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ECONOMIC AND EMPLOYMENT SNAPSHOT

The economic outlook is positive
despite a challenging context

Economic growth in Cyprus slowed in
2023 following buoyant growth in
2022 (1). After hitting 5.1% in 2022, GDP
growth slowed but remained dynamic at
2.5% in 2023. It is expected to continue this
strong performance and grow by 2.8% in
2024 and 2.9% in 2025. Domestic demand is
expected to remain the main driver, with
both consumption and investment growing
strongly. Household spending is supported
by rising employment and wages. In
addition, growth benefits from investment in
both private and public projects, mainly in
construction. Net exports were a drag on
growth as imports continued growing more
strongly than exports as a result of high
demand for imported goods. Net exports are
expected to remain weak in the medium
term due to the economic uncertainty in
many trading partners and a strong demand
for imports.

Private investment is not expected to
increase in the short term. In 2023, private
investment in Cyprus was somewhat below
the EU average (18.6% of GDP against the EU
average of 19.2%). A unique feature of
private investment in Cyprus is that the
share of household investment is
proportionally higher than anywhere else in
the EU. Households account for close to half
of all investment in Cyprus, double the EU
average. Investment activity in Cyprus is
mainly concentrated in the construction
sector, reflecting the strong demand for
housing. Foreign investment is increasing in
many sectors, helping the economy to

(¥ The cut-off date for the data used to prepare the 27
Country Reports was 15 May 2024.

diversify, but remaining particularly strong
and increasing in real estate. By contrast, the
level of productivity-enhancing investment,
including research and development, is still
low. This is not projected to increase, which
may undermine the long-term
competitiveness of the country (see Annex
11).

Export growth has slowed and the
composition of exports is changing.
Revenues from total exports of goods and
services remains almost stagnant in 2023,
following a strong annual growth of around
20% in the previous two years, in a context
of a post-covid recovery of external trade.
However, positive trends in certain sectors,
notably services, continued. In particular, the
tourism sector bounced back significantly in
2023, reaching about 97% of the arrival
levels in 2019. Export revenues related to
tourism recorded an annual increase of more
than 20% in 2023. At the same time, exports
of other services, such as legal and
accounting, fell sharply, especially at the
beginning of 2023, mainly due to further
consequences of Russia’s war of aggression
in Ukraine. However, the trends to diversify
the economy and to increase exports of new
service sectors continue. ICT and
professional services have played a
significant role in this development, with
their shares in exports of services having
increased from around 21% in 2016-2019 to
close to 40% in 2023 (CBC, BoP statistics).
The share of gross value added by services
(excluding sectors related to tourism and
public services) increased from an average of
almost 53% in the period 2016-2019 to
around 61% in 2023.

The current account deficit has
deteriorated, reflecting some
vulnerabilities in Cyprus’' economy. The
current account deficit widened from 7.9%
in 2022 to 12.1%% of GDP in 2023. The
sharp deterioration of the external balance
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highlights the dependency on imports of oil,
raw materials and consumer goods. The
improvement expected in the overall current
account performance is still below target.
The high current account deficit is also
related to resilient consumer spending,
contributing to the historically low saving
rate in Cypriot households. At the same time,
foreign-owned companies, which continue to
provide a significant boost to exports of
services from Cyprus, contribute to the high
and growing primary income deficit since
they repatriate their profits. Moreover, the
excessive profits of the mostly foreign-
owned banking sector pushed primary
income deficit above 10% in 2023.

Graph 1.1: Read GDP growth breakdown
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Inflation has started to fall. Following a
peak of 8.1% in 2022, inflation dropped to
3.9% in 2023, thanks to the fall in energy and
food prices and easing supply-side
disruptions. It is expected to slow further in
2024 and 2025 as pressure from high energy
prices abates. However, core inflation is
expected to be slightly (0.5 pps) higher,
which can be partly linked to wage
indexation. Real wages rose by 2.4% in 2023
and are set to continue increasing by 1.4% in
2024. This follows a decade of low wage
growth, amid low productivity gains.

