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Cypruo c o n t i n u a r  to avclil itrrerlf o f  the t r e n a i t i e n o l   a r r a n g u m a n t a  
uncle r Art ic l e  X X V t  

11, Recant Economic Developmanta 

1, Rackflrauncl 

In the  weka of the mid-1974 h m t i l i t i e s ,  Cyprus witnevsed an a b r u p t  
f a l l  i n  orltput,  And EI oharp r i s e  i n  unomployment due i n  larjq  moaglurc k o  
the i n f l o w  s f  r e f u g e c o .  Y e t ,  a l r e a d y  d u r i n g  t l r t r  years 1976 and 1977,  its 
economy rerovered r a p i d l v ,  aided by expansiorlerv f ir lancis l  policIe61. Tlru 
i n d u s t r i u l  base was broadened and touriam r e v i v e d .  Heal 01)P Krew e t  an 
annual average ra te  of more than 2 0  per  cent while unemployment  yhranh 
from 2 5  per cent i n  late 1974 t o  less  t h a n  4 per cent i n  1977.  A t  t h e  
same time, i n t e r n a l  and e x t e r n a l   s t a b i l i t y  were l a r g e l y  meintaitIed.  

111 t h e  l a t e  19708 ,  however,  s ignB of mounting imbalance appearedr 
I n f l a t i o n   a c c e l e r a t e d ,   w i t h   t h e   r a t e  of i n c r u a w  in conaumat pr ices  rib- 
i n a  from about  & per  cent  i n  1976 to some 15 per cent by rnid-19t30, w t - l ~ u  
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the deficit of the current account in the balance of payments widened 
from 1.3 per cent of GDP in 1976 to 16 per cent in the first half of 1980. 
Although rising energy prices and a generally adverse international eco­
nomic environment played an important role in these developments, they 
were partly attributable to domestic supply constraints which liMited the 
growth of real GDP to 8.8 per cent in 1978 and 8.5 per cent in 1979. 
Unused labor had largely been absorbed, the initially strongly expansion­
ary impact of big investments in industry and tourism had run its course, 
and productivity, which had gained sharply up to 1977, registered signi­
ficantly lower rates of increase in the following years. At the same 
tiMe, growth in domestic demand did not slow down but continlled unabated. 
It was stimulated by continued large increases in nominal wages and 
salaries, and by substantial and rising deficits on the consolidated 
central government budget. l:../ 

2. The stabilization program 

In response to the deterioration in the economic situation, the 
authorities embarked on a financial stabilization program in the first 
half of 1980. This program formed the basis for a first credit tranche 
stand-by arrangement with the Fund equivalent to SDR 8.5 million, for 
the period July 1980/June 1981. Ruling out exchange rate action, mainly 
because of the existing system of full wage indexation, the authorities 
opted for demand manageMent as the principal tool of adjustment. eredi t 
expansion over the prograM year was to be confined to £C 72 million, 
equivalent to 16 per cent of the stock of broad Money as estimated for 
the end of June 1980, compared with 29 per cent in the previous 12 months 
(Table 1). 

The credit targets for the private sector were implemented by the 
imposition of quantitative ceilings on the lending of individual banks, 
limiting for the period January 1980 to June 1981 the expansion of credits 
to the private sector to 20.5 per cent of their December 1979 base. 
Exempted from the bank credit ceilings--but taken into account in the 
determination of the overall ceilings--were projects aimed at import sub­
stitution and productive investment, to be financed by a separate fund. 

Budgetary policy was to ensure a reduction in consumption and to 
limit credit expansion to the public sector. The ratio of the overall 
budget deficit to GDP was to be orought down from 6.3 per cent in the 
12 months endin,g .Tune 1980 to about 2.9 per cent during the progran 
period 2/, requiring a cut in the deficit from £C 43.5 million to some 

1/ The central government budget consolidates the operations of the 
ordinary budget, the development budget, the Public Loans Fund, the 
Social Insurance Funds and the Special Relief Fund for Displaced Persons. 

2/ Due to a reformulation of the budget format, the 2.9 per cent of 
GDP deficit (£C 23.2 million) under the new presentation is equivalent 
to the 1.2 per cent deficit envisaged in the stabilization program 
(£e 9.4 million). 
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fC 23.2 m i l l i o n .  The program envieaped a l s o  a 2 percentage p o i n t  increase  
in tho  tax  r a t i o  t o  1A.7 par c e n t  of GDP and a s u b n t a n t i d  improvement i n  
p u h l i c  aec tar  rav inga,  Accordinglv, the Covornment introduced a package 
of i n d i r e c t  t a x  noflouren, including  eelected incroases i n  custom dutiem, 
aucircl taxam on petroleum ptaducta ant1 motor v s h i c l e e ,  t a x e u  on immovable 
ptopnrty and c a p i t a l  u a i n o ,  am well RY a now e a r n i n p e - r e l a t e d  nacial 
int~trr~rrce mclrama, fn a d d i t i o n ,  the  Govrjrqment d e c i d e d  t o  impose B h i r i n g  
fruecc en the c i v i l  rarvica and undertook t o  a lEea@ t h u  f a a e i h i l i t y  of a 
1 0  p e r  cvlnt reduction i n  h u d p t  e x p e n d i t u r e  acroua tlw bonrd. 

The atahiliaation pranram sclriaved i t s  broad o b ) e c t i v e s ,  The ex tor=  
tin1 Currant account daf  i c i  t f o r  the proKran pclriod waa reduced t o  lese  
than R pur cent of GDP, tha rime i n  conoumer prices decelerated to 10 per 
c t l n t  j n  the  aaesnd quartvr o€ 19Cl1, and r a d  flrnwtlr WRB 011 tr\rfl:et. Thn 
I ~ v e r a l l  tarrtcrt far  cred i t  expanrion W I O  m a t ,  hut  domantic c r e d i t  to thu 
puhlfr rac tnr  #raw mwh f a r t s r  than anvidngad while  c r w l i t  taxpanuion t o  
tho private rector remained well helow i t a  limit (Table 1). 
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Domestic r e v e n u e ,   o n   t h e   o t h e r   h a n d ,   i n c r e a s e d   s l i g h t l y   f a s t e r   t h a n  
nominal CDP, r a i s i n g   t h e  ra t io  of domes t i c   r evenue  t o  GDP from less than 
20 per c e n t   i n  1979 t o  some 2 2  1/2 p e r   c e n t  in 1981. This  improvemenc 
WAB d u e   e n t i r e l y  t o  t h e   r e v e n u e   s i t u a t i o n  of the S o c i a l   I n s u r a n c e  Fund-- 
w i t h   r e c e i p t s   r i s i n g  much f a s t e r   t h a n   e x p e n d i t u r e  following t h e   i n t r o d u c -  
t i o n  in October 1980 o f  the new e a r n i n g s - r e l a t e d  a o c i a l  i n s u r a n c e  scheme-- 
and of t h e   S p e c i a l  Relief Fund for   Disp laced   Persons .   The   growth  of 
d i r e c t  end i n d i r e c t   o r d i n a r v   t a x   r e v e n u e  slowed down i n  t h e   p a s t  two 
y e a r s ,   p a r t  i c u l a r l v  i n  1c)P1, The s low growth cf d i r e c t   o r d i n a r y   b u d g e t  
revenue in 1981 i s  p a r t l y   d u e  to  t h e  t a x  r e l i e f   m e a s u r e s   i n t r o d u c e d  i n  
e a r l y  1981 to  r e d u c e  f i s c a l  d r a g .  The l e v e l l i n g   o f f  of e x c i s e   t a x  reve- 
nues r e f l e c t 8  a d e c l i n e  i n  motor v e h i c l e s   r t s i s t r a t i o n   a n d  movement 
taward r e g i a t r a t i o n   o f  smaller v e h i c l e s .  

C u r r e n t   e x p e n d i t u r e   g r e w  o n  a v e r a g e   f a s t e r   t h a n   c u r r e n t   r e v e n u e ,  
r e s u l t i n g  i n  a n   i n c r e a e e   o f   p u b l i c   d i a s a v i n g s   f r o m  1.2 per c e n t  of GDP 
i n  1979 t o   a n   e s t i m a t e d  3 p e r   c e n t   i n  1981. The overa l l  b u d g e t   d e f i c i t  
i nc reaeed   f rom fC 38.8 m i l l i o n  i n  1979 ( 6 . 2  per c e n t  of GDP) t o  
€C 57.1 m i l l i o n  in 1 9 P O  ( 7 . 6  p e r   c e n t  of GDP) and   an   e s t ima ted  W 6 6 . 8  mil- 
l i o n  I n  19R1 ( 7 . 8  p e r  c e n t  of CDP). The o v e r a l l   b u d g e t   d e f i c i t  was 
financed f o r  more  than 9 5  p e t  cent  by monetary  means ( f o r e i g n  and  domestic 
bank borrowings)  s ince  the interest  r a t a  c e i l i n g ,  f i x e d  by law, al lowed 
o n l y  minor qa1eH of g o v e r n m e n t   s e c u r i t i e s  t o  t h e  nonbank   pub l i c .   Cen t r a l  
bank f i n a n c i n g  hae approached   in   1981 i t s  leEal limit of 5 5  p e r   c e n t  of 
t h e  estimated o r d i n a r y   b u d g e t   r e v e n u e ,   n e c e s s i t a t i n g   a n   i n c r e a c j n g   r e e a r t  
to forcj igu borrowing. Net f o r e i g n  borrowing i n c r e a s e d  from 1 . 7  per c e n t  
of CUP i n   1 9 7 9   t o  4 per c e n t  i n  19AO and tin e s t i m a t e d  5 p e r  cent in 1981, 
r a i s i n g   t l w   r a t i o  of ex te rna l   gove rnmen t   deb t  t o  GDP t o  15.6 per c e n t .  
D e b t  o e r v i c e  payment6 OII e x t e r n a l   c e n t r a l   g o v e r n m e n t   d e b t   ( e x c l u d i n g  IMF 
credits), eq t l ivn len t  t o  l e s ~  t h a n  4 per c e n t  of e x p o r t s  of goods and 
s tbrv irda  in 1981, arn s t i l l  low hut they have almost t r e b l e d  i n  the la s t  
t h r e e  V H R  r s  

4 blollotnry p o l i c y  

I n  tho  pcbriod from  1979 t o  Ltra end of t h e   t h i r d  quarter of 1 9 R l  
tcrtul l i q u i d i t y  g r e w   r a p i d l y ,  a t  year-an-year ra tes  of 18 1/2 per Lent  by 
t h e  end of 1979, some 16 per r e n t  A y e a r  l a t e r  al:d around 20 p e t  c e n t  by 
t h  end of September 1981 ( C h a r t  2 and Table  3 ) ,  As for   the   components  
of t o e d  liquidity, narrow money allows a d e c l i n e  i n  growth of 7 percentam 
p o i n t s  over t h e  p e r i o d ,   a t t r i h u t f l h l e   l a t p e l y   t o  reduced expansion in 
darnblncl depotai td ,  while qIIHsi-mouey r e g i s t e r a d  a r ise of 5 percentage 
pointr in i t H  r a t e  of H t o w t h  ae a r e s u l t ,  in p a r t i c u l a r ,  of an trccelera- 
Ling build-up of time d a p o e i t s  in 1981. 

