+;· 

I 

- cont 7 .lUting to· the improvement Of living ~d working COnditionS a.nd to 
·-. 

·the !J· ~motion of the least ·developed. a.reaa of ·~he ial~d .. · 

0 Article 2 

Technical and· :financial ooo_peratiozr. shall· ba implem<anted on the baSis of the· 

following prinoiplet!J: · 

I 
. I 

t 
i 
j 

- Cominunit;r aid shall be directed to oupporting the ®oonomio ooopera'tion activities· 

. to b~. carried eu·t in pur~o~. of Article 12 of' t_he Addition:aJ. P-~otoool .. 

I. . 

Special attention shall _be paid to aohemee allowing ~or the concurrent use 

~:f the. different· typ6ei of operaticn9 partioularl:r .. those_liltel;_r' to ~stimulate 
.. the inflow of t~ohm.ologyp oapita\1. or ct~er<~etite re~.t~mg .frem.·t_he ·. ,· .... 

application of the s&id ~iola .l~o " ·. · · ·. . ·· . "-:. ':: ;·, .. :. •: · ··" · . 
. . :~· . 
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Communi ti operations shall .. be deeignedf ·N~~·~" possible, 

p~·tt~i.;i-llarl-7. in 

I i 

a~sistance :f'rom.other:sOu.rQes 

·triangular.-·coopera.tion.. 
. : - r· 
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· Projects helping to increase water supplies for agricult~re, industry and 

tourism and for waste-water recycling and disposale 

. Development and modernization of industries and relate.d infrastructure. 

contributing towards the creation of jobs, the improvement of competitiveness. 
' . ' . . ' . . .. 

the exploitation of natural resources and diversification of exports.' 

Development and modernization of the road networko 

II. TECHNICAL ASSI STANCE._ANI) TRAINING 

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

fielc~s .. 

Technical assistance operations which make :·for efficiency in the process of 

identifying, preparing, implementing.and managing. projects. 

Study and training grants, vocational training. 

III. SCIEN'TIFIC COOPERATION . ___ _..._ ___ _ 
'• ... ·-· 

Cooperation schemes· in the fields of science, technology and protect:lon .. : of . 

the environmento 

' . 

I, 



C Y P R U S 

ECONOMIC k~D FINANCIAL SITUATION 



Exchange Rates :. 
/ 

197.8 1 C£ = . 2.68. us $ 

. 1 us $ = o.37 ct 

1977 . ·. 1 TL = 0.05 us $ . 
1 us $ == 19.4l•, TL 

...,. . 
1978 1 TL • ·= 0.04 us $ 

1 us $ :::: 25.25 TL 

.29.6 .• 1979 1 TL = 0.02. us $ 

i us $ "" 47~45'TL 

( 
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C Y P R U S 

SUMMARY AND CONCLUSIONS 

Cyprus,_the t~ird largest island 1n t~e Mediterranean, has a total popu­

lation of over 6SO 000 p~ople. Some 525 000 live in the southern part of the 

island, the remainder in the northern area. 

The island has .registered since the beginning of the' sixties up to 1973 

a fairly rapid economic· growth of about 6·. 5
1 

% ( 1) per year on average, on the 

basis of high export gr.owth; The GDP per capita was about US $ 1 500 in 1973. 

Agrictil ture occupying about a third of the populati.en., ·.has been 'modernised. through 

irrigation,. and· light industries expanded rapidly as well as tourism~ 

As ·a consequence ,of the 1974 events, more than. ·2oo 000 people became ~efu­

gees and the northern part suffered considerable material damage. The southern 

part had to take care of about 185 000 refugees and u-oemployment j~mped· to 25 %. 
. ' 

Considerable external aid, remittances and private capital inflo~s coupled with 

the dynamism of ·.the Greek Cypriot entrepreneurs .and the expansionary Government . 

policystimulating demand and investment, have resulted in a new rapid economic 
I I 

growth (+ 12.5% p.a.). By 1978, unemployment had practically disappeared, ln-

dustria!' development had gained momentum, and GDP per head climbed to about 

US t2 500. However,·the growth rate slowed down to6.3-% in 1978 when lapour 

and capital were effectively fully employed and ·inflationary pressures bu·i 1 t up, 

reflecting signsof overheating with high consumption, low saying and a widening 

trade _and current.·account deficit (US S 160 ron in 1978). Conside-rable capital 

inflows, partly in form of private investment capital from Greek Cypriots living 

abroad; however enabled the .area to finance the current account deficit and to 

build up its foreign exchange reservei. They attained at the end 6f 1978 the 

equivalent.of us$ 376 mn corresponding to about 7 months' of merchandise imports. 

The overall indebtedness corresponded- at the end of 1978 to US $ 292 mt,l (22 % of · 

GDP). The servicing of this debt represents about ·s % of goods and services 

export earning •. 

(l) F--xr.ept where otherwise indicated,. all growth rates are expressed in real 
terms. 



- 2 -

' ,...-.---

South Cyprus faces several constraints. In agriculture as in: tndus t~y, 
..-"" 

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

fragmentation of the hold'ings will have to be overcome by fairly large investments 

to r~ise and adapt agricultural production. 80% of the_manufacturing esiablish­

ments employ ,less than five persons, and there is a shortage of skilled labour .. 

Tourism· is flourishing, but c;apaci ties ant;l related infrastructure need to b.e 

adapted to present requirements. Certain road links, which are the only trans-

,· 

port mode on the island, are bottlenecks. Water supply is a major probies;~, .. 
----;-

power capacities will have to be increased. 
\ 

The Government is at present implementing a further plan covering the 

. period J 979-81. The targets are to consolidate the post-] 974 achievements and 

to assure the longer term viability of the territory's economy while.maintaining 

the optic~ of restoring the economic unity of the island. The strategy is to 

overcome the structural weaknesses of the economy by increasing productivity 

through a po).icy of fostering more capital-intensive projects. The overall 

growth rate is forecast to slow down to 5 % p. a. in order to redu·ce the internal 

and external imbalances of the economy. 

Fixed capital formation over the three years plan period is provisionally 

estimated at US ~ 1.4 bn in current prices or nearly 28 % of GOP as against 21 % 

in the J 975-78 period. It is optimistically expected to be ftnanced to the extent 

of over 43% by domestic savings, which_assumes a fairly high increase in the 

marginal propensity to save, well 1n excess of average past experience. Simi­

larly, the forecast stabilisation of the current account defitit at about US S 
160 mn per year appears to be a sligbtly optimistic target. if these targets 

are not r~alis~d there would be a need to raise additional foreign financing. 

However, the present debt service ratio of 5 % leaves room· for ~urther foreign 

-borrowing.-

In the longer term, the skilied and flexible labour fore~ and the emphasis 

placed on training,· coupled with proven entrepreneurial ·skill and effective 
• • , I 

liberaJ ecqnorniC. policies~ are comparativeadvantages in favour of a continuous 

development ~f th~ ~rea's production and export. 
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In contr;:.~;t to the favourable past development and prospe.cts in .the 

South; the North is experiencing severe difficulties in furthering economic 
\ 

progress due to its isolation and dependence on Turkey,· the damages suffered._ 

and the lack of domestic and ·foreign resourceS. GDP _p~r capita 'is about half 

the figure in the south, unemployment· and underemployment are high and· agricul;;;, 

tural ·and industrial productivity is low. -The industrial base is weak and agri-

' 
'· .. 

culture 'is the major activity in_ the area. Citrus constitutes 70 % of its .exports! 