Public finances continue to improve, and
public debt has fallen swiftly. Following
the challenging years of the COVID-19
pandemic, Cyprus’s budget balance
recovered quickly and turned positive in
2022, recording a general government

surplus of 2.7%% of GDP. The surplus rose to
3.1%% of GDP in 2023 and is projected to be
2.9% of GDP in 2024-2025. Debt has been
falling steeply since peaking at close to 115%
of GDP in 2020. Debt is now expected to fall
below 70% of GDP in 2025. However,
healthcare costs and ageing are expected to
be a drag on public finances in the future.
Healthcare costs are projected to rise by 0.8
percentage points (pps) of GDP by 2070,
against the EU average of 0.6 pps (see Annex
16). Overall, the risks to fiscal sustainability
are low in the short term, medium in the
medium term, and low in the long-term,
according to the Commission’s debt
sustainability analysis.

Macroeconomic vulnerabilities relating to
private, public and external debt remain,
but continue to recede. An in-depth
review (¢} was carried out as part of the
macroeconomic imbalance procedure earlier
this year. It found that both household and
non-financial corporate debt-to-GDP ratios
continued falling in 2023 but remain high.
However, corporate debt is inflated by the
debt of Special Purpose Entities (SPEs),
which pose limited risks to the economy. The
decline in the stock of non-performing loans
held by banks over the last years has been
significant. Action to resolve these loans held
by the credit acquiring companies is
expected to bring down private debt further.
The government debt ratio is decreasing
swiftly, mainly thanks to the high budgetary
surplus. The current account deficit
remained high in 2023 due to the
repatriation of profits, continued robust
domestic demand and additional temporary
factors, such as energy prices and ship
registration. The deficit is expected to
improve only slightly this year and next. The
very negative Net International Investment
Position (NIIP) is also inflated by the
presence of SPEs. The NIIP, which is
currently falling thanks to high nominal GDP
growth, is set to deteriorate in the medium
term unless the current account improves
markedly.

(?) See SWD(2024) 81 final.
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Cyprus’ competitiveness in brief

Cyprus records mixed performance on competitiveness, making no significant progress since
2022 and the pre-pandemic years. The country performs well on exports of professional, ICT and
tourism services and in attracting foreign investment. It is well integrated into the single market
and is taking further action to boost its performance. Cyprus' recovery and resilience plan
comprehensively tackles several challenges related to improving the business environment. The
measures include reducing red tape in the public sector, streamlining permitting procedures,
improving the efficiency of public administration, boosting the effectiveness of the tax system,
promoting a robust anti-corruption framework, tackling the issue of non-performing loans and
creating incentives for innovation.

However, the following competitiveness challenges remain:

o sKkills mismatches, a decline in basic skills and a low level of digital skills which hold
back productivity, knowledge valorisation, labour supply and the green and digital
transitions;

o insufficient access to finance for companies, especially outside the monetary and
financial institution sector, and access to private investment in manufacturing and
innovative businesses are limiting the potential for growth;

o insufficient roll-out of renewable energy and the delayed transition to a circular
economy pose risks to energy autonomy and efficiency and could potentially undermine
the long-term competitiveness of the country.

highest in the EU (see Section 3 and Annex
15). These trends undermine Cyprus’
capacity to achieve the twin green and digital
. . transition and to diversify its economy.

Despite positive developments, ty Y
labour market and social cohesion

challenges persist

Cyprus is doing relatively well in
implementing the principles of the
European Pillar of Social Rights, but not
on all fronts. The gender employment gap

Labour market performance has been
strong, but challenges persist, notably in
terms of skills mismatches and basic
skills. The employment rate reached a peak
of 78.9% in 2023 and is well above the EU
average. This puts Cyprus on track to meet
its national 2030 employment target of 80%.
The unemployment rate fell to 6.1% in 2023
and is set to fall further in 2024 and 2025.
Labour shortages in the green sector, in
construction, science, technology,
engineering, and mathematics (STEM)
occupations and in nursing staff are
increasing. However, Cyprus has one of the
lowest shares of STEM students in the EU (11
vs EU 25.4%) (see Section 3). Digital literacy
in Cyprus (49.5%) also lags significantly
behind the EU average (55.5%). The 2022
OECD PISA report highlighted that the rate of
underachievement among Cypriot students
in basic skills is rising and is one of the