Ae a r e e u l t  of the c r e d i t   r e s t . r i c t i a n e ,   t h e  c o n t l  i b u t i o n   o f  ne t  
dclmcstic credit to l i q u i d i t y  growth   hae   been  much reduced,   by  thP e11d of 
tlrt! third q u a r t e r  of 19111 i t  h a d   f a l l c n   t o   a b o u t   h a l f  of whet i t  had  bean 
H 1  ell()-1979. I n  contraat ,  the! c o n t r i b u t i o n  of net  f o l ’ e i g n   a e e e t e   h a e  
turned  hrom c o n t r a c t i o n a r y  t o  expansionary aa the balance o f  payments 
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CHART 1 

CYPRUS 
CONSOLIDATED CENTRAL GOVERNMENT BUDGET, 1973-81 
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CHART 2 

CYPRUS 
MONETARY DEVELOPMENTS, 1975(1)-81(111) 

(In mllllonr of Cyprur pounds) 
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improved and the  Government had increasing  recourse  to  foreign  borrowing. 
I n   f a c t ,  owing t o  i t s  substantial   borrowing a t  home and abroad,  the 
Government has   recent ly  come to  account  for  about  half   of  the  growth i n  
t o t a l   l i q u i d i t y .  

In view of the  expansionary  f iscal   policy,   monetary  policy  could do 
no more than   ins i s t   on  s t r ic t  app l i ca t ion  of t h e   c e i l i n g s  on c r e d i t  
expansion  to  the  private  sector.  However, t h e   f a c t   t h a t   t h e s e   c e i l i n g s  
were not  even  reached--except i n   i n s t ances  of ind iv idua l  hanks--is not  
exclusively  a t r r ibutable   to   monetary  res t r ic t ion.   Roth  the improvement 
i n  thn  balance of  payments  and the  large government  borrowing  provided 
the  economy with ample l i q u i d i t y ;   t h e  rise in   p r iva t e   s av ings  and the  
general   prohibi t ion of additional  peraonal  loans  reduced  the demand f o r  
c r e d i t ;   i n   a d d i t i o n ,   t h e   s t a b i l i z a t i o n  program came on  top  of  an  already 
weakening investment demand, p a r t i c u l a r l y   i n   c o n s t r u c t i o n  and  inventory 
accumulation. 

When c r e d i t   c e i l i n g s  were extended  from  end-June  1981 t o  end-December 
1981,   the  overal l   cei l ing  on  credi t   expansion  to   the  pr ivate   sector  was put 
a t  EC 2 6  n i l l i on .   Ce i l inps  were made more r e s t r i c t i v e ,  and a t   t h e  same 
t i n e ,  more selective.   Personal  loans  and  loans  to  the  trading  sector--  
except  for  exports--were  to  remain a t  t h e i r  end-June l eve l s   fo r   t he  rest 
of the  year. On the   o ther   hand ,   loans   for   p r ior i ty   p ro jec ts ,  which are 
financed  from a special  fund and which were equivalent   to  R 112 per  cent 
of d i r e c t  bank lendinp   to   the   p r iva te   sec tor   in   the   per iod  December 1979 
t o  June  1981, were exempted  from the   ce i l i ngs .  

In t e re s t  rates t o   d a t e   s t a n d  unchanged  from the i r   l eve l s   p reva i l i ng  
s ince  end-1975, with maximum lending and depos i t  ra tes  of 9 par  cent and 
7 per cent ,  respect ively.  A t  the  time, w i th   i n f l a t ion  d t  around 4 112 per 
c e n t ,   r e a l   i n t e r e s t   r a t e s  were posi t ive.   Subsequent ly ,   unt i l  mid-1980, 
they hecame increauingly  negat ive;  since then  they improved somewhat as 
R resul t  of decelerat ing  inf la t ion.   Treasury  paper   has  meanwhile  been 
made  more a t t r a c t i v e ;  i t  i s  currer l t ly   issued a t  8 per  cent. 

5. The domestic economy - 
Reel growth of the  economy i n  1980 and 1981  slowed down t o  less than 

5 per cent and some 3 per c e n t ,   r e s p e c t i v e l y ,  compared with  about 8 1 / 2  per 
cent  in  both  1979 and 1978, The  main stimulus came f r m   e x p o r t s  of goods 
and se rv ices ,  which i n   r e a l  terms, increased by 10  per  cent i n  1980 and 
9 per cent i n  1981,  while  the  growth of imports of goods and se rv ices  
f e l l  to  4 per c e n t   i n  1980 and t o  about 1 per   cent   in  1981. ( I n  1980, 
real  domestic demand s t i l l  accounted f o r  about  half of the  growth  in GDP 
desp i te  a sharp slow down during  the  second  half  of the   year   in   response  
t o   t h e   s t a b l l i z a t i o n  measures. In 1981  domestic demand  on average  stag- 
nated  (Chart 3 ) .  

The volume of gross  investment,   the  bulk of  which i s  p r i v a t e ,   f e l l  
by about 2 112 p e r   c e n t   i n  1980  and nea r ly  3 per   cen t   i n  1981. The 
btance of monetary  pol icy  affected  reaidents '  demand for   hous ing ,  which 
declined in both 1980 and 1981, The f a l l  in gross investment was also  
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d u e   t o   t h e   a u t h o r i t i e e '  conscioue p o l i c y   t o   a c h i e v e  a s u b s t a n t i a l   r e d u c -  
t i o n   i n   i n v e n t o r i e s   t h r o u g h   c r e d i t   r e s t r a i n t .   W h i l e   t h e   p o l i c y  of exempt- 
i n g   t h e   p r i o r i t y   s e c t o r s   f r o m   t h e   c r e d i t   c e i l i n g s   o n   b a n k   l e n d i n g  suc- 
ceeded i n  f o s t e r i n g  a f u r t h e r   e x p a n s i o n   i n   h o t e l   c a p a c i t v ,  i t  f a i l e d   t o  
s p u r   i n v e s t m e n t   i n   m a n u f a c t u r i n g .   E n t r e p r e n e u r s  were f a c e d   w i t h   s h a r p l y  
r i s i n g   l a b o r  and e n e r g y   c o s t s   t h a t   f o r c e d  them t o  r e d u c e   t h e i r   p r o f  i t  
margins  i n  o r d e r   t o   p r e s e r v e   c o m p e t i t i v e n e s s .  The t a x   i n c e n t i v e s   i n t r o -  
duced i n  March 1981   t o   encourage   p roduc t ive   i nves tmen t   had   no t  had as 
y e t  a n y   s i g n i f i c a n t   e f f e c t   o n   i n v e s t m e n t   o u t l a y s  in manufac tu r ing .  

Real p r i v a t e   c o n a u m p t i o n   e x p e n d i t u r e ,   w h i c h   f o r   1 9 8 0  as R whole was 
s t i l l  r i s i n g  a t  a r a t e  close t o   t h a t   o f   r e a l  GDP, s t a g n a t e d  i n  1981. 
T h i s   d e v e l o p n e n t  was a s s o c i a t e d   w i t h   b o t h  a d e c e l e r a t i o n   i n   t h e   g r o w t h  of 
real p r i v a t e   d i s p o s a b l e   i n c o m e  and a f u r t h e r   i n c r e a s e  in t h e   a l r e a d y   h i g h  
R r o s s   p r i v a t e   s a v i n g s   r a t i o   t o  GDF ( 2 8  p e r   c e n t   i n   1 9 8 1 ) .  By c o n t r a s t ,  
r e a l   c o n s u m p t i o n   e x p e n d i t u r e  hy t h e   p u b l i c   s e c t o r   i n c r e a s e d  a t  a somewhat 
f a s t e r   r a t e   t h a n  real GDP i n  b o t h  1981) and 1981. 

With the rate of i n c r e a s e  in t o t a l   a g g r e g a t e  demand d r a s t i c a l l y   c u r -  
t a i l e d   s i n c e   t h e   s e c o n d   h a l f  of 1980, t h e   r e a l   g a p   b e t w e e n   a g g r e g a t e  
demand a n d  s u p p l y  was reduced  by some 7 p e r c e n t a g e   p o i n t s   t o   a r o u n d   1 2  p e r  
cent of GDP between  1979 and 1981.  The most impor t an t   supp ly   deve lopmen t  
d u r i n p  t h i s  p e r i o d  was provided  by t h e   c o n s t r u c t i o n   s e c t o r ,   c o m p r i s i n g  
1 4  p e r   c e n t  of GDP i n  1980, w h i c h   r e p i s t e r e d  a d e c l i n e  i n  1981 for t h e  
f i r s t  t ime  s ince  1976.   Growth i n  t h e   m a n u f a c t u r i n g   s e c t o r  abated some- 
w h a t   a s   c a p a c i t y  l imi t s  were  reached in a numher of i n d u s t r i e s ,   b u t  s t i l l  
approached 8 p e r   c e n t   i n   b o t h   y e a r s .  A h i g h  r a t e  of growth was a l s o  
Pos t ed  by t h e  s e r v i c e s   s e c t o r ,   w h e r e   a c t i v i t y   c o n t i n u e d   t o  be s u s t a i n e d  by 
t h e   t o u r i s t   i n d u s t r y .  The unemployment ra te  r o s e   f r o m  2 p e r  c e n t   i n   1 9 7 9  
t o  3 p e r   c e n t   i n   1 9 8 1   ( C h a r t  3 ) .  