Tourism dqes not fulfil its potenti~l as a foreign exchange earner ·s.ince over 

80 % of the hotel occupants are Turks. The Turkish: Cypriot administ.ration has -:. 

established a preliminary Plan for ~he years 1978-82 aiming at a 7% GNP. growth 

rate. The investment expenditure over the period is.- estimated at about US 5 

. 100 mn, assum~d to be financed to the extent of 67 % from domestic S?Vings. 

The average savings ratio is expected· to be some 18 % •. · These targets are 9efi­

riitely :on the optimistic side in 'view of the pa_st developmen-t and the present 

rather bleak situation. As a result .of its ·internationat isolation, the area 

_will continue.to rely on Turkey. Since 1974 there is no ox hard~y any trade 

or movement of Cypriots between the two areas. 

Generally, it is clear that the rather favourable p'rospe_cts ·of. the 

southern part of Cyprus are .sensitive to the continuation of a relatively 

- ·stable political_ c-limate. On the· other. hand, the unfavourable prospects of 

the northern _part could be reversed if the diseconomies of separate development 

were removed. Ariy steps- towards increased cooperation between the two commu­

nities would permit improved resource allocation. 

'.-
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1. GENERAL BACKGROUND 

The island of Cyprus, the third largest in the Mediterranean after 

·Sicily- and.' Sardenia, covers 9 25 I sq km and. lies some 60 km south of Turkey and 

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,- Cyprus consists of.'four ma~n regions Kyrenia'in the 

north and. the imposing Troodos Ridge in the. south (I 953 m high) form between 
' ' 

·' '! 

t 
I 

I· 
i' , .. 

th~~ a lowland open to the Sea at eait and west, the.fertile Mesaoria plain. ' 

Small coastal plains in the south·and north also offer good agricultural land 

and it is in this ·ar~a, with the exception of Nicosia~ that the majority of 

the towns· are situated .and the. population is concentrated. These areas. also 

offer the main tourist amenities. 

Rainfall lS concentrated in ~he three winter months, December to 

February, and is erratic. Serious droughts occur at least once in a decade. 

There are no running rivers, although the island is criss-c'rossed by dry river 

yalleys that become fast-flowing torrents during periods of hea,vy rainfall with 

consequent severe erosion .of soi 1. ·The summer months are hot and dry inland 

and hot 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 econom1c 

growth, of about 6.5 % per annum (J) on average, based mainly on the rapid growth 

of exports. GDP per head rose to about 1 520 US $. 

Agticultureremained the principal economic activity in the isiand, 

occupyirig about a third of the working population and supplying consistently 

18 % to 20% of the country's GDP and more in good years. The development of 

irrigation had brought modern agricultural techniques to the Mesaoria Plain, 

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

and gave employment to 25 % of the working popul~tion. The food processing, 

garments and footwear industries had 'shown brisk growth, mainly due to fast­

rising exports. The services sector occupied_40% of the working population 

but contributed 57·% of GDP, mainly from tourism (which accounted for 8 % of· 
' 

GDP) and service activities resulting from the presence of foreign military bases. 

(i) Except where .otherwise indicated, all grQ}Nth rates are expressad 1n real terms 



JudiCious !.D.qnagernent of . t.ne Government budget and the supply of budget 

surpluses to the banking ··system_ up to 1971' combined to help keep inflation dovn'l 

to less than 5 % per. annum,_ The rising value of the Cyprus pound against the 

dollar in_ I 973 reduced the impact on local prices of the increased· cost of impor~s·. 

The trade balance showed widening defici t.s between. 1970 and 1973, 1.n spite: 

of the doubling of ·agricultural exports, mainly of citrus and potatoes. However,· j 

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

reduced the deficit in the balance. of payments on .current account (1973 : us g 

81 mn). The net inflow of. capital -particularly private investment capital­

pushed the overall balance·into surplus. ·On the eve of the uprising, gold and 

foreign exchange reserves stood.at US $·200 million, equivalent to 8 months' 

· imports in 1973. 

3. THE SOUTHERN PART OF CYPRUS 

3. 1 .. Population and empl'oyment 

.·Total population in the southern part of Cyprus is estimated at 525 000. 

The average density for this part of the island is about 89 people per km2 . 

. Nicosia in the centre, .iinia.ssol and Larnaca on the southern.coast a_nd Paphos 

in the west are the main_ agglomerations; they grew considerably with the refu­

gees_ after the effective division of the island .in 1·974 intensifying .the fas't 

urbanisation process wi.tnessed previously. 

The labour force consists of about 200 000 people, .of which on-ly 2 .% 

were without employment in J 978 and 6. 4 % working t'emporari ly abroad, mainly . 

with Cypriotic construction companies in the Middle East. While of decreasing 

iinportance, the majority remains emp16y'ed in agriculture, whereas construction, 

manufacturing-and trade are·increasing their share of the labour market (see 

Am-lex 1). 

3.2. Recent economic dev~lopment 

Since· independance the economy of Cyprus has been bas·ed esse·.-1tially on a 

free market system. However, after 1974 Goverrnnent influence became of neces~it:y 

mar~ important in order to overcome the severe economic problems created by the 

'! 
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division of the island· and the resettlement of about 185 000 refugees .. Action 

was taken under two indicative erne~gency economic plans 1975/76 and 1977/78. I 
The third emergency plan 1979/81 is now being prepared. 

in general, the achievements of the economy have been the attainment .of· 

the targets. They have been exceeded in some aspects due to a successful re­

orientation of domestic production towards exports and the inflow of subst~ntial 

"amounts of foreign aid. GDP has grown at an impressive average annual rate of 

15.8% between 1"975 and 1977. However, the growth rate slowed down to 6.3% in·· 

1978 whe.n labour and capital were effectively fully employed 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 fi.scal and monetary policy was restrained, and the international compe­

titiveness appears to have suffered somewha·t from rising production costs. The· 

rapid overall growth lifted GDP per capita to about 940 bC (2 520 US $) in 1978 
. . 

at current market prices, a figure comparable with countries like Portugal, 

Yugoslavia and Malta. 

The ma1n impetus to economic expansion has come from the construction 

,sector. and the manufacturing i.ndustries (Table 1 ) • Construction benefitting from 

substantial public allocations has ·been by far the fastest growing sector of the 

economy reflecting the need to provide housing for the refugees, to con·struct new 

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

contribution made by the secondary sector to th~ GDP has consequently risen. from 

30.4 to 37 %. In contrast, the. average growth of agricultural production was. 

very· slow (1.5 %) and its cont.ribution to the domestic product has fallen' from 

17 ·% to .12 .. 5 %. The ·large ser:vice sector has achieved an average growth rate ·of 

11.4% and its contribution rose to 48.2 %. 