(9 pp in 2023) is below the EU average (10.2
pp), and the gender pension gap is one of the
widest in the EU (at 36.7% in 2022, against
the EU average of 26.1%). The share of
young people not in employment, education
or training fell in 2023, but it is still above
the EU average (see Annex 14). Public
funding for long-term care is less than one
fifth of the EU average, which forces families
to find alternative care solutions and limits
the employment rate, notably for women,
which is currently 74.6%. Similarly, the
limited availability of childcare services
greatly reduces women’s employment rate,
including older women, and their capacity to
build up pension rights. The employment gap
between people with and without disabilities
has been above the EU average since 2021. In
general, the risk of poverty or social
exclusion is low in Cyprus, but higher for
disadvantaged groups, such as people with
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UN Sustainable Development Goals (SDGs)

Cyprus continues to make progress in almost all SDGs, and is above the EU average and
continues to make progress in 7 of them, thus is achieving ‘No poverty’ (SDG 1), ‘Zero hunger’
(SDG 2) ‘Good health’ and ‘Well-being’ (SDG 3), ‘Clean water and sanitation’ (SDG 6), ‘Reduced
inequalities’ (SDG10), ‘Life below water’ (SDG14) and ‘Life on land’ (SDG15). Cyprus is
making progress on all SDG indicators related to macroeconomic stability (SDGs 8, 16, 17).
However, efforts need to be stepped up to close the gap with the EU average on all of them.
Even though Cyprus’s overall performance in relation to ‘Gender equality’ (SDG 5) is worse
than the EU average, Cyprus is performing better on gender employment rate and pay gap
(see Annex 14). Related to environmental sustainability, Cyprus’s performance is not
improved in relation to ‘Sustainable cities and communities’ (SDG 11), while it still needs to
catch up with the EU average on ‘Affordable and clean energy’ (SDG 7) and ‘Responsible
production and consumption’ (SDG 12) (see Annex 6).

Out of the 17 indicators, 10 SDGs remain below the EU average. Besides those highlighted
above, these relate to Fairness (SDGs 4 and 5) and Productivity (SDG 9).

disabilities and people born outside the EU.
Vulnerable groups also

face persistent barriers to accessing the
labour market and finding quality
employment. This also limits employment
and productivity, including in the
development of the social economy. Despite
recent improvements, energy prices for
heating and cooling houses and for private
transport fuel are high in Cyprus (see Annex
8). 19.2% of people stated that they could
not properly heat their homes in 2022 (EU
average 9.3%).

of energy efficiency measures with the
support of several EU funds (see Annex 7).

The transition to sustainable public
transport is still in its infancy and the
number of electric vehicles and charging
stations remains very low (see Annex 6).
Cyprus is at risk of missing both the 2025
targets for municipal waste (55%) and
packaging recycling (65%), with a waste
recycling rate of only 15.3% in 2021 (see
Annex 9). Cyprus also has a high degree of
vulnerability to climate change. The national
adaptation policies and measures planned

are insufficient to tackle these vulnerabilities
(see Annex 6).

Cyprus is facing significant
challenges in transitioning to a more
sustainable economy.

Cyprus is making progress in its
transition to a green economy and energy
autonomy, but it faces notable obstacles
and delays (see Section 3). Despite the
significant steps taken to accelerate the roll-
out of renewable energy and to improve
energy security, substantial challenges
remain for Cyprus. According to the draft
updated National Energy and Climate Plan
(NECP) Cyprus needs to increase its targets
for reducing greenhouse gas emissions and
for adaptation to climate vulnerabilities and
risks. The country has implemented a series
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IMPLEMENTATION OF KEY REFORMS AND

INVESTMENTS USING EU INSTRUMENTS

Funding from the Recovery and
Resilience Facility (RRF) and cohesion
policy are mutually reinforcing Cyprus’
efforts to boost competitiveness and
stimulate sustainable growth. In addition
to the EUR1.2 billion of RRF funding
described in Annex 3, cohesion policy
provides Cyprus with EUR 968.6 billion for
the 2021-2027 period. Combined support
from these two instruments is equivalent to
around 7.34% of the country’s 2023 GDP,
well above the EU average of 5.38% (see
Annex 4).

Under its recovery and resilience plan
(RRP), Cyprus has launched important
policy measures that are expected to
boost the country’s competitiveness. In
particular, the plan envisages major reforms
in policies spanning justice, anti-corruption,
the job market and renewable energy
sources. Cyprus has also made substantial
investments in its public health and public
education system, in energy renovation of
buildings, digital transition of the public
sector and in protecting forests from
wildfires.