The ra te  of i n c r e a s e  of   consumer  pr ices   peaked a t  16  p e r   c e n t  i n  
Ju ly   o f   1980   unde r   t he   impac t  of r i s i n g   e n e r g y   p r i c e s ,   e x c e s s f v e  wage 
s e t t l e m e n t s ,   a n d   s t r o n g   d o m e s t i c   d e n a n d   p r e s s u r e s  s t i l l  i n  e x i s t e n c e  
d u r i n R   t h e   f i r s t   h a l f  of 1980.  However, i t  l a te r  d e c e l e r a t e d  to  about 
10.5 p e r  c e n t   I n   t h e  t h i r d  q u a r t e r  of 1981,  r e f l e c t i n g   t h e   e a s i n g   o f  
d o m e s t i c  demand p r e s s u r e s ,   t h e   r e l a t i v e   s t a b i l i t y  of t h e   p r i c e   o f   i m p o r t e d  
o i l ,  a n d   i n c r e a s e d   s u p p l i e s  of d o m e s t i c a l l y  grown f o o d s t u f f s .   T h e r e  was 
a l s o  a d e c e l e r a t i o n  i n  t h e  rate of i n c r e a s e   o f   n o m i n a l  wages. Average 
wage r a t e s   w h i c h   h a d   r i s e n  by a n   e x c e p t i o n a l  28 per c e n t   i n  1980 i n c r e a s e d  
by some 20 p e r   c e n t   i n   1 9 8 1 ,  s t i l l  e n s u r i n g   t h a t   r e a l  wage rises remained 
well a b o v e   p r o d u c t i v i t y  gains ( C h a r t  3 ) .  

6. Energy   po l i cy  

Cyprus is a l m o s t   e n t i r e l y   d e p e n d e n t  on i m p o r t e d   s o u r c e s  of e n e r g y   t o  
s a t i s f y  i t s  p r i m a r y   e n e r g y   n e e d s .  I n  1980 Its o i l   i m p o r t   b i l l  rose t o   t h e  
e q u i v a l e n t  of 18 1 / 2  p e r   c e n t  of t o t a l   I m p o r t s  from 1 2   1 / 2  p e r   c e n t  a yea1  
e a r l i e r .  Reliance on d o m e s t i c   a o u r c e s   o f   e n e r p y ,   n o t a b l y   s o l a r   a n d   w i n d  
energy,  is i n c r e a s i n g ,   b u t   t h e y   o f f e r   o n l y   l i m i t e d   s c o p e .  
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Efforts  to  reduce  dependence on oil have so fa r   cen tered  on conserva- 
t i o n  measures  including  the  introduction of  speed limits and of  daylight 
saving time. Relatively most e f f ec t ive ,  however,  have  been the  pr ic ing 
policies--gasoline  prices  alnost  doubled i n  1980--the increases   in  customs 
du t i e s ,  and the  imposit ion of a gra3uated  excise  tax on automobiles. 
Energy  consumption i n  1980 and i n   t h e   f i r s t   h a l f  of  1981,  increased  only 
nodestly,  in cont ras t   to   increases  of about 9 per   cent   in   both 1978  and 
1979. 

7.  The ex terna l   eec tor  

The  development of the  balance of  payments over  the past years mir- 
rors  the  achievements of the  reconstruction and d ive r s i f i ca t ion  of the 
econmy  followinp  the  events of mid-1974, the  mergence of cons t r a in t s  
on the  expansion of t he  economy i n   t h e  la te  1970s,   and  f inally,   the 
r e s u l t s  of t h e   s t a b i l i z a t i o n  program  of 19RO. 

Following  sharp  declines  in 1974  and  1975, t h e  volume of merchandise 
exports grew rapidly  thereaf ter ,   reaching  in   1979 a l e v e l  2 114 t ines tha t  
of 1Y75. In  1980  the volume  of exports  increased  again by 7 per cent and 
a f u r t h e r  9 per  cent  increase i s  es t imated   for  1981. While a g r i c u l t u r a l  
exports--mainly t o  EC coun t r i e s ,   pa r t i cu la r ly   t he  United Ungdom--remained 
important,  the  rapid  growth c>f  exports was ch ie f ly  due tc the  expansion 
of exports  of  manufactures  such as clothing,  footwear and cement t o   t h e  
Arab countr ies .  The  volume of nerchandise  imports  increased  substantially 
i n  1976 a n d  1977,  reflecting  the  vigorous  expansion of the  economy. 
Their  growth  continued, a l b e i t  a t  lower ra tes ,  i n  t h e  subsequent  period 
up t o  the f i r s t   q u a r t e r  of 1980. The adoption of t h e   s t a b i l i z a t i o n  pro- 
pram I n  mid-1980 helped t o  c u r t a i l  t h e  demand for   imports ,  and growth i n  
real   imports  decelerated  sharply  to 4 per  cent i n  1980 and an   es t lna ted  
2 o e r   c e n t   i n  1981,  ccnpared t o  1 4  per   cent   in   1979 (Chart 4 ) .  

The terms of t r ade   de t e r io ra t ed   s ign i f i can t ly   In  1979 and 1980, 
thus  contr ibut ing  to   the  widening of t h e  deficit i n  the  trade  halance. 
Ttey are expected t o   d e t e r i o r a t e   o n l y   s l i g h t l ~ ~   i n  1981 a s   t h e  rise i n  
the  cost  of o i l  imports i s  abating. 

Invis ible   t ransact ions have t r a d i t l o n a l l y   r e s u l t e d   i n  a large  surplus ,  
tbe main item being  receipts  from  tourlsm which has   regis tered  s t rong 
increases:   50  per   cent   in   1979,  40 Der c e n t   i n  1980, and an estimated 
36 per  cent in 1981. On a ne t  hasis,  tourism  accounts  for  nearly  half   of 
the  surplus  on i n v i s i b l e s   i n  1981,  conpared t o  about  one  third  in  1979 
and about  one f i f t h   i n  1976  (Table 4 ) .  

The d e f i c i t  of the  current  account  rose  steadily between  1976 and 
mid-1980, amounting t o  fC  73 mi l l i on   i n  1979 and t o  EC 5 9  m i l l i o n   i n   t h e  
f i r s t   h a l f  of 1980 alone,   equivalent   to  some 1 6  per  cent of GDP. The 
subs t an t i a l  improvement of the  current  account  for  the  second  half  of 
1980 r e s u l t e d   i n  a reduction of the   cur ren t   account   def ic i t   fo r  1980 as 
a whole to  11 per  cent  of GDP, and f o r  1981 i t  is est imated  to   decl ine 
fu r the r  t o  5.7 per  cent of GDP (Table 4). 
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The main items i n  t h e   c a p i t a l   b a l a n c e   o v e r   r e c e n t   y e a r s   h a v e   b e e n  
d i r e c t   i n v e s t m e n t ,   m a i n l y  coming f r o m   C y p r i o t s   l i v i n g   a b r o a d ,   a n d  
o f f i c i a l   l o n g - t e r m   l o a n s .   W h i l e   t h e  former i n c r e a s e d   s t e a d i l y   o v e r   t h e  
y e a r s ,   t h e  l a t t e r  d i d  not change s u b s t a n t i a l l y  until 1980  and 1981, when 
l a r g e - s c a l e   f o r e i g n   b o r r o w i n g   b e c a m e   n e c e s s a r y  to h e l p  f inance  t h e   r i s i n g  
o v e r a l l   b u d g e t   d e f i c i t .  The c o r r e s p o n d i n g   l a r g e   s u r p l u s e s  i n  t h e   c a p i t a l  
a c c o u n t   l e d   t o   a n   o v e r a l l   p a y m e n t s   s u r p l u s   o f  LC 3.5 m i l l i o n  i n  1980  and 
o f  an e s t i m a t e d  €C 18 m i l l i o n   i n   1 9 8 1   ( C h a r t  5 ) .  

R e f l e c t i n g   t h e   s u b s t a n t i a l   e x p a n s i o n   o f   e x t e r n a l   p u b l i c   d e b t   i n   b o t h  
1 9 8 0   a n d   1 9 8 1 ,   t h e   t o t a l   e x t e r n a l   d e b t   i n c r e a s e d   f r o m  f C  1 6 1 . 1   m i l l i o n  i n  
1979 t o  LC 288.0 m i l l i o n   i n   1 9 8 1 ,  or a r a t i o   t o  GDP, from 2 5 . 6  p e r  c e n t   t o  
33.5 per c e n t .  The r a t i o  of d e b t   s e r v i c e   p a y m e n t s   t o   e x p o r t s  of goods  and 
s e r v i c e s ,   w h i c h  is s t i l l  low  by i n t e r n a t i o n a l   s t a n d a r d s ,   r o s e   f r o m  5 . 6  p e r  
c e n t   i n   1 9 7 9   t o  8 .O p e r  cent i n   1 9 8 1 .  

O f f i c i a l  gross f o r e i g n   r e s e r v e s   i n c r e a s e d   i n   1 9 8 0  by fC 1 4 . 8   m i l l i o n ,  
and   by   another  LC 50.4 m i l l i o n   i n   t h e   f i r s t   n i n e   m o n t h s  of  1981. 1/ As of 
Oc tobe r   1981 ,   t hey   amoun ted   t o  EC 192.9 m i l l i o n  (SDR 387.3 m i l l i o n ) ,  
e q u i v a l e n t   t o   a b o u t  4.8 months of i m p o r t s .  

The  Cyprus  pound i s  pegged t o  a b a s k e t  of 1 6  c u r r e n c i e s   r e p r e s e n t i n g  
abou t  two t h i r d s   o f   C y p r u s '   f o r e i g n   t r a d e   i n   1 9 7 5 .   A d j u s t m e n t s   o f   t h e  
exchange rate f o r  t h e  Cyprus  pound are made on a d a i l y   b a s i s  and a r e  
m o s t l y   a u t o m a t i c ,   a l t h o u g h   d i s c r e t i o n  is o c c a s i o n a l l y   u s e d .   T e n t a t i v e  
c a l c u l a t i o n s  of t h e   C e n t r a l  Bank of   Cyprus ,   based   on  a h a s k e t  of 27 cur -  
r e n c i e s ,   i n d i c a t e  t h a t  a m o d e r a t e   e f f e c t i v e   a p p r e c i a t i o n  of t h e  Cyprus 
pound i n   t h e   p e r i o d   1 9 7 6   t o   1 9 7 9   w a s   f o l l o w e d  by v i r t u a l   s t a b i l i t y   i n  
1980 and some e f f e c t i v e   d e p r e c i a t i o n   d u r i n g  t h e  f i r s t   h a l f  of 1981; 
c h a n g e s   i n  real terms were minimal .  