3.2.2. The structure of resource allocation ------------------------------------
Total domestic expenditure exceeded GDP over the period 1975-77 by an 

. average 10.5 % reflecting a significant resource transfer from abroad. Private 

and public consumption have absorbed on average 95.8 % ·of GDP (Annex 2). Growing 

incomes and the restoration of general confidence intreased the urge to return 

to former standards of living and contributed tq a declining propensi"ty to save. 

Consequently, private consumption increased rapidly at a rate of 17.7 % p.a. 

against 14.2 % for public consumption. Optimistic entrepreneurial expectations 

and an expansionary Government policy resulted in a renewal-of private foreign 

capital inflows. Gross fixed capital expenditure (Table 2) rose at a rate of 

49.3 % per year and the investment propensity. ,grew ~rom 15 % of GDP in 1975 to 

25.6 % in 1.978. Machinery and equipme~t for ~an1,1facturing and t'i::a'1sport purposes 

together with lodgings for the refugees represA-nted the major investment item. 

! 
I 
I 
I 
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National savings (including net transf~rs and net factor income · 'from 

abroad)have financed a declining proportion of investment~ (50% in 1978 against 

90 % two years earlier). The territory therefore relied increasingly on exter­

. nal financing. 

· .. 

Consotidated Central Government revenues (I) have in.creased.at a rate 
·, 

of 22.5 % p..a:. between 1975 and 1978 in current terms and now represent 22 % 

of GDP ... Indirect taxes acco.unt_ for 48 % 9f total revenues. Current expendi­

ture has consistently exceeded current revenue but its relatively slower lncrease 
I 

permitted a considerable reducti'on of ):he current deficit (Table 3). 

' 
Expenditure for p~blit safety and defehce absorbed a major but fallin~ 

share of current expenditure, whereas interest on public debt has doubled in 

absolute terms in the last two years to. 8. l % of current experidi ture. · Capital_ 

expenditure was expanded suhstantially, and via _the Relief Fund for Displaced 
. . . . 

.Persons major emphasis was put on housing. Other ~apital outlays havebeen con-

centrated on. water ·supply and agricultu~e as well as transport and communication. 

With total public sector expenditure.growing at a slower pace than the 

·- overall economy, and revenue ·increasing double .its rate, the deficit de dined. 

both-in absolute terms and, significantly, as a propor)::ion of nominal GDP from 
' ' 

14.3 %·in 1975 to 6.7% in 1978. Foreign grants, mostly.from·Gre~.ce and _the 

UN High Commission for Refugees contr~buted substantially to financing the defi­

cit. The reduction in resburces available. from these so~rces last year, led -to 

.a significant increase in bo;rrowing.requirem~nts. and. the Government had to rely 
. . \ -

on fore~gn loans. The,main source in 1978 was a 40 mn ~medium-term Euro-cred~t. 

The b~:mkirig and monetary system 1n southern Cyprus is well developed. 

Eleven cormnercial banks are established, five of which are foreign, mostly ... 
British. In adqi tion, 'there is a cooperative central bank acting as .central 

clearing institution for a great. number of coope~ative credit societies, exten­

.ding loans mainly to the agricultural sector. Two fin.9.ncial institutions indu- -·· 

ding the Cyprus Development Bap.k provide long-term loans mainly to industry and 

the tourist ~ector~ 

(l) Categories of Central Government .revenues and expenditures include Ordinary 
and Development Budgets~ Special Relief Fund for Displaced Persons, Social 
3~curity ~unds and Public Loan Funds. 



South Cyprus TABLE 

GDP GROWTII RATES AND STRUCTURE (in constant 1973 factor costs and 7.) 

• 
' 

1978 Annual Growth Rates s·tructure 
1975/76 . 1976/77 1977/78 

average . 
Cf. trin 1975/78" 1975 1978 

L Agriculture 38.7 + 8.4 + o. 2 - 3.7 + 1.5 I 7.0 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 + 15.5 + 9.0 + 17.7 13.3 15.2 

4~ Construction 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 ·38 .2. + 23.4 + 2 2 ·'· . + 5.8 + 16.9 11 .. 0 12.3" 

7. Wholesail and retail ~rade 54.6 + 21.0 + 25.9 + 6.0 + 17.3 15.6 I 7.6 

8. Banking; insu~ance 16.0 + 9.0 + 21.5 + 8.8 + 13.0 5. I 5.1 

9. Ownership of dwellings 18.1 + 4.3 + 5.4 + 2.3 + 4".0 7.4 5.9 

0. P~blic administration 25.8 + 0.9 + 6.7 + ·7 .5 + 5.0 10.3 8.3 

B. Services 34.6 + to. 2 + 18.8 . + 7. 5-- + I 2.0 11.3 . 11.2 
L';:' .._ 

' 

GDP at factor cost 309.4 + 15.2 + 16.4 + 6.3 + I 2. 5 100 100 

- ----------

Source Planning Bureau 

ex 
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South,Cyprus 

.GROSS FIXED CAPITAL FO~TION·BY .ASSET AND SECTOR 

(in current market prices) 

Share 
. I 978 MCI: 1975 1976 

Construction 66.3 55.8 54.9 

Dwellings· 
:'] 

36.8 I 3. 9 · 28.1 
·- Non-residential 14.0 I 7. I 9.2 
- Civil engineering IS. 5. .24. 7 . 17.6 

Transport & machinery 60. I 44.2 45. 1 

- Transport equipment 26.9 5.3 12.5 
- Machinery & equipment 33.2 38.9 32.6 . 

G.D.F.C.F. 126.4 100 100 

Agricuiture 1] . 5_ 14.5 10.9 

·Mining 1.6 3.2 '2. 1 

Manufacturing. 
.. 

20. 1. 17.4 I 7. 0 

· E.lec trtci ty, gas,. water . 3;6 6". 6 6:6 

Cons t_ruc tion 4.3 3.9 1..7 

Transport 32.4 21.1 19.5 

Wholesale & retail trade 5.4 6.1 4.3 

Banking, insurance 0.9 1.3 . o. 7 

Services 8.0 9.7 6.7 

Public administration 1.8 2.4 2.4 

Housing 36.8. 13. 9· 28 ~ 1 

So\rrc~ ·: :Plannin.s Bureau 

TABLE 2 

ih % 
1977 1978 ·--· 
50. I . 52.5 

26.8 29: I 
11.0 I I. I 

.._,___ 

12.3 12.3 . 

49.9 47.5 

16.2 2•1. 3 
33.7 26.3 

100 

8.7 9. I 

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 

1.2 1.4 

26.8 29.-1 

.. , 
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South Cyprus 

CONSOLIDATED .CENTRAL GOVERNMENT ACCOUNTS 

M C !:l 

1975 

Current revenue 54.0 

of which - taxes· 39.9 

Current expenditure 78.8 

of which -wages, sclaries 30.4 

goods, services 18.0 

- subsidies; transfers 27.6 
Current deficit -24.8 
Capital expenditure 8.4 

- investment· 7.9 

- transfers (1) 0.5 

Net·lend~ng 3.0 

Budget deficit - 36.] 

Financed from 

- grants 2) ]3.2 

- net domestic borrowing (2) . 20.6 

.- net borrowing abroad (3) 2.3 
l 

(1) loan. repayments from the Public loan Funds 

(2) incl. use of cash balances 

<3)· incl. IMF transactions 

' . 