The implementation of Cyprus’ recovery
and resilience plan is underway, however
timely completion requires increased
efforts. Cyprus has one complete payment
request so far, while the Commission is
currently working in collaboration with the
Cypriot authorities to assess a second
payment request, including the second and
third instalments. The first payment request
corresponded to 14 milestones and targets in
the plan and resulted in the disbursement of
EUR 85 million on 2 December 2022. As of
mid-May 2024, EUR 262.7 million have been
disbursed to Cyprus under the RRF (see
Annex 3). The high number of remaining
milestones and targets call for addressing
emerging delays while strengthening
administrative capacities to ensure that

reforms and investments can be completed
on time.

Cohesion policy funding contributes to
tackling Cyprus’ growth and
competitiveness challenges and aims to
reduce the country’s regional and social
disparities. During the 2014-2020 cohesion
policy programming period, support focused
on research and innovation, energy
efficiency, environmental protection and
education. For the current 2021-2027
programming period, support focuses on
developing a competitive and innovative
growth model, facilitating the transition to a
circular economy, promoting sustainable
urban transport, accelerating the energy
transition, providing quality social services
and making progress on the digital
transition.

A lighter administrative burden and
a better business environment

The RRP funds action to improve the
efficiency of the public administration.
For instance, Cyprus digitalised key
workflows for public services and will
provide 70 new public services by 2026.
Under the RRP, Cyprus brought in new
performance evaluation criteria to improve
the efficiency of the public sector. In
addition, it adopted an action plan to
modernise human resources management in
the civil service.

Under the RRP, Cyprus has taken steps to
increase the efficiency of permitting
procedures. For example, it upgraded its
digital platform for building permits to
streamline the application process for the
authorities. As of June 2023, businesses can
access a new digital platform to request
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permits for renewable energy, such as solar
power. As a result, the reform cut the
administrative burden in setting up solar
parks by an estimated 50%. Streamlining the
permitting procedures in Cyprus accelerates
the roll-out of renewables. This is a partial
response to the related country-specific
recommendation on accelerating the
deployment of renewables by further
streamlining permitting procedures in
Cyprus.

Measures to improve the effectiveness of
the tax system are underway. These
include digitalising tax services, and easing
the administrative burden to improve tax
compliance. A reform to reduce aggressive
tax planning has also started and the
authorities are tackling issues hampering the
effectiveness of the new framework. The
planned investment in modernising the
customs and electronic payment system in
2024 should simplify and accelerate customs
procedures, reduce administrative costs and
make revenue collection more efficient.

Under the RRP, Cyprus took measures to
improve its anti-corruption framework. In
February 2022, Cyprus passed a law to
protect whistle-blowers reporting fraud and
corruption. In March 2022, it adopted a set of
anti-corruption measures, including a law
setting up the independent authority for
anti-corruption. Cyprus also took steps to
use blockchain technology and to protect
traditional Cypriot products (such as dairy,
honey and spirits) against fraud.

Cyprus took steps to tackle the long-
standing issue of non-performing loans. In
July 2022, Cyprus adopted two laws, putting
credit servicers under the Central Bank’s
regulation and supervision, and giving digital
access to credit servicers and credit
acquiring companies to the Land Registry.
This will improve the operating environment
for managing non-performing loans. In
December 2023, Cyprus amended the law
governing the sale of properties to facilitate
the swift transfer of property rights from
lenders to buyers as soon as the contractual
obligations of a transaction are met. The
sense of ownership incentivises buyers to
continue servicing their loans and partly

responds to the related country-specific
recommendation for Cyprus.

Making use of multiple funding sources,
Cyprus has taken steps to improve
support for research and innovation.
Cohesion policy funds have helped facilitate
active cooperation between business and
research institutions and boosted the income
of researchers across the country. Although
challenges remain, the RRP includes reforms
that aim to attract investment in and people
to work in research and innovation through
tax incentive schemes and collaboration
between research institutes and public
universities to create new education
programmes. Under the RRP, Cyprus also
committed to increasing research and
development funding for businesses, with a
focus on small and medium businesses and
start-ups.