S i n c e   t h e  l a s t  c o n s u l t a t i o n ,   t h e   o n l y   r e m a i n i n g   b i l a t e r a l   p a y m e n t s  
a g r e e m e n t   w i t h   t h e   P e o p l e ' s   R e p u b l i c  of C h i n a  was t e r m i n a t e d .  As of 
J a n u a r y  1, 1 9 8 2 ,   t h e   a u t h o r i t i e s   r a i s e d   t h e   b a s i c   a n n u a l   t r a v e l   a l l o w a n c e  
f o r  t o u r i s t s  from tC 300 t o  f C  350 p e r   p e r s o n ,   t h e   l e v e l   i n   e f f e c t   b e f o r e  
m i d - 1 9 7 4 ;   t h e   r e s t r i c t i o n  may be  waived i n  e x c e p t i o n a l   I n s t a n c e s .  Resi- 
d e n t s   a l s o   h a v e  a r i g h t  to a b u s i n e s s  t r a v e l  a l lowance  of up to LC 1 0 0   p e r  
d a y .   T h e   C y p r i o t   r e p r e s e n t a t i v e s   c o n s i d e r e d  i t  n e c e s s a r y   t o   m a i n t a i n   t h e  
r e s t r i c t i o n  on t r a v e l   e x p e n d i t u r e   i n   v i e w  of t h e   u n s e t t l e d   p o l i t i c a l   s i t u -  
a t i o n  of t h e   c o u n t r y ,   t h e   n e e d   t o   g u a r d   a g a i n s t   t h e   a l w a y s - p r e s e n t   d a n g e r  
of i l l ega l  c a p i t a l   o u t f l o w s  and t h e   u n c e r t a i n t i e s   s u r r o u n d i n g   t h e   b a l a n c e  
of p a y m e n t s .   N e v e r t h e l e s s ,   e v e n   w i t h   t h e   p r e s e n t   t r a v e l   a l l o w a n c e s ,   t h e r e  
was a s u b s t a n t i a l  increase i n   t o u r i s t   e x p e n d i t u r e   a b r o a d   d u e  Lo t h e  rising 
number o f   C y p r i o t   c i t i z e n s   t r a v e l l i n g   t o   o t h e r   c o u n t r i e s .  

1/ Changes i n  g r o s s   o f f   l c i a l   r e s e r v e s   d i f f e r   s i g n i f i c a n t l y   f r o m   t h e  
o v e r a l l   p a y m e n t s   s u r p l u s   b e c a u s e   t h e  l a t te r  d o e s   n o t   i n c l u d e   n e t   c h a n g e s  
i n  m o n e t a r y   c a p i t a l .  
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111. F u t u r e   P o l i c i e s   a n d   P r o s p e c t s  

The C y p r i o t   r e p r e s e n t a t i v e s ,   w h i l e   p l e a s e d   w i t h   t h e   p o s i t i v e   o v e r a l l  
result of the s t a b i l i z a t i o n  program,   expressed   d i sappoin tment   about   the  
major s h o r t c o m i n g s   i n   t h e  areas of  wages  and salarles,  and p u b l i c   f i n a n c e .  
They o b s e r v e d   t h a t  m l y  t h e   o i g n i f l c a n t l y   s t r o n g e r   t h a n   e x p e c t e d   f a l l   i n  
p r i v a t e  demand d u r i n g  t h e  program  per iod made i t  p o s s i b l e  t o  a t t a i n   t h e  
overall o b j e c t i v e s .   T h e r e f o r e ,   t h e   i m p r o v e m e n t s   i n   t h e   e x t e r n a l   c u r r e n t  
account  and w i t h   r e g a r d  t o  i n f l a t i o n   c o u l d   p r o v e  temporary i f  i n  1982 no 
d e t e r n i n e d   e f f o r t s  *re made to  c o n s t r a i n   t h e   e x p a n s i o n a r y   i n f l u e n c e  of 
t h e   p u b l i c   s e c t o r  and t o  limit t h e  rise of wages and salaries. They a l s o  
f e l t   t h a t  i t  was c r u c i a l  t o  m a i n t a i n  the c u r r e n t l y   h i g h   l e v e l  of p r i v a t e  
sav inga  . 

A c c o r d i n g l y ,   t h e   a u t h o r i t i e s   i n t e n d   t o   u n d e r t a k e   s t r o ; l l :   e f f o r t s   i n  
t h e   f i e l d s   o f   m o n e t a r y ,   f i s c a l ,   a n d   i n c o m e s   p o l i c i e s  t o  c o n t a i n   t h e   g r o w t h  
of domest ic  demand i n  1982.  Monetary  policy will again  have to  bear   major  
r e s p o n s i b i l i t i e s .  A system of s e l e c t i v e   c e i l i n g s  on  bank  lending is 
in tended   for   1982  which   would   d i scourage   pr iva te   consumpt ion   bu t   l eave  
more  room for c r e d i t s   f o -   x o d u c t i v e   p u r p o s e s .  The Cypr io t   r ep resen ta -  
t i v e s  acknowledged t h a t ,  A t h e   l o n g e r   r u n ,  c r e d i t  c e i l i n g s   c o u l d   l e a d  t o  
d i s t o r t i o n s  and   a t tempts  of e v a s i o n ,   b u t   f e l t   t h a t  a t  p r e s e n t   n o   p r a c t i c a l  
p o l i c y   a l t e r n a t i v e s   Z x i s t e d .  Banks d o   n o t   s e e k   r e f i n a n c i n g   f r o m   t h e  
C e n t r L l  Bank, t he   p re sen t   o rgan iza t ion   and   s cope  of d o m e s t i c   f i n a n c i a l  
marke ts   does   no t  allow an   open   marke t   po l icy ,   and   the   p resent   des ign  of 
m i r  fnum r e s e r v e   r e q u i r e m e n t s  is  n o t   g e a r e d   t o w a r d   o v e r a l l   o b j e c t i v e s  of 
monetary  policy.  A number of measures are planned t o  raise real i n t e r e s t  
rates on  longer- term  paper   with a v i e w   t o   s u p p o r t   p r i v a t e   s a v i n g s   a n d ,  a t  
t h e  same time, f a c i l i t a t e   a n   i n c r e a s e   i n   t h e   s h a r e  of  nonmonetary  domestic 
f i n a n c i n g   o f   t h e   p u b l i c   s e c t o r   d e f i c i t .  Most i m p o r t a n t l y ,  a b i l l  which 
would l i f t  t h e   p r e s e n t   l e g a l  ceil ing o n   n o m i n a l   i n t e r e s t  rates i s  a t  pre- 
s e n t   h e f o r e   P a r l i a m e n t ,   a n d   t h e r e  seems t o  be  a fair c h a n c e   f o r   p o s i t i v e  
act ion.  

AS for t he   1982   conso l ida t ed   cen t r a l   gove rnmen t   budge t ,   t he   au tho r i -  
t ies  i n d i c a t e d   t h a t   t h e i r   p o l i c y  aims a t  r educ ing   t he   ove ra l l   budge t  
d e f i c i t   b o t h  in a b s o l u t e   s i z e  and r e l a t i v e   t o  GDP. They  conceded t h a t  
success  would n o t  come e a s i l y ,  i n   p a r t i c u l a r   i n  a year which  precedes 
p r e s i d e n t i a l   e l e c t i o n s   s c h e d u l e d   f o r   e a - - 1 y  1983. Without   measures   to  
boost   revenue  and  to  l i m l t  t h e  r i s e  o f   e x p e n d i t u r e ,   t h e   p u b l i c   s e c t o r  
d e f i c i t  would  show a n o t h e r   s u b s t a n t i a l   i n c r e a s e   i n  1982 i n  a b s o l u t e  terms 
as w e l l   a s   i n   r e l a t i o n  t o  GDP, e x e r t i n g   t h u s  a s t r o n g   e x p a n s i o n a r y   e f f e c t  
on   t he  economy. It i s  expec ted   tha t   nonmonetary   domest ic   f inanc ing   can  
be extended i n  1982  bu t   even   under   op t imis t ic   assumpt ions  would cover  
on ly  a r e l a t i v e l y  small p a r t  of t h e   d e f i c i t .   R e c o u r s e   t o   c e n t r a l   b a n k  
r ~ n a n c i n g   h a s   n e a r l y   r e a c h e d  i t s  s t a t u t o r y  limit, and w i l l  t h e r e f o r e  be 
l i m i t e d  by t h e   i n c r e a s e   i n   o r d i n a r y   b u d g e t   r e v e n u e .   W i t h   b a n k s   b e i n g   a t  
p re sen t  q u i t e  l i q u i d ,   t h e r e  is room f o r   a d d i t i o n a l  sales of T r e a s u r b   b i l l s .  
O the rwise ,   f i nanc ing   has  to come f r o m   i n t e r n a t i o n a l   c r e d i t   m a r k e t s  where 
Cyprus i s ,  for  the t i m e   b e i n g ,   n o t   e n c o u n t e r i n g   a n y   d i f f i c u l t i e s .  
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The t h i r d  area in which t h e   a u t h o r i t i e s  have taken t h e  i n i t i a t i t e  is  
t h a t  of wage and salary po l i cy .  The M i n i s t e r  of Finance  has r e c e n t l y   p a r -  
t i c i p a t e d  i n  t h e   n e g o t i a t i o n s  for t h e   r e m u n e r a t i o n s  of employees i n  t h e  
p a c e - s e t t i n g   a e m i p u b l i c   s e c t o r  so as t o  i m p r e s s   o n   t h e   p a r t i e s   t h e   n e e d  
for m o d e r a t i o n .   F u r t h e r m o r e ,   t h e   a u t h o r i t i e s  are a t  present   engaged   wi th  
t h e   t r a d e   u n i o n s  and t h e   e m p l o y e r s '   f e d e r a t i o n   i n   d i s c u s s i o n s  of  ways t o  
modi fy   the   p rocedures   de te rmining   income  f rom  dependent   work ,  i n  p a r t i c u l a r ,  
t h e  wage i n d e x a t i o n  system. The aim i s  t o   e n s u r e  Rreater c o n s i s t e n c y   w i t h  
p r o d u c t i v i t y   d e v e l o p m e n t s   a n d  to t&ke proper account  of c h a n g e s   i n   t h e  
terms of trade and i n d i r e c t  taxes. However, i n  v i e w   o f   s t r o n g   r e s i s t a n c e  
i n   v a r i o u s   q u a r t e r s ,   t h e   C y p r i o t   r e p r e s e n t a t i v e s  were n o t  optimistic 
ae t o  a n   e a r l y   s u c c e s s .  