Source IMF and·Planning Bureau' 

1976 

62.9 

. 47.2 

79.0 

32.9 

19.6 

23.2 
-16.1 

19. 2 . 

16.5. 

2.7 

3.3 

- 38.6 

15.2 

- 0.9 

24.3 

'·. 

·TABLE 3 

1977 1978 
provision~ . 

0 

81.9 99:3 

63.9 }9. 3 

91. I 103. I 

36.0 43.0 

24.5 25.4 

28.4 31.8 
~ 9.2 - 3·.8 
22.2 25.2 

17 •. 7 I 7. 7 

4.5 7.5 

2.6 4.2 

- 34.0 - 33.2 . 

24.3 13.6 

- 3.3 I 7. 3 

13.0 2.3 
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The Central Bank· of Cyptus has the ultimat~· r~sponsibility, after con-
' ' 

sul:tation with the Government, for regulating the supply of money and credit 
' ' 

and formulating· exchange policies. Its. ro.le is, in _addition,' to supervise the 

functions of the commercial. banks and to act as the financial agent of .the Govern­

tnerit. · 

Monetary authorities, 1.n the impl"ementation of t.heir credit. regulation 

policies, rely mainly on ipdirect controls via the liqui-dity ratio requirements 

but also by issuing directives. In line with.the buHd-tip of inflationary pres­

sures and slower rate of GDP growth, the Central 'Bank ha~ shifted its-originally 

expansionary orientation to a policy of a mote moderate money growth by gradually \ 

increasing the minimum liquidity ratio. 

The average rise in retail prices was limited to 3.8 ~nd 4.2 % in 1975 

and 1976. Labour was abundant at that time and capacity was underutilised. Fur­

thermore, a 25 % decrease· 1n salaries was imposed after the 1 974 events. · With fui: 

_employment, marked wage increases and rising demand, price rises jumped to over 

7 % in i 977 and 1978. Rents and basic. consumption i terns ·are subject to price con­

.tro.l, and the tripartite Advisory Price Couttcil continues to actively monitor most 

other consumer goods. 

The balance of payments of Southern Cyp~us 1.s caracterised by a rapidly 

growing deficit on current account : 37 mn US $ 1.n 1975, equal. to 5.4 % of GDP, 

and 160 mn US·~ ( 12. 1 %) in l 978·. This ou.tturn is the result of a rising trade 

deficit which is covered to a declining extent by the surplus of the _invisible 

balance (Table 4). 

The emphasis put on exports has resulted in a satisfactory growth rate 

of 32.5 % p.a. in cu~rent prices b~tween 1975 aad 1978. Ho~ever; the need to re­

place lost goods and rebuild production facilities as well as the rising demand 

for raw m~terials, intermediate and consumer goods of a booming economy, led to 

an expansion of iinpo't;'tS \-lith a similar growth rate. The trade d.eficit consequent-. 

ly more than doubied to 358 mn $ in 1978. On averaee, exports_ covered only 53 % of 

imports in the peri'od J.mder ·consideration. The small decre'ase of exports in 1978 

was th~ result bf a significant reduction in agricultural exports, mainly potatoes. 

and a lower growth in lndustrial expor.ts as a consequence of a d~cline in competi~ 

tivi ty· • 

. The reorientation of the economy has altered the pre-1974 composition of 

the export trade, as shown in -Annex 3. NevJ agricul_tural products, mainly .Potatoes 
'· ... -

and fresh vee;etables, have f(:und ma::kets whereas the traditional· citru~ crop has 
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• I 

lost ground. Clothing, fabricated from import.ed. raw materials, have significantly 

increased their share in exports. Imports are composed mainly of ra\o.' materials 

and intermediate goods, machinery and transport equipment, consumer goods incl. 

cereals and _fuels. 

Recently, important changes have taken place 1n the direction of trade. 

Arab countries absorb .now 44 % of domestic exports as against 27 % in 1975, 

whereas the share of EEC countries (~ainly the UK) has decreased to.about 36 %. 

Eastern bloc countries also ·have lost some ground to 7 % of the total. On the 

import .side, how.ever EEC (UK, Italy, Germany) remained the main suppliers <md even; 
•. 

increased their share to half of all shipments, whereas Greece's part 'Was ~educed : 

by SO % (Annex 4). 

·In spite of substant{al gr~nts and transfers, net earnings 
( 

fror:- in,risi-

. bles are insuffic,ient to offset the trade deficit. Consequently, a rapi~ly ::;rmdn 

current account ··deficit had to be financed increasingly from external resources. 

A considerable net capital inflow,. partly in form of private investment can·ital 

from Greek Cypriots living abroad and Government borrowing, hmvever enabled the 

area to build·up its foreign exchange reserves. They attained at the end of last 

year the equl.valent of US S 376 mn corresponding to 6.6 months of merchandise 

imports. 

. 
As shown in Table 5, the overall indebtedness (excl. short-term borrowing) 

. corresponded at the end of 1978 to US S 292 mn or 22.1 7. of GDP, up from 14.3 % 

three years earlier. The servicing of this debt (repayment and inter'est) repre­

sents about 5 ;;·.of export earnings from goods and services. 

3.3. Anal \'Sis of the main sectors 

3.3.1. ~!i£~.H~!~ 

Value added 1978 12.5 % of GDP 
Employment 25 % of. all employed· 
Investments 1975/78 .8.2 % of G.F.C.F. 

As 1n all countries with a large agriculture sector, its significance goes 

beyond the above quoted figures not only because· an :lmportant part of the manuf ac­

turing sector -relies on agricultural inputs, but also because the distribution and 

the service industries as wen as expo.rt earnings depend on the agricultural out­

put. In recent years 1 agricultura~ production ~rew slo~ly at 1.5 ~ p.a. 

In the ye. cs after the division of t~e island 'v.rhen numerous refugee far­

mers from the north opened new often small-sized holdings \o.'ith Goyernment assis~ 

tance, thz nur:1ber of holdings has '·incre.ased. an:d the· ·average s1ze decreased, The 
' 

agriculturs.1. land is now cultivated in some 43 ·800 holdings with an average size 
of 4.6 ha. However, more ~han half of th~rn hav~ an area of less than 3 ha. 

·'· 

• 
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South Cyprus 

BALANCE OF PAYMENTS 

(M c r.) 

i975 --
1. Exports f.o. b. 52.4 
-

2. Imports f.o.b. -I 10.9 

3. Trade balanc:e ~58.5 

, 4. ·Invisible. receipts 86. I 

of which -.foreign visitors exp·.· ' 5.4 

- foreign ~ilitary exp. 27:8 

- priyate remit-tances . 5. 6. 

- official· aid 21.0 

5. Invisible payments -4 I. 3· 

of which - freight, insurance -11.2 

exp. of visitors and 
students abroad . -9.6. 

. . 

- interest pa)rments -3.7 

6. Invisible balance 44·. 8 

7. Balance on current account ,;_13. 7 

8. Net ca:Qital inflm..r ' 3.0 

of which - long term loans 0.8 

- other private l.t. capital 3.8. 

9. Errors and omissions -3.6 

10. Overall surplus or defici i· (-) -14.:3 

Source Central Bank 

TABLE 4 

. I 97-6 1977 .· I 978 
' 

102.7 124.2 122.0 

-163.4 -228 ~ 2 -:255.6 

-6.0. 7. -104.0. -I 33·.6 

I I 2. I -· 137.6 148.9 

20.7 23.8 n.d. 

28. 2. 32.8 . n.d. 

5.4 .5.8 n.d. 

I 9. S 23.9 n.d. 
' ..:..55:7 -69.6 -74.9 

-17.6 -25. I n.d. 

' -9.7 -I 1. 8 n.d . 

-4.9 -6.4 n.d. 

56.4 68.0 74.0 

-4.3 -36.0' ;...59.6 

17.5 34.8 59 •. 3 

9.4 I 7.0 n.d. 

13 .. 3 16.9 n.d .. 

4.6 3.4· 4.9 

17.8 2.2 4.6 



A. Government (2) 

·B. Pubtic Corporations (3) 

C. Fore{gn Suppliers' Credits 

D. Other (4) 

TOTAL 

NOTES 

( J) 

(a) Conversion in Ce was based on middle market rates 1n effect at the 
end of each year. 

(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 Cb 2 .. 8, Cb 3.7, Ce 20.6, 
Cb 20.0 and C~ 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 Commissio.n, Cyprus Airways, Cyprus 

·Boradcasting Corporation and Cyprus Ports Authority. 

(4) Includes Cyprus Petroleum Refinery, Cyprus Cemen.t Company, Hellenic 
Chemical Industries & Cyprus Pipes· Industries but does not include 
credit to other private sector. 

Source Central Bank· 
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The total cultivable area has been estil)lated at 201 000 ha and its use 

is shoWn in the following table : 

Temporary crops 
Permanent crops 
Temporarily fallow 
Grazing land 
Forests­
-Uncultivated land.· 
.Scrub, desert 

TOTAL 

Land Use, 1977, in- hectar 

Ir-rigated 

13 091 
.10 464 

not ii-ri~ated 

52 251 
40 126 

3 358 . 26 236 
3 195 

.- 3 903 
32 541 
15 928 

26 913 174 181. 

total 

65 342 
50 .590 
29 594 

3 195 
3 903 

32 541 
15 928 

201 094 

The breakdown of agri9ultural output. by ma1n c_rops ~ as· given in Annex 5,, 

shows the key role of vegetables especi<!-llY potatoes, in the effort to grow higher 

.value export crops. Together w:i.thcitrus·they are_the main agricultural foreign 

exchange earners. The territory is self-sufficient in fruits and vegetables. It- is, 
' ' 

on the other hand,- dependant on ·imports of cereals_for animal feed and, in spite_ 

of growing local production, meat and- dairy products. In normal years, however, 

the overall external trade balance of the agricultural sector is positive. 

·The scarcity of water 1S a major problem 1n Cyprus. The tot.al irrigated 
·-

area comprises about 27 000 ha (over 13 %) 1n the Government controlled area. Some 

large new irrigation projects are under review and p~rtly_under construction. They 

will in the lbng. term increase significantly· tpe_ irrigated area. In the meantime, 

a large portion of agricultural production Jil~ remain dependant. on rainfud crops, 

which now repr'es~nt about half-of the production value anp ar.e subject to large annual 
. . ... .. . 

fluctuations. In view of the_developi:nent efforts f.n irrigation, the output of 

crops, such as ordinary and early vegetables, table· grape-s, and. citrus and deciduous 

fruit will increase substantially, but will have to· face increasing compe~ition on 

international markets. 

Value added 1978 
Employment 1978 
Investments 1975/78 ·_: 

15.2 %'of GDP. 
21 % of total emp-loyment 
15.4% of G.F.C.F. 

"Industry is regarded as one ·of the priority sectors: for the territory's 

economic development and apart from agriculture has played the major role in 

':~ 1· .. • 

. 
: 
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providing jobs for the refugees. The sector 1s dominated both. in tenns 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 contrast, 

industries processing agriculturai produce, traditionally Cyprus' most important 

manufacturing activity, recorded smaller gains owing to a drop in external demand; 

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

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

The manufacturing sector consists of 4 858 establishments (1976 census) 

of which 80 % employ on average less than five persons. Textile, wearing apparel 

and leather industries are dom~nant with 38% bf the establishments and 36·% of 

the industrial workforce,· Next in rank are the. 5 600 workers in food, beverages 

and tobacco manufacturing in 667 e.stablishments, and the 3 lOO 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 1s now facing new constraints which imply a need for re-

structuring in order to assure further growth. In general, establishments are too 

small, have a limited financial base, and being labour-intens'ive, have recently 

suffered from ·a shortage of skilled workers. Wages have increased significantly 

and affected international competi tivi ty. The domes tic market, moreover,. is small. 

Mergers, ·larger industrial units and more capital.:..intensive production methods 

are envisaged to overcome the·se problems. 

Inland transport is totally dependent on road. There are no railways and 

coastal shippiri~ is negligeable. The great bulk of the international trade remains 

seaborne arid goes.through the main port of Limassol. Int~rnational al.r services 

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 % of GDP) and has absorbed 24.3 % of 

total investment in the 1975/78 period wi.th the expansion of_ t;'he 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 oqo t in 1977) power stations by 

. ''-l 

. ' 
I 
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the Government owned Electricity Authority of Cyprus. The company seryes the 

vhole island. Capacity up ,to now has kept pace· with demand (583 mn Kllli in 1917) 

'l.'hich has gro~ at a rate iof about 10 % p. a. since 197 5 and nearly n % in 
' ' 

' ' ' 

the Gove~nment con trolled area. IndustJ::"Y is the most important client absorbing 

40 % o.f total cons.umption followed b~ commercial (28. 9 %) and dom~stic users (25 %) • 

In view-of the forecast growing demand and the_age of one· of the power stations, 

a substantial investment programm~ is envisaged. 

3.3.4 •. Tourism 

After the 1974 events,. the Government succeeded in re-esfablishing · 

confidence·and started again to participate in the booming tourism sector. In 1978, 

2i7 000 t~urists(J)~ere· attracted to its area spending about US.$ 80 mn or 25 % of 

·total eX-ports. Many new hotels h_ave been 'built to replace those lost in the ~orth, 

often financed by priv~te foreign capital from Cypriots living abroad. At the end 

of,l978, 79 hotels with about 8 700 beds were ~n operation; The tourist season 

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

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

3.4 •. O.utlook 

3. 4 .1. : The Government .. is at present implementing a further Plan covering the 

period· 1979-81.. The· targets· are to ·consolidate the post-1974 achievements and to 

assure the longer term viability of the. territory's e-conomy while maintaining the 
' . 

. option of restoring the economic unity of the island, The ·strategy is to overcome 

the structural weaknesses of the _economy by increasing p~oduc.tivity through ~ 

policy· of fostering more cap·i tal-~ntensi'!'e ·projects. This policy presupposes an 

. increase in . .the size of productive units, and will,. as a consequence, result in 

growing capacities.· Enterprises usin_g local ral,; materials will be· particularly 

promoted to increase added value and reduce the import c'omponent of domestic 

production. Efforts to trait! and retrain· labour wtp be continued· The overall 

growth rate is _forecast to sTew down to 5 % p. a. in order to reduce the internal 

and e:ltternal imbalances of the ec:onomy. The following table shows the past and 

expected real-j~;rowth rate by sec tor 0 

(l) as against 264 000 in the whole island :i.n 1973,. 
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Gro~th target of the 1979/81 Plan 

·.(in % p.a.) 