T h e   C y p r i o t   r e p r e s e n t a t i v e s   p r o v i d e d   t h e   m i s s i o n   w i t h   a n   a s s e s s m e n t  
o f   t h e   p r o s p e c t s  for t h e   b a l a n c e  of payments   and  the economy fo r   1982  
u n d e r   t h e   a s s u m p t i o n   t h a t   s u f f i c i e n t l y   r e s t r i c t i v e   a c t i o n   i n  the f i e l d s  
of   monetary and, i n   p a r t   i c u l a r ,  f iscal  p o l i c i e s  would be t aken .  Imports 
wou ld   i nc rease  by 10-11 p e r   c e n t  i n  v a l u e   b u t  l i t t l e  i n  volume,   the  expec-  
t e d   s t a b i l i t y  of o i l  prices a l l o w i n g   h i g h e r  imports of consumer  goods. 
The  value of merchandise   expor t s   would  grow bv about  13 per c e n t ,   d u e   t o  
a con t inued  good performance of t h e   m a n u f a c t u r i n g   s e c t o r .  The s u r p l u s   o n  
i n v i s i b l e   t r a n s a c t i o n s  would rise by about  2 0  p e r   c e n t ;   i n   p a r t i c u l a r ,  
r e c e i p t s  from t o u r i s m   a n d   t r a n s p o r t a t i o n  would c o n t i n u e   t o  r ise s t r o n g l y .  
T h i s   i m p l i e s  a real i n c r e a s e  i n  t o t a l   e x p o r t s   s t e m m i n g ,   i n   p a r t i c u l a r ,  
f r o m   s e r v i c e s .  On t h e  basis of t h e s e   p r o j e c t i o n s ,   t h e   c u r r e n t   a c c o u n t  
d e f i c i t  would  amount t o  some €C 60-65 m i l l i o n ,   e q u i v a l e n t   t o   a b o u t  7 p e r  
c e n t  of GDP, compared w i t h  a n   e s t i m a t e d  €C 75  m i l l i o n   f o r   1 9 8 1  (8 .7  per 
c e n t  of GDP).  Autonomous capi ta l  i n f l o w s ,   s u c h  as  d i r e c t   i n v e s t m e n t   a n d  
c r e d i t s   c o n t r a c t e d  f o r  s p e c i f i c   d e v e l o p m e n t   p r o j e c t s ,   c o u l d  be expected 
t o   c o v e r   a b o u t  €C 55 m i l l i o n  of t h e   p r o j e c t e d   c u r r e n t   a c c o u n t   d e f i c i t .  
The C y p r i o t   r e p r e s e n t a t i v e s   p o i n t e d   o u t   t h a t  the remaining LC 5-10 m i l l i o n  
could   be   f inanced   wi thout   p roblem by a f a l l   i n   r e s e r v e s ,   b u t   i n   v i e w  of 
t h e   p u b l i c   s e c t o r   f i n a n c i n g   n e e d s ,   a n   i n c r e a s e   i n   o f f i c i a l   r e s e r v e s  
would be t h e  more l i k e l y  outcome. 

On t h e   b a s i s  of t h e   v a r i o u s   a s s u m p t i o n s   d l s c u s s e d   a b o v e ,  rea l  GDP 
i n   1982   cou ld   g row by abou t  3 per c e n t   w i t h   t h e  GDP d e f l a t o r   r i s i n g  by 
about  10 p e r   c e n t .  Much as in   1981 ,   economic   g rowth   wou ld   be   expor t   l ed ,  
w i th  imports remafning  unchanged i n  real  terms. Because of an  expec ted  
improvement i n   t h e   i n v e s t m e n t  climate, investment   should  recover   somewhat .  
There  would  be  room for real consumption to  grow modest ly .  The Cypr io t  
r e p r e s e n t a t i v e s   e x p e c t   d i s p o s a b l e   n o m i n a l  income t o  grow again strongly,  
and  emphasized  that  t h e  p r o j e c t i o n s   f o r   c o n s u m p t i o n   a n d   i m p o r t s   i n  r e d  
terms t h u s  hinge o n   t h e   m a i n t e n a n c e  of a h igh  ra te  of p r i v a t e  savings.  

IV. S t a f f   A p p r a i s a l  

The   economic   p roblems  the   Cypr io t   au thor i t ies   have  to cope with a t  
t h e   p r e s e n t   j u n c t u r e  are q u i t e   d i f f e r e n t   f r o m   t h o s e  after t h e  mid-1974 
e v e n t s .  A t  t h a t  time, t h e   t a s k  was one of r e c o n s t r u c t i o n  and of i n t e -  
g r a t i n g  a large number of refugees into the  economy. Today, i n  view of 
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the generally t i g h t   l a b o r  market a n d   o t h e r   c o n s t r a i n t s  on t h e   e x p a n s i o n  
of t h e  economy, t h e   t a s k  I s  t o   c o n t a i n   t h e  rise in domest ic  demand 
while a t  t h e  same time encourag ing   p roduc t ive   i nves tmen t .  

For   such  an u n d e r t a k i n g ,   t h e   C y p r i o t  economy i s  i n  d good p o s i t i o n .  
It has s u c c e s s f u l l y   b r o a d e n e d  i t s  i n d u s t r i a l   b a s e   a n d   g r e a t l y   e x t e n d e d  
it8 t o u r i s t   f a c i l i t i e s .  The s t a b i l i z a t i o n  p r o g r m a   i n t r o d u c e d   i n   e a r l y  
1980 succeeded i n  r e d u c i n g   t h e   e x t e r n a l   c u r r e n t   a c c o u n t   d e f i c i t   a n d  
i n f l a t i o n   t o  mote manageable   levels .   However ,  a good d e a l   r e m a i n s   t o  be 
done   and   cont inued   de te rmina t ion  is  needed in p u r s u i n g   t h e   o b j e c t i v e s  of 
more l a s t i n g   i n t e r n a l  and e x t e r n a l   s t a b i l i t y .   W h i l e   t h e   i m m e d i a t e   o b j e c -  
t i v e s  of the s t a b i l i z a t i o n   p r o g r a m  e r e  b r o a d l y  met, to ta l  l i q u i d i t y   a n d  
domest ic   nominal   income  cont inued  to   expand much f a s t e t   t h a n   t h e  real  
base   o f   the   economy,   due   to   s t rongly   r i s ing   wages   and  salaries and l a r g e  
b u d g e t   d e f i c i t s .  A t  t h e  same time, t h e r e  was a s h i f t   i n   t h e   c o m p o s i t i o n  
of domest ic  demand from t he  p r i v a t e   t o   t h e   p u b l i c   s e c t o r   a n d  from i n v e s t -  
ment t o  consumption. 

The q u a n t i t a t i v e  ceilings on b a n k   l e n d i n g   t o   t h e   p r i v a t e   s e c t o r ,  
were not   reached  as p r i v a t e  demand was a l r e a d y   d e c l i n i n g .  On t h e   o t h e r  
h a n d ,   t h e   a u t h o r i t i e s   d i d   n o t   s u c c e e d   i n   s t e m m i n g   t h e  rise i n   p u b l i c  
e x p e n d i t u r e s ,   p a r t i c u l a r l y   o n  salaries and   wages ,   subs id i e s  and t r a n s f e r s ,  
and   cur ren t   expendi ture   fa r   ou tpaced   revenue .  The r e s u l t i n g   l a r g e   o v e r a l l  
b u d g e t   d e f i c i t s   i n  1980 and  1981 were f inanced   overwhelmingly   by   recourse  
to domest ic   monetary   f inanc ing ,   and   by   subs tan t ia l   fore ign   bor rowing .  As 
As a consequence ,   about   ha l f   o f   the   c rea t ion  of a d d i t i o n a l   d o m e s t i c  
l i q u i d i t y   i n   t h e   r e c e n t   p a s t  was  on  account of t h e   p u b l i c   s e c t o r .  

The foreign  borrowing  by  the  Government for t h e   f i n a n c i n g  of t h e  
b u d g e t   d e f i c i t   g r e a t l y   e x t e n d e d   c a p i t a l   i n f l o w s  and l ed  t o  a n   o v e r a l l  
ba lance   o f   payments   surp lus   in   bo th   1980  and   1981.   Cont inued   fore iRn 
borrowing  on a l a r g e   s c a l e   c o u l d   j e o p a r d i z e   c o n t r o l  over domes t i c   l i qu i -  
d i t y   a n d  become u n s u s t a i n a b l e   o v e r   t h e  medium term. But t h e r e  was a l s o  
g e n u i n e   i m p r o v e m e n t   i n   t h e   e x t e r n a l   s i t u a t i o n   f o l l o w i n g   a d o p t i o n  of t h e  
s t a b i l i z a t i o n   m e a s u r e s .  Real impor t s  Rrew only   modes t ly   whi le  real  
e x p o r t s ,   i n   p a r t i c u l a r  of manufac tu red   goods ,   con t inued   t he i r   marked  
expansion.  Tourism was a g a i n   v e r y   s u c c e s s f u l  i n  both  1980  and  1981,  
and i n   1 9 8 1   t h e   c u r r e n t   a c c o u n t   d e f i c i t  as  a r a t i o   t o  GDP i s  expec ted  
t o  be s i g n i f i c a n t l y   b e l o w   t h e   l e v e l s   r e g i s t e r e d  before t h e   s t a b i l i z a t i o n  
program. 

Developments i n  1982  and  beyond w i l l  c r u c i a l l y   d e p e n d  on t h e   s t a n c e  
of p o l i c i e s  in various areas. I n   o r d e r   t o   r e d u c e  the c u r r e n t   e x t e r n a l  
d e f i c i t   t o  a l e v e l   t h a t   c a n  be f inanced  by au tonomous   cap i t a l   i n f lows ,  
and t o   a v o i d  a r e a c c e l e r a t i o n  of i n f l a t i o n ,  it w i l l  be of   g rea t   impor tance  
t o   m o d e r a t e   t h e  rise in wages and salar ies  and t o   r e d u c e   s u b s t a n t i a l l y  
t h e   o v e r a l l   b u d g e t   d e f i c i t .   C r e d i t  pol icy  w i l l  remain g e n e r a l l y   r e s t r i c -  
t i v e   a i m i n g  a t  the   conta inment  of p r iva t e   consunp t ion   wh i l e   l eav ing   enough  
room f o r   p r o d u c t i v e   i n v e s t m e n t .   I n   t h e   f i e l d  of incomes   po l tcy  , t h e  
a u t h o r i t i e s  are a c t i v e l y   e n g a g e d   i n  a campaign  to  i m p r e s s  on t h e   s o c i a l  
p a r t n e r s   t h e   n e e d  for r e s t r a r n t   a n d  f o r  a more f l e x i b l e  wage i n d e x a t i o n  
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system, Since theae e f f o r t s  may n o t   y i e l d   i m m e d i a t e   r e s u l t s  so t h a t  
income from dependen t  labor may c o n t i n u e   t o  rise f a s t e r   t h a n   p r o d u c t i v i t y ,  
i t  is  i m p o r t a n t   t h a t   t h e   c u r r e n t l y   h i g h   p r i v a t e   s a v i n g s  ra t io  b e   p r e s e r v e d .  
I n   t h i s   c o n n e c t i o n ,   m e a s u r e s  t o  i n c r e a s e   t h e   l e v e l  of real y i e l d   o n  
T r e a s u r y   p a p e r  are to  be welcomed  and it is i m p o r t a n t   t h a t   t h e   l e g a l  
limits on lnteres t r a t e e  be l i f t e d  . 

The area w h e r e   t h e   a u t h o r i t i e s   c a n  exercise d i r e c t   i n f l u e n c e  i s  t h e  
budge t .   Measu res   have   been   t aken   o r  are u n d e r   c o n e i d e r a t i o n  t o  improve 
r evenues .   However ,   t ang ib le  results can o n l y   b e   e x p e c t e d  i n  t h e  medium- 
term. It is the e x p e n d i t u r e   s i d e   w h i c h  i s  of s p e c i a l   c o n c e r n   a n d   r e q u i r e s  
p a r t i c u l a r   e f f o r t s .   E v e r y   a t t e m p t   s h o u l d  be made to  slow down t h e  rise 
i n   p e r s o n n e l   e x p e n d i t u r e   a n d  to c u t   s u b s i d i e s .   O t h e r w i s e   t h e   a u t h o r i t i e s  
w i l l  b e   f a c e d   i n   1 9 8 2   w i t h  a l a r g e   d e f i c i t  tha t  w o u l d   r e q u i r e   s u b s t a n t i a l  
m o n e t a r y   d o m e s t i c   a n d   f o r e i g n   f i n a n c i n g .  The a t t e n d i n g   c r e a t i o n   o f  
l i q u i d i t y ,   w h i c h   w o u l d   m o r e   t h a n   o f f s e t   a n y   p o s i t i v e  results o f   c r e d i t  
r e s t r a i n t   o n  the p r i v a t e   s e c t o r ,   c o u l d  cause s e v e r e   i n t e r n a l   a n d   e x t e r n a l  
i m b a l a n c e s .   I f  the  o v e r a l l   o b j e c t i v e s  are n o t  to  h e  compromised, f a i l u r e  
t o  a c t  in t h i s   o n e  area o f   e c o n o m i c   p o l i c y   w o u l d   n e c e s s i t a t e   g r e a t e r  
e f f o r t s   i n   o t h e r  areas, e n t a i l i n g   t h e   r i s k  of d i s t o r t i o n s   w h i c h   w o u l d  
i m p a i r  a balanced   deve lopment  of t h e  economy i n  t h e   l o n g e r   r u n .  

The e f f e c t i v e   e x c h a n g e  rate of the Cyprus   pound   has   been   kep t   b road ly  
s t a b l e  o v e r   t h e  las t  f o u r   y e a r s ,  a policy aimed a t  a s s i s t i n g   e f f o r t s   t o  
c o n t a i n   i n f l a t i o n a r y   p r e s s u r e .  Custom and  excise d u t i e s  on some l u x u r y  
g o o d s - - i n   p a r t i c u l a r   l a r g e r - s i z e d   c a r s - - w e r e   i n c r e a s e d  i n  c o n n e c t i o n   w i t h  
t h e  s t a b i l i z a t i o n   p r o g r a m ,   m a i n l y  in o r d e r   t o  dampen p r i v a t e   c o n s u m p t i o n  
a n d   t o   p r o m o t e   e n e r g y   c o n s e r v a t i o n .  The o n l y   r e m a i n i n g   b i l a t e r a l   p a y m e n t s  
agreement  with the P e o p l e ' s   R e p u b l i c  of Ch ina  w a s  t e r m i n a t e d .   I n   v i e w  of 
e x i s t i n g   u n c e r t a i n t i e s  in t h e   p o l i t i c a l   s i t u a t i o n   a n d   i n  t h e  b a l a n c e  of 
p a y m e n t s ,   t h e   a u t h o r i t i e s   d i d   n o t   c o n s i d e r  i t  a d v i s a b l e  to remove t h e  
r e s t r i c t ion  o n   t r a v e l   a l l o w a n c e   b u t   i n s t e a d   t h e y   r a i s e d   t h e  amount  from 
€C 300 to €C 350 as of J a n u a r y  1, 1982.  The staff recommends t h a t   t h e  Fund 
a p p r o v e   t h i s   r e s t r i c t i o n  as amended until t h e   c o n c l u s i o n  of t h e   n e x t  con- 
s u l t a t i o n   w i t h  Cyprus. 
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~ V. Proposed %cision 

The following draf t   dec ie ion  l e  propoeed for   adopt ion by the  Executive 
Board: 

1. The  Fund t ake8   t h i e   dec i s ion   r e l a t ing   t o  Cyprus' 

exchange  meaeures s u b j e c t   t o  Article VIII, Sections 2 and 3, 

and i n  concluding  the  1981  Article XIV Consultation  with 

Cyprus, i n   t h e   l i g h t  of the   1981  Art ic le  IV Consultation 

with Cyprus  conducted  under  Decision No. 5392-(77/63) adopted 

April  29, 1977 (Surveillance  over Exchange Rate Pol ic ies) .  

2. The  Fund welcmes the  re laxat ion as of January 1, 

1982 of the  restriction on the  amount of foreign exchange 

made ava i l ab le   fo r   t ou r i s t   t r ave l  as descr ibed   in  SM/82/4. 

This exchange r e s t r i c t i o n  will be  reviewed on the  occasion 

of the  next  Article IV Consultation w i t h  Cyprus,  and i n   t h e  

circumstances of Cyprus, t h e  Fund grants  approval for the  

r e t en t ion  of t h i s  exchange res t r ic t ion   un t i l   the   conclus ion  

of the  next   Art ic le  I V  Consultation  with Cyprus. 
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Tabla 1. Cyptrm: Performance Under 

the S t a b i l i z a t i o n  Program for July 1980/June  1981 

Qn million8 of C y p n m  pound.) 

15?9/80 1980/81 1980/81 
Actual Program Outturn 

1. Obiec t ivcs  
C u t r e n t   e x t e r n a l   d e f i c i t  

I n  per ceat of GDP 

Conaumcr p r i c e   i n d e x  
Percentage  change  between 

second q u a r t e r s  

2. Instrument. 
Change i n  d o m e s t i c   c r e d i t  

Change i n  p e r   c e n t  g/ 
Change i n   c r e d i t  to t h e   p r i v a t e   s e c t o r  

I n   p e r   c e n t  of t o t a l  credit 

Change i n  credit  t o   t h e   p u b l i c   s e c t o r  
I n  per c e n t  of t o t a l  credit 

O v e r a l l   b u d g e t   d e f i c i t  
I n   p e r   c e n t  of GDP 

Memorandum It ems : 
(Percentage  changea) 
Real s e c t o r  

Real GDP a t   m a r k e t   p r l c e e  
Real p r i v a t e  consump;ion 
Real gross  investmeQt 

F i s c a l   s e c t o r  
C u r r e n t   r e c e i p t s   ( i n c l u d i n g   g r a n t s )  
Curren t   expendi ture  41 
Tax r a t i o   t o  GDP ( l e v e l )  

" 

Xonetary   sec tor  
Broad money 
Income v e l o c i t y   ( l e v e l )  

Balance o f  payments 
Volume of domes t i c   expor t s  
Volume of  imports 

- 1 0 4 . 2  
-1s. 0 

15 .0  

113.7 
2 9 . 0  

6 0 . 0  
5 9 . 2  

45.7 
40 2 

-43 s 
-6 .3  

6.3 
8.8 

11.3 

3 4 . 0  
32.2 
17.0 

14 4 
1.63 

3 9  
16.3 

- 7 7 . 7  
-9.7 

... 11 - 

72 .0  
16.0 

62.0  
86.1 

10.0 
13.9 

- 2 3 . 2  z/ 
-2.9 A! 

3 . 5  
-1.3 
- 7 . 5  

19.3 
8.1 

18.7 

1 2 . 0  
1.68 

6 . 0  
-5.3 ( 

-63.1 
-7.9 

10.0 

7 3 . 0  
16.3 

4 9 . 2  
6 7 . 4  

23. a 
32.6 

-5s. 7 
-7 .O 

3.2 
- 3 . 9  

-10.0 

15.1 
28.3 
1 7 . 8  

19 3 
1 62  

11.5 
-3 3 

Source Data provided by t h e  C y p r i o t   a u t h o r i t l e s .  

1 f  No q u a n t i t a t i v e   t a r g e t  for i n f l a t i o n  was se t ;  t h e   o b j e c t i v e  w a s  t o  l a y  
t h z   f o u n d a t i o n  f o r  a d e c l i n e   i n   t h e  ra te  of i n f l a t i o n .  
- 2/ Percentage   change   in   domest ic  credi t  over i n i t i a l  monev s t o c k .  
3 /  Because of a r e s t r u c t u r i n g  of the   format  of t h e  c o n s o l i d a t e d   c e n t r a l  

government  budget,   the EC 23.2 m i l l i o n  ( 2 . 9  per   cen t  of GDP) overa l l   budge t  
d e f i c i t  is equiva len t  t o  t h e  €C 9.4 mi l l ion  (1.2 per  cent of GDP) d e f i c i t  
envissged by the   p rogram  under   the  old budget format. - 4 /  AB defined  under   the  program (i.e., exc lud ing   una l locab le   expend i tu re ) .  



- 15 - 

Table 2. Cyprum: Conaolidrttd Central 
Governmnt Budget, A/ 1978-81 
(In millions -of Cyprum uounds) 

1978 1979 1960 1981 
E~timatcd 

Outturn Budget 2/ butturn 

1. 

2. 

3. 

4. 

5. 

6. 