Agriculture, mining and quarry1ng 

Industry (1) 

Trade, banking, services, administr. 

GDP 
--~~~------------------

Realised 
1975/78 

2.1 

20.1 

11.3 

12.5 

Plan 
1979 /81 

2.9 

7.1 

4,4 

s·.2 

Share 
. 1978 .,. ,. ... , 

1-::fO ... 

14.8 13.9 

37.0 39.0 

48.2 47.1 

100.0- 100.0 

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

Fixed capital formation. over the three year Pl~n period is expected to 

amount to 531 mn.C£ (US $ 1. 4 bn) 1n current prices which is equivalent to 27.7 

··; . 

. ' 

% 

of GDP as compared with 21 % between 1975 and 1978. In real terms, the average annual· 

. growth rate is forecast at about 10 %. The bulk of investment will continue to go 

into housing which will even increase its share to 28 % according to preliminary 
. \ 

figures. The housing policy will become more selective and concentrate on low cost 

pausing to accomodate the remaining refugees living in tents and assist the lower 

income groups. In manufacturing, the empha~is wi_il be placed on restructuring and 

linking,existing sectors in order to increas~ productivity and economies of scale. 

New export-orieDted, more capita-l-intensive activities wil.l be fostered by incen­

tives. The use of local raw materials (1) is encouraged and a comprehensive exp~ora­

tiori programme for minerals ~nd quarrying materials is envisaged. Several industrial 

estates are being established and the Government i-s stu-dying the possibility of 

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

projects get highest priority. In order to alleviate the water problem of the area,· 

expand the cultivated land and enhance the viability of agriculture, several large 

scale water projects are being··· realised or under consideration : Paphos irrigation 

project, Pitsilia rural development project, Vasilikos Pendaskinos project·, arid 

Nicosia water ·Supply scheme. ·other investments in this sector concern the improving 

of the use of water in irrigation. 

In the transport sector several projects for increasing the capacity of 

existing roads !3-nd the building of new links have been executed or are planned : 

the Nicosia-Limassol, and Li~ssol-Paphos links are the main projects. The purchase 

of aircraft by_Cyprus Airways is included in the investment programme. 

In a~riculture, several projects are envisaged for soil conservatjon and 

I 

. ' . : 
re-forest-ation~ land consolidation and ~stablishment of livestock areas to meet 

(1) There are known exploitable deposits of asbestos, chromium minerals, cupreous 
and iron pyrites, zinc 'minerals, bentonite, lime, quarrying materials. 
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by lo~g-term loans. 

stations with the 

replacing· o'ne of the ~xisting and inc~easin_g s~pply to meet growing demand. 

serV-ice sector' the development and e.?Cpansion of n~w fields such as transit 

consulting engineer in~, insuran_c~, banking and ~hipping· is encouraged. 

Over 43 % of the total investment expenditure is expected to be financed 

by domestic· savings as against 23.5 %. in the last years. This implies a substantial 

{ncrease in the marginal propensity to save, which .had recently fallen, to about 
I 

6 % of the national income. The Pl~n forecasts an average .rate of about· 37 % in the 

years '1979-81~ This compares to over 20% ~n the whole of Cyprus hefore the 

- divison .. · 

In co.ntrast to the p_ast development,· exports (+ 10,9 % p.a. ~n current 

terms) and invisible receipts, incl. grants (11. 2- %) are ·expected to grow quicker 

than imports (+ 9.4 %) and invisible payments (+ 7.9 %) so that the current account 
I 

deficit_ i~ assumed to remain at some US $ 160 ron p.a. as in 1978. Net capital 

imports of ·about the same amount_ per year are envi§aged, and the· foreign exchange 

reserves should be, maintained. 

·3.4.2. -In v~ew of the past performance of the economy which exceeded ~n many 

respects· the planned development, and the. ability and determination. of the public 

·authorities to. take necessary measures, the objectives of the new plan do not 

in general seem to be over-optimistic. 
. ' 

-
There are, however, two major potential constraints ·of the realisation. 

of the planned objectives. The first and possibly most· critical is ~he assumed 

dramatic change in the marginal propensity to save. The second is the danger that 

imports may continue to rise. at-a faster than expected pqce in view of the high 

propensity· to consume. 

In terms of the trade balance, the forecast export ,growth rate of i0.9 % 
. . ' 

per annum against a slight setback·_in 1978 appea-.cs somr:>v.1hat optimistic. Agricultural 
· . t of the EEC 

exports to the EEC face restrict: ions and the enlargetnen wi 11 not ease the problem, 

I 
I 

.f 
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whereas industrial exports have started to feel the stronger competition from 

similar products of other low cost countries. Both developments may lead to further 
1 increase the current account deficit. ' I 

While the present very low propensity to save can be explained by the 

urge to re-establish former consumer standards, the· planned assumed rate is well 

in excess of average past experience •. Both constraints would have as a consequence 

the need 'to. raise additional foreign borrowings, which in view of the relatively 

low debt service. ratio of 5 % should be possible·. 

In the ionger 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 a~ea's production.and exports. 

4.. THE NORWERN PART OF CYPRUS 

4.1. Population and employment 

The northern 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 40 people per km2, 

·which is less tl;lan half the depsity in the south. Nicosia, Famagusta, NOrphou 

and Kyrenia are the. main urban areas, where the majority of the. population 1 ives. 

The region's labour force ?mounted to some 46 000 people in 1977. According to 

some {ndications it ·' is . fair to assume that the unemploYment. rate 

exceeds 10 % and that underemployment is high. Agriculture provides jobs .for 41 % 

of the labour force, only marginally more than the number active in the service 

sector. Manufacturing and construction on the other hand employ only a minor 

proportion of the workers. 

· Estimated labour force by sector 

1977 

18 817 
4 509 
2 360 

Agriculture 
Manufacturing 
Construction 
Services (public 
Government 
Unemployed 

and private) 18 529 

Total labour force 

580 
1 337 

4,6 132 

% 

40.8 
9.8 
5.1 

40.2 
1.3 
2.9 

100.0 

. I 



.;,.. 2. j 

4.2. Recent economic deveiopmen~ 

Owing to the recent establishment and the slow build-up of an'administra­

tion, figures on the economic development are scarce and those ~available have, ·to be 
' ' 

interpreted cautiously. In general, the local administration seems to have adopted 

the Turkish economic system with a strong influence- of. the public sector leaving 

·little room for private entrepreneurial skill~ The Turkish lira has become· the 

official currency and Turkey is the. most important trading partner, subsidising 

the local budget heavily; 
1 

As shown in Annex 6 , ,GDP at current prices (1) is estimated at 3.7 bn TL 

(US$ 190 mn) in 1977. GDP per 1head is 24 500 TL (US$ 1 260), which is ~bout half 

the amoun~ iri the southern part of the island. The economy is strongly:oriented 

t.owards the agricultural and .. service sector, with tourism and trade con-

tributing the majority of GDP, Industry includi~g electricity, water, 

mining and construcd.on produces only about 14 % of GDP. 