7 

Revenue 
Of which: 

TaX 
Direct 
Indirect 

Expenditure 
Current expenditure 
Of which: 
Wagee and salaries 
Subsidies and transfers 

Capital expenditure 

Net lending 

Total expenditure (2+3) 

Foreign grants A/ 
Overall budget balance (1-4+5) 

Financed by - 
Net domestic borrowing 

Foreign borrowing (net) 
Use of cash balances 

Net IMF transactions 

Bank financing 

(increase (-1 1 

Memorandum item : 
Current savings (in  per  cent 

Total expenditure (in per cent 

Domestic revenue (in  per  cent 

Overall balance (in per cent 

of GDP) 

of GDP) 

of GDP) 

of GDP) 

- 99.7 

78.9 
31.7 
47.2 

135.2 
106.6 

42.9 
36.3 
28.6 

7 -2 

lh2.4 

13 7 

- 

I 

-29.0 

23 1 
20.5 
12.9 

-0.7 
-7.7 

-1.4 

28.0 

19 6 

-5 7 

123.2 

101.5 
41.1 
60.4 

170.0 

- 

- 
130 7 

58.3 
45.4 
39.7 

4.7 

175.1 

13 I 

-38. a 

L& 5 
12.4 
11.0 

-9 2 
2 s  

-1 2 

27.9 

19 6 

-6.2 

160.8 

129.8 
59.8 
70.0 

221.6 
177.2 

72.6 
66.2 
44.4 

8.8 

230.4 

12.5 

-57.1 

- 

- 

35.0 
25.1 
31.1 

-8.6 
-0.4 

-2 2 

30.7 

21.4 

-7.6 

201.2 

170.4 

82.9 

229.3 
179.1 

86.6 
65.6 
50.2 

5.6 

234.9 

13.1 

-20.6 

- 
87.5 

- 

... 

... ... 

2 5  

27.4 

25.4 

-2.4 

192.4 

158.6 
83.2 
75.4 

264.2 
217.0 

86.8 
80.7 
47.2 

7.0 

271.2 

12.0 

-66.8 

- 

- 

30 9 

42.5 

-3.5 
-3.1 

.. L /  - 

-2 9 

31.6 

22.4 

-7.8 

Source Data provided bv the Cypriot authorities 

1/ The consolidated central government budget includes the ordinary budget, the 
development budget, the Public Loans Fund, the Social Insurance Fund, and the 
Special Relief  Fund for Displaced Persons 
- 2 /  Ae amended by tax meaaures introduced in early 1981. 
3 /  Grants from Greece and  from  the  United Nations High Commission for 

4/ By September 1961, credit  to  the public sector (Including credit to govern- 
ReTugees . 
meiit agencies) increased by EC 21.0 m&llIon. 
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- - Table 3. 'Cyprue: Monetary Developments 

1979-81 (September) 

( In   mil l ions of Cyprus pounds) 

1981 1979  1980 I! 
September June Dec, June 

End of period Changes from previous  year 

' 381 
S e p t  . 

Net f o r r q p  asset8 

Domestic c r e d i t  
To privatr. sec tor  
To publ ic  sector 11 

Other items, net 

Broad money 

Memorandum items: 
Changes a t  annual rates 

i n  : 
Narrow money 
Quasi money 
Broad money 

money 21 
DomestTc c r e d i t   t o   p r l v a t e   s e c t o r  
Domestic c red i t   t o   pub l i c  sector 
Foreign assets, net 
Other items, net 

Cont r ibu t ion   to  growth of broad 

141.9 -5.3 

513.7 80.0 
430.7 63.9 
83.0 16.2 

-92 4 -7 .1  

563.3  67.6 

2 6 . 6  
15.4 
18.5 

17.5 
4.4 

-1.5 
-1.9 

-42.4  2.1 

113.7 78.1 
68.0 48.2 
45.7 29.9 

-14.7 -11.6 

56.5  69.9 

( In  p e r  cent)  

18.0 18.4 
13.0 14.8 
1 4 . 4  15.9 

17.3 11.1 
11.7 7.0 

-10.8 0.5 
- 3 . 8  -2.7 

27.9 

73.0 
49.2 
23.8 

-14.5 

8 6 . 4  

21.5 
18.4 
19.3 

11.0 
5.3 
6.2 

-3 2 

56.4 

6 0 . 8  
52.5 

8 . 3  

-22.6 

94.6 

19.8 
20.4 
20.2 

1 1 . 2  
1 .8  

12 .0  
-4 .8  

Sources: Central Bank of Cyprus ,  dullet1n;and d a - 3  provlded by the  Cypriot au thor i t i e s .  

1/ Including  lending  to government agencies ,   in   addi t ion  t o  the  f inancing of the  con- 

2 /  Change i n  domestic cred i t ,  €oreign  assets  and o t h e r  net items over t h e  p r e c e d m g  
s o i i d a t e d   d e f i c i t  of t he  Government. 

twelve months as per  cent of i n i t i a l  money stock.  
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Tabla 4. Cyptur: nalmct of faymantm, 1979-81 

(In aillfonm of Cnptu8 poundal 

1979  1980 1981- 1980  1981 l/ 
I I1 I If k/ 

Export8, f . 0 . b .  
Import8, f.0.b. 

Trade  balance 

fnvi8ible   receiptm 
Of which: 
Tourism r e c e i p t s  

Inv ia lb l e  paymanta 

Inv i r ib l e   ba l ance  

Current  account  balance 
( In  mi:lionr of SDRe) 

Direct invemtmmt 
Private long-term loanr 
Official   long-term  loane 
Short- term  capi ta l  L/ 

Capl ta l   ba lance  
( I n   o i l l i o n r  of SDRa) 

Overall   balance 
(In m i l l i o n r  of SDRs) 

Hemorandm items : 
Current  account balance/GDP 
Balance of TradcIGDP 
Merchandise imports/GDP 
Merchandise  exports/GDP 
T o u r i s t   r e c e i p t a / t r a d c   d e f i c i t  

149.5 
-321.2 

-171.7 

195.1 

50.1 

- 

-96 0 

99.1 

-72.6 
-158.6 

25.0 
8.2 

12.0 
16.0 

61.2 

- 

- 
133.7 

-11.4 
-24.9 

-11.5 
-27.3 

51.1 
23.8 
29.2 

172.7 
-3e1.0 - 
-208.3 

241.9 

70.5 

-114.5 

127.4 

-80.9 
-176.4 

30.0 
15.9 
31.3 

7.2 

84.4 
183.6 

3.5 
7.4 

- 

- 

-10.8 
-27.8 

50.8 
23.0 
33.8 

208.5 
-436.5 

-228.0 

290.3 

96.0 

-137.6 

- 

- 
152.7 

-75. 3 
-151.8 

30.0 
34.0 
26.5 

2.8 

93.3 
185.6 

18.0 
33 .8  

- 

-0.7 
-26.6 

50.8 
24.2 
42.1 

86.1 
-200.1 

-111. 0 

108.6 

26.7 

-53.8 

54.8 

-59.2 
-129.2 

15.0 
2.5 
4.8 
7 . Q  

29.3 
63.9 

-29.9 
-65.2 

- 

- 

-16.2 
-31.1 

54.6 
23.5 
23. b 

86.6 
-180 9 

-94.3 

133.9 

13.8 

-60.9 

68.0 

-21.7 
-47.2 

15.0 
9.4 

27.3 
3.8 

55.1 
119.7 

33.4 
72.6 

- 

- 

- 

-5.7 
-24.6 

47 1 
22.6 
46.4 

106  9 
-215.8 

-108.9 

131.1 

38.0 

-63.6 

67.5 

-41.4 
-85.5 

15.0 
17.4 

-3.5 

28. I) 
59.7 

-12.5 
-25.8 

- 

- 

” 

- 

-10.0 
-26.3 

52.1 
25.8 
34.9 

101.6 
-220.7 

-119.1 

159.2 

58.0 

-70.0 

85.2 

-33.9 
-66.3 

15.0 
16.6 
26.5 

6.3 

64.4 
125.9 

30. S 
59.6 

- 

- 

- 

-7.6 
-26.8 

22.9 
48.9 

l b g .  7 

Sourcer:   Central  Bank of Cyprus,  Bulletin:  data  provided by t h e  Cypr io t   au tho r i t i e s ,  and IMF. In te rna t iona l   F inancia l   S ta t i s t ’ ice .  

- 1/ O f f i c i a l  eetlmatee based on developments through t h e   f i r s t  half  of  the  year.  
- 2 f  I n c l u d i n g   n e t   e r r o r s  and omissions. 
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Fund Relatlons with   Cyprus  

S t a t u e :  

Quota: 

Use of Fund Resources :  

(A0 of Octohr 31, 1981) 

Art ic le  I V ,  

SDR 51 m i l l i o n .  

During  1974-76  Cyprus  purchased i t s  f u l l  
e n t i t l e m e n t   u n d e r   t h e  o i l  f a c i l i t y  
(SDR 30.1 m i l l i o n )   a n d  50 per c e n t  of 
the 1 9 7 6   q u o t a  (SDR 13.0 m i l l i o n )   u n d e r  
t h e   c o m p e n s a t i n g   f i n a n c i n g   f a c i l i t y ;  
i n   J e n u a r y  1979 Cyprus  putchaeed  an 
a d d i t i o n a l  STlR 9.9 m i l l i o n   u n d e r   t h e  
c o m p e n s a t i n g   f i n a n c i n g  f a c i l i t y .   I n  
J u l y  1980 Cyprus   ob ta ined  a stand-by 
ar rangement  fran t h e  Fund i n   t h e  first 
c r e d i t   t r a n c h e ,   a n d  a purchase  of 
SDR 8.5 m i l l i o n  was made i n  August 1980. 

(Fund  holdings  of   Cyprus  pounds)  

h o u n  t 
( I n  n i l  li ons In  per c e n t  

of  SDRs) of   quo ta  

T o t a l  73.5 
Of which: 
C r e d i  t t r a n c h e s   ( i n c l u d i n g  SBA) 4.2 
O i l  f a c i l i t y  8.4 
Compensa tory   f inanc ing  9.9 

144 . 1 

8 . 3  
16.4 
19.4 

Cyprus' r e p u r c h a s e s  due i n  1982  amount 
to  SDR 9.3 m i l l i o n ,   i n c l u d i n g   t h e   e q u i -  
v a l e n t   o f  SDR 5 . 6  n i l l i o n  on  account  of 
the o i l   f a c i l i t y   p u r c h a s e s ,   a n d  
SDR 3.7 mil l ion   on   accoun t   o f   d rawings  
u n d e r  the compensa to ry   f i nanc ing   f ac i -  
l i t y .   R e p u r c h a s e s  made du r ing   1981  
amounted to SDR 9 - 9  m i l l i o n .  