·.Public and private consumption seem to have exceeded in 1977 the' local-ly 

produced resources by some 1_8 % .. The terri tory relies substantially and increasingly 

· . .oh help~ and borrowing from abroad.· The -1979 budget expendi'tutes (see. Ann·ex 7 ·j will 

only be covered to·sl %:by local revenue ; the balance is expected to consist 

of aid •. · 

The trad_e·deficit has more than quadrupled between 1975 and 1978 to 

1.4 bn TL (US $ 54 inn) last. yeB:r (Annex 8 ), in spite of exports iricreasi.ng slightly' 

more rapidly than imports. Turkey's share is falling continuously but this trend 

would tend to be reversed this year as a consequence of a recent decree banning 

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

Though an -agrictil tural area, food and beverages represen_t over 40 % of 

imports and exceed agricultural exports. Intermediate pro-ducts and eq~i'pment 

.constitute. h~lf of ali· imports while oil· and petrol absorb the balance. Exports 

on the other·hand consist prim~rily of agricult~ral products, over two thirds of 

which are citrus. 

' The small surplus in the-balance on invisibles (Annex 9 I stemming mainly 

from tourism, only partiall-y covers the trade deficit, leaving a 1978 current 

accoun-t deficit of 977 mn. 'TL (US $ 39 mn) as. against 705 mn TL (US .$ 36 mn) \ . 

~n 1977. Indications on the finanCing of. the deficit are lacking. 

(1) Inilation exceeded 55 I in 197&. ''· 



Equally, figures on the 

not available. 
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amount and maturity .of the external debt 
\ 

4~3; The-development of the principal sectors 

are 

Hare than half of the agricultural area of some 165 000 ha is devoted for 

the growing of cereals and a quarter is grazing land. Only about 8 % of the land 

is cultivated .intensively with plants such as citrus, wine, vegetables, tobacco. 

Citrus is· both the main export product and foreign exchange earner of the terri­

tory. As in the south, the administration encourages early vegetables 'for export 

but success up to now has been limited. Animal production is concentrated on goats, 

milk and eggs and has registered some progress 1n producing poultry and lamb. 

There is however a significant meat shortage. The good· 1978 cereal harvest did 

not cover the local needs, though in vegetables the territory is ~elf-sufficient. 

The area succeeded in selling an increasing proportion of the citrus pro-

ductionabroad after "the division of the island~ mainly to the UK (52 %). and 

Turkey .(29 %). 

State fani:ls have been established to promote modern production-methods 

and new crops. On the whole, the area 1 s agriculture suffers as in the south from 

the scarcity of water for irrigation, and overpumping has pol.luted the ac;:quifers 

w~th seawater, which is destroying some of the citrus plantations near the coast. 

·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, low productivity and the lack of skilled labour. 

After ·the division of Cyprus, State Economic Enterprises hav~ taken over a major 

proportion of formerly Greek owned enterprises. Due to the war damages and lack 

of know-how and skills, industrial production only slowly recover~d after 1974, 

and in 1978 according to provisional estimates, output stood at about 57 % of 

capacity. The main industries concern food and tobacco r~lated to local agri-

. cultural ·production,. and some factories~ mainly· 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 one quarter of the 

total industrial production is exPorted. 
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4.3.3. Tourism -------
The·northern partof Cyprus was one of the maJor tourist areas before the 

J 

division. There were two centres : one at Famagusta and ..the 

other 'at Kyrenia Hotel capacity now is estimated at 2 500 beds. 
' I 

s·ince 1976,. tourism restarted , and in the first nine ·months of 1978 abou.t 

·(·54 ·oo_o tourists were- registered in potels, about the same number as the previous 

year. The facilities are however promoted mainly in Turkey_ and _the proportion· .of 

Turk{sh v~si tor.s is over· 80 %. Thus tourism does no.t fulfi 1 its full potential as 

a foreign_ exchange earner. 

4.4. Pros:12ects 

The local authoiities have . 
five development for estabhshed a year plan 

-the perio_d 1978 to 1982, ·'aiming at a 7 % p.a. growth rate of GNP. The plan is 

based on estimated 1976 and 1977
1 

macro-economic aggregates which will have to be 

adjusted (1). The plap.ned investment over· the period amounts to 4.6 bn TL (about 

US $ .100 nm), with a maj"or emphasis being plac~d 9n the modernisation of. agri- . 

culture, mainly by improving the water supply. Th_e irrigation an·d development of 

the Morpho~ ·area, wherecitrus is grown, is the main' project. As in the south, 

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

tions rank second in the planned investment effort with ro~d building taking the 

major share. The _major project is to realign and improve the existing -Nicosia.;. 

Kyrenia road. industrial investment ·is fore_cast to be concentrated on re-.equipping 

those factories which have not yet started production after 1974 and to_attract new . . . 

. -establishments. They concern primari1y light' industries like electrical appliances, 
\· ' . 

-TV· and :tvashing machine assembly,. dye-s.tuffs, detergent-s, or related to. agriculture-
~nd ·:food : orange juice' and conc·entrate, water and beverage bottling, animal feed-

stuffs and ice-cream. 

Total investment over· the plan period is projected to be financed by 
67 % from domestic,· public arid pdvate, savings, leaving· 1. 5 'bn TL (US $ 32 mn) 

to external financing. The budget deficit is 'as.sumed to remain high and fo~eign 

·aid is_expected to cover a quarter to a third of. ·the_ overall expendi~ure. In spite 

of an assumed doublin~ ofexpor.ts (+ 14.7% p.a.in current terms) andnet tourist. 

earnings, the current account will :remain-in deficit. 

Q>l-----------c.o-----.--..--· ..... ··---·--~ ............. Dt>f 

(1) The. GDP figure as -well aa its composition i's acknowledged to be incorrect. 
It differs ft"om the more recent. figures giv~n in Annex 6. 

~~. 

[. 

. I 

/; 
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The p~an's growth target is definitely on the optimistic side in v1ew of 

thepast development of the North CyprJJS economy and its present rather bleak 

situation. The 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 area,· furthermore, is isolated from third markets and productivity of the· 

agricultural and industrial sector is low. Substantial· investments are necessa~y 

to increase water avai'lability for agricultural production, which i.s the backbone 

of the territory's economy. Sufficient domestic savings-for financing_the planned 

investments are not available and the area will continue to depend heavily on 

external financing~ The confused political situation with strong Turkish influence 

is hardly conducive· to the attraction of private foreign capital. Since the 

'.'Turkish Federa'ted State of' Cyprus" 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 

r 

- 1976 1978 i. 1978 

Agriculture 45 220 44 100 26.0. 

Mining 2 330 2 020 1.2 

Manufacturing 30 290 35 690 21.0 

·construction 11 310 16 850 9.9 

Electricity 1 350 1 360 0.8 

Transportation 7 700 8 800 5.2 

Trade 16 950 19 300 11.4 

Banking 3 210 . 3 700 2.2 

Public Administration 10 770 11 450 6.7 

Services 24' 820 26 600· 15.7 

Total employed 153 950 169 870 100.0 

~----· ... . __ / __ _. 