SDR depa r tmen t :  

Direct d i s t r i b u t i o n   o f  
p r o f i t  f rom  gold sales: 

Gold d i s t r i b u t i o n :  

SDR 0.4 m i l l i o n   h o l d i n g s  , e q u i v a l e n t  to 
2.1 p e r  cent  of n e t   c u m u l a t i v e   a l l o c a t -  
i o n s  (SDR 19.4 million). 

Cyprus   r ece ived  USS4.1 m i l l i o n .  

Cyprus   acqu i r ed  22,251.563 f i n e   o u n c e s  
of g o l d   i n  the first fou r   phases .  
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Exchange rate ayeem: Since July 1973 ,  t h e  market  rate for t h e  
Cyprus  paund ham bean  adjuetcd d a i l y  
to m a i n t a i n  i t s  e f f e c t i v e   r e l a t i o n e h i p  
w i t h   t h e   c u r r e n c i e s  of i t s  m a i n   t r a d i n g  
p a r t n e r s .  On December 9 ,  1 9 8 1 ,   t h e  rate 
of Cyprus  pound was LC 1 - SDR 1.991. 

Laat c o n s u l t a t i o n   a n d  Cyprus The las t  c o n s u l t a t i o n   d i e c u s s i o n s   u n d e r  
r e q u e e t  for a stand-by Article IV were h e l d  i n  May 1980   and   t he  
arrangement : E x e c u t i v e   B o a r d   i n   c o n c l u d i n g  t h e  Article 

I V  c o n s u l t a t i o n ,   a l o n g  w i t h  a d i e c u s s i o n  
of t h e   C y p r u s   r e q u e s t  for a etand-by 
a r r a n g e m e n t ,   a d o p t e d   t h e   f o l l o w i n g  
d e c i s i o n s   o n  July  16, 1980: 

a. 1 9 8 0   A r t i c l e  IV C o n s u l t a t i o n  

1. The Fund t a k e s   t h i s   d e c i B i o n   i n   c o n -  
c l u d i n g   t h e   1 9 8 0  Article I V  c o n s u l t a t i o n  
w i t h  Cyprue, i n   t h e   l i g h t  of t h e   1 9 8 0  
Article I V  c o n s u l t a t i o n  w i t h  Cyprus  con- 
duc ted   unde r   Dec i s ion  No, 5392 (77 /63)  
a d o p t e d   A p r i l  29, 1 9 7 7   ( S u r v e i l l a n c e  
Over  Exchange Rate P o l i c i e s ) .  
2. C y p r u s   m a i n t a i n s  a r e s t r i c t i o n  on 
t h e  amount of f o r e i g n   e x c h a n g e  made 
a v a i l a b l e   f o r   t o u r i s t   t r a v e l  as d e s c r i b e d  
i n  SM/80/155. The  Fund n o t e s   t h e   i n t e n -  
t i o n  of t h e  a u t h o r i t i e s  to r e v i e w   t h i s  
e x c h a n g e   r e s t r i c t i o n   w i t h   t h e  Fund b e f o r e  
t h e   e n d  of t h e   p e r i o d  of t he   s t and-by  
ar rangement   p roposed   in   EBS/80/142,  
a n d ,   i n   t h e   c i r c u m s t a n c e s  of Cyprus,  
g r a n t s   a p p r o v a l  for t h e   r e t e n t i o n  of 
t h i s   e x c h a n g e   u n t i l   J u l y   1 6 ,   1 9 8 7 .  The 
Fund hopes   t ha t   Cyprus  w i l l  t e r m i n a t e  
i t s  paymen t s   ag reemen t   w i th   t he  People's 
R e p u b l i c  of China a t  a n   e a r l y   d a t e .  

b. Stand-by  arrangement  

1. The Government  of  Cyprus has 
r e q u e s t e d  a s t and-by   a r r angemen t   fo r  
a p e r i o d   o f   o n e   y e a r   b e g i n n i n g   J u l y   1 6 ,  
1 9 8 0 ,   f o r   a n   a m o u n t   e q u i v a l e n t   t o  
SDR 8 . 5   m i l l i o n .  
2.  The Fund approves t h e  stand-by 
a r rangemen t   a t t ached   t o   EBS/80 /142 .  
3. The Fund w a i v e s   t h e   l i m i t a t i o n  
i n  Article V S e c t i o n  3 ( b )  (iii) of 
the Articles of Agreement. 

Decision No. 6566-(80/155) ,  
adopted  a t  J u l y   1 6 ,   1 9 8 0 -  
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- 

Area (whale irlaad) 
Popula t Zon ( 1980) 
CNp per quota (1980) 

Output by rector i n  1980 
a t  current p r i c e 8  

Primary rec tor8  
A g r i c u l t u r e  

Indue t ry 
M a n u f a c t u r l w  
Cone t r u c t i o n  

GDP a t  factor cost 
Sclvlcee 

Nat iona l   accoun t s  

Private consumption 
Publ ic   consumption 
Gross   inves tment  

Gross   domes t i c   expend i tu re  
Expor t s  of Roods  and services 
Impor ts  of goods   and   s e rv i ces  

GDP at m a r k e t   p r i c e s  

9.25: r q u t e  kilometeto 
S10,800 (whole i r l a r u l  628,500) 
f C  1,SlS or SDR 3,305 

In m i l  lionr I n  per 
of EC cent 

84.4 
7 4 . 3  

235.0 
124.6 
100.1 
375.9 
695.3 

12 .1  
10.7 
33.8 
17.9 
14.4 
54.1 
100.0 

1980 
I n   m i l l i o n s  of 
LC a t  c u r r e n t  
mark t p r i c e s  

504 5 
107 06 
270.0 
882.1 
343.6 

-475.7 
250.0 
- 

S e l e c t e d  economic data ,  average  
change   i n   pe r   cen t  

Average   earn ings  
Retail prices 
Domestic credi t  (end-year data) 
Money and quasi money ( end-yea r   da t e )  
Employment 
Unemployment rate ( i n  per c e n t ;  

yearly ave rage )  

S e l e c t e d   e c o n o m i c   d a t a ,   i n  
per c e n t  of GDP 

Gross n a t i o n a l   s a v i n g  
P r i v a t e  
P u b l i c  

Gross domest ic   fnves tment  
Consol ida ted   cen t ra l   government   budget :  

Domes tic revenue 
T o t a l   e x p e n d i t u r e   ( i n c l u d i n g  

n e t   l e n d i n g )  
Budget  balance 

O v e r a l l   b a l a n c e  
Fore ign  grants 

1978 - 
21.7 

7.4 
24.0 
14.9 

3.4 

2.3 

1978 - 
26.6 
25.3 

1.3 
35.4 

19.6 

28 e 0  
-8.4 

2.7 
-5.7 

I n  per 
c e n t  

67.3 
14.3 
36.0 

45.8 
-63.4 
100.0 

1 1 7  06 

- 

1979 - 
24 09 

9.5 
25.9 
18.5 

3 00 

2.1 

1979 

27.4 
26.6 

0.8 
36.5 

19.6 

27 a9 
-8.3 

2.1 
-6.2 

1979  1980  1981 1/ 
Percen t  age changes 

a t  c o n s   t e n t  
1 9 7 9   p r i c e s  

6.4 4.4 -0.1 
9.1 5.0 4.7 
8.2 -2.4 -2.8 
7.2 2.3 a 

20.7 10.0 8.8 

" 

14.1 4.0 0.7 "- 
85.  4.7  3.2 

1980 

25.5 
13.5 
20.1 
15.9 

1.3 

- 

2.4 

1980 

26.9 

- 

27.4 
-0.5 
34.8 

21 .4 

30.7 
-9.3 

1 .7  
-7 06 

1981 1/ 
" 

18.0 
11.1 2/  
10.0 5/ 
20.2 p/ 

0 . .  

3.0 

1981 1/ 

26.5 
28.0 
-1.5 
33.2 

22.4 

" 

31 e 6  
-9 .2  
1.4 

-7 08 
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External publ ic   debt   (year-end)  4/ 
Of which: 
Central government deb t  

- 
Debt service  payments on e x t e r n a l  

publ ic   debt  am a r a t i o  to  expor t s  
of goodr and services 4/ 

Of which: 
Payment8 on central government  debt 

as a ratio t o   e x p o r t s  of goode 
and s e r v i c e s  

- 

___ Balance of payments, i n   m i l l i o n s  of SDRe 

Exports ,  f . 0 . b .  
Imports,  f .o.b. 

Trade  balance 
Net inv is ib le   paymenu 

Current account  balance 
( In   per   cen t  of CDP) 

Long-term c a p i t a l  
Short-term cap i t a l ,  inc luding  

e r r o r s  and omissions 
Overall balance 

Gross o f f i c i a l  reserves (year-end) 
Months  of imports ,  c.i.f.  equ iva len t )  

SDRICyprus pound exchange 

U.S. d o l l a r  /Cyprus pound 
rate (end of per iod)  

exchange rate (end  of per iod)  

APPENDIX I1 

- 1978  1979  1980  1981 I/' - - " 
17.1 l6.b  19.1 25.2 

10.3 10.1 12.7 15.6 

3.5 4.8 5.6 6.6 

1.5 1.8 2.6 3.8 

261 a 1  326.7 376 0 419 3 
-546.6 -701.8  -829.6  -877.1 
-285.5 -375.1  -453.6  -457.8 

160 1 216. 5 277.2  306.0 
-125.4  -158.6 -176.4 -151.8 

-11.5  -11.5 -101 3 -8.7 
115.2  98.7 73 e6 89.9 

18.6  35.0 10.8 2.8 
8.4 -24.9 7.4 33.8 

282 D O  284 a 0 305 a 0  387.3 51 
5.5 4.3 4.0  4.8 71 - 

2.1as 2.196 2.149 2.008 51 - 
2.847  2.893  2.741  2.311 51 - 

Source:  Data  provided by t h e   C y p r i o t   a u t h o r i t i e s  and s t a f f  estimates. 

L 
11 Estimate 6 .  

L 31 September  1981. 

51 October  1981. 

- 21 August  1981. 

- 41 Central   government  (excluding IMF credi t s )   and   semi-publ ic   o rganiza t ions .  - 