-_- ... -- -· 

· Source Planning Bureau 
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., ANNEX 2: 

·south Cyprus 

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

\ (Cb million) 

0 

f· . 1975 1976. 1977 Average yearly growth 

·--- rate (%) 

1~-Final Consumption 160.6 180.6 220.6 . + 17.2 

- pdvate 137.0 157.2 189.8 + 17.7 

pub~ic 23~6 23.4 :-30.8 + 14.2 

2. Gross domestic fixed capital 
formati.ori 16.8 20.5 '34.0 + 42.3 

3. Change in stocks 3.6 5. 8 . 5.8 + 26.9 

4. Net .foreign sector - 20.7 --13.2 27.9 +·16.1 l 

~ 
:...t 

I' 

I. !i 

Source Mini$try of Finance~ .Economic report 1977 



Potatoes 

· . Fresh vegetables 

Citrus, grapes 

Clothing 

·Footwear 

Portland Cement 

Asbestos 

Wine, grapemust. 

Cigarettes 

(I) excl~. re-exports 
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. So1,1th Cypx'ul'! 

Main domestic ex~orts(J). 

1975 1977 -

:ooo Cb % ooo Cb % 

.7 725 15.8 19 435 17. 7 

846 1.7 2 192 2.0 

7 546 15.5 9 377 . 8. 6 

3 '450 7 .·1 } 1 983 10.9 

1 758 3.6 5 933 5.4 

5 980 '1'2. 3 10 556 9.6 

2 !27 4.4 4 381 4.0 

3 780 7.7 6 147 5.6 

1 321 2.7 3 815 3.5 

000 Cb 
'· 
10 772 

I 2 518 

10 179 
) 

16 322 

7 104 

8 306 

3 724 

5 778. 

5 915 

Source Ministry of Finance, Imports & Exports Statistics 

ANKEX 3 

1978 

% 

10.4 
- 2.4 

9.8 

15.8 

6.9 

8.0 

3.6 

5.6 

5.7 

0 



EEC 

Eastern bloc 

Arabian Countries 

Greece 

Japan •. 

Other, 

Total 

EEC 

'Greece·. 

Arab Countries 

Eastern bloc 

·Other 

, Total· 

§.._:.~u t:_l~E~.~ . 

Imports by origin 

'% 

1975 

. 45.9 

9. '7. 

9.5 

.12; 2 

3.9 

18.8 

100 

45. 3 . 
. I 

8.2 
8.5 

8.3. 

5.0. 

74.7 

100 

. Expdrts by destination · 

% 

1975 1977 

43.6 I· . 38.8 

4.2 2.0 . .. , 
27.7 44.4 

10.9 6. 7 

13.6 8. 1 

100 100 

Source Ministry'. of Finance, Imports. & Exports.~Statistics 

~XNEX 4 
=:~~~ 

1978 --· 
50; 8 . 

7. 0 

a: i 
6.3 

.5.4 

22.4 

100· 

1978 

36~ 4 

1.7 

'44. l 

7.0 

10.8 

. 100 
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A:.~NEX 5 

. South Cyprus 

MAIN AGRICULTU.RAL PRQDUCTS 

; 

- ·Tons Value 000 c b -- .. .. 

1975 . 1976 - 1977 1975 1976 1977 
}. Citrus 82 6011 82 296 104 658 3 669 3 955 5 041' 

. 2. Fruit, nuts 20 879 21 488 23 520 I 732 2 147 2 726 

3: Grapes 172 720 167 640 155 448 6 239 6 880 7 451 
, 

4 •. Oliv~s, carabs 33 528 42 672 27 940 4 520 4. 008. 4 4.64 
. 5. Ve'getables · 187 793 273 275 295 882 12 174 23 777 24 417 . 

6. Cet:eals 83 312 90 424 80 264 4 . 3-74 . 4 717 4 474 

Source : Ministry. of Finance,-_Agricultural Census 1973 
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Northern Cyprus · 

1977 Gross Domestic Product 

(in current prices) 

1. Agriculture 

2. Industry 

- m1nes and quarrying 

manufacturing 

/- electricity and water 

3. Construction 

4. Trade 

5·. Transport and c-ommunications 

6. Rents 

7. :aanking and private ser-Vices 

8. Public services 

9. Import duties-

Total 

- ' Source .Turkish Cypri 0 t administration 

-~ 

. I. 

in..mn TL 

709. I 

363.4 

15~4 

287.4· 

60.6 

l 56-! 9 

801.9 

253.3 

257.7. 

135.8 

773.2 

228.2 

3 679.5 

% 

19.3 

9.9. 

4.3 

21.8 

6.9 

7. 0 

3.7 

21.0 

6.2 

100 
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Northern Cyprus 

1. Revenue 

- Local 

- Aid from UNHCR 

Aid from Turkey 

- Foreign aid 

.2. Current expenditure 

· Transfers 

3. Curterit surplus 

1979 Budget 

- mn TL -

4. Capital expenditure 

Infi~structure, incl. water 

Agricultural development 

Trade;- industrial development 

- Tourist development 

- Social services 
(education~ refugees, etc.) 

S.: Overall deficit 

Source Turkish Cypriot administration 

1 234.6 . 

67.0 

378.0 

634.3 

2 313.9 

1 241.3 

688.6 

l 929.9 

384.0 

503.5 

274.1 

71.4 

19.5 

5.0 

133.5 

199.5 

ANNEX 7 · 



Northern Cyprus ' _ 

Foreign Trade 

.1977/78 197 8/79 
mn TL- % nm TL- rc;-

;, --·-
1. EXPORTS 

Agrumes 319.7 66.5 639.3 72.8 

Potatoes 32.5 6.8 54.2 6.2 
\ 
~-

Other agricultural products 39.0 8.1 89.1 10.1 

Manufactured products 52.3 10.9 68.7 7.8 

Mining products 37 ,o I 7.7 27.3 3.1 

Total 480.5 100.0 878.6 100.0 

2. IMPORTS 

Food and beverages 666.1 44.0- 941.0 42.2 

Fuels and lub-ricants 75.4 5.0 168.9 7.6 

° Fertilizer and seeds 10.6 0.7 48.9 2.2 

}1achinery, equipment 287.6 19.0 391.6 17.6 

Intermediate produ~ts 473.7 -31.3 679. 9_ 30.5 

Total 1 513;4 . 100.0 2 230.3 100.0 

Source Turkish Cypri d: ·administration· 

\.· 



Exports 

Imports· 

Trade deficit. 

. Tourism receipts ! 

Tourism expenditure 

Other invisibles (net) 

Invisible balance 

Current account def:lcit 
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Northern Cyprus 

Balance of payments 

-mri.TL-

··~· 
1.3.77-28~2.78. 

480.5 

1 513.4 

- 1 032.9 

·a2s.o 

330.0 

167.0 

328.0 

;.,. 704.9 

Source Turkish ·Cypriot: admi.nistration 

ANNEX9 

Esti'!llate 
1.3.78 - 28.2.79 

878.6 

·2 230.3 

- 1 351.7 

1 035.0 

460.0 

200.0 

375.0 

976.7 