Unlocking investments in the energy
transition

Cyprus is taking important steps to
accelerate the energy transition and to
end its isolation from the European
electricity grid. The RRP includes
investments in developing the Great Sea
Interconnector, which will bridge the
national electricity grids of Greece and
Cyprus. This infrastructure will enable the
take-up of more renewable energy sources,
which will be boosted by further action
under the Just Transition programme.
Complementary investments in developing
the Great Sea Interconnector are also
planned under other EU funds, such as the
Connecting Europe Facility.

Cyprus has taken a series of energy
efficiency measures, thanks to support
from several EU funds. Cyprus has made
progress in improving the energy efficiency
of a significant number of private and public
buildings, for instance through a scheme for
small and medium businesses and non-profit
organisations. The scheme focuses on
reducing energy consumption in buildings by
at least 30% by 2025. Under the RRP, Cyprus
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upgraded the energy efficiency of 405
schools.

Investing in people to boost
economic growth and resilience

Cyprus has implemented reforms and
investments to tackle skills mismatches,
improve productivity and promote
inclusiveness. Under the RRP, Cyprus
adopted an action plan to develop digital
skills across the entire population. In
addition, the RRF and the European Social
Fund have supported training initiatives for
over 150 000 people in Cyprus. It has also
taken steps, with support from the Technical
Support Instrument (3), to improve the
integration of migrants by creating
intercultural networks, which promote
training and job opportunities. In addition,
the European Social Fund Plus helps fund the
employment of vulnerable groups of the
population.

Making effective use of multiple funding
sources, Cyprus has taken steps to
stimulate youth employment and help
young people join the labour market. For
example, the European Social Fund funded
placements for over 8 800 young people in
traineeships and jobs during the 2014-2020
programming period. Cyprus also combines
RRP measures to provide over 5500 young
people who are not in employment,
education or training with coaching and
career guidance. This lowers the barriers for
young people seeking to join the labour
market.

Cyprus is implementing RRP measures
that aim to improve the education
prospects for the most vulnerable people.
In 2023, Cyprus inaugurated the first of four
public childcare centres currently being built
with the aim of meeting the needs of
vulnerable families, including parents
working in industrial areas. This helps

(3) 1.Enhancingstructures and policies for intercultural
integration in Cyprus, SRSP2020/257, TSI2023/105.

Cyprus tap the economic potential of parts of
the population who have a lower
employment rate, such as women. Cyprus
has also started building a technical school in
Limassol to increase the capacity, quality and
attractiveness of vocational education and
learning. Works have also started to upgrade
two of the nine public schools for children
with special needs.

The RRF and cohesion policy funds
support investment in modern medical
and housing infrastructure to improve
the quality of and access to health and
long-term care. Under the RRP, Cyprus is
focusing on modernising and increasing the
capacity of two thirds of public hospitals, on
procuring equipment, and on rolling out
digital and interoperable e-health services.
Complementary investments in digital health
services and applications are also envisaged
under the cohesion policy funds for the
period 2021-2027. In addition, Cyprus is
implementing an RRP measure to build or
renovate at least 18 houses for people in
need of long-term care, and for other
beneficiaries.
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Combined action to boost the impact of EU funds
To boost economic growth and maximise the impact of EU funding, Cyprus’ RRP
includes reforms that support investment under other EU instruments, creating
important synergies and complementarities between the different funds. For
example, to stimulate investment in the country, an RRF-funded reform is developing
a new system to simplify the licensing and permitting procedures for strategic
investments, including in health, education, social care, tourism, environment and
energy. This eases the administrative burden, streamlines procedures and will

greatly increase the take-up of cohesion policy and other EU funds, given the limited
human resources in Cyprus' public administration.
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FURTHER PRIORITIES AHEAD

Cyprus faces challenges related to its
business environment, fiscal and financial
sustainability, skills mismatches and poor
performance on basic and digital skills,
the green transition and energy
efficiency. Tackling these challenges will
help boost Cyprus’s long-term
competitiveness and make its economy more
resilient. It will also help make further
progress in achieving the UN Sustainable
Development Goals (SDGs).

The policy assessment under the
macroeconomic imbalances procedure
suggests that Cyprus is making progress
on tackling its vulnerabilities. In December
2023, Cyprus took several measures to help
resolve non-performing loans (NPLs). Full
and swift implementation of the recovery
and resilience plan and the measures to
diversify the economy and the green
transition are expected to further expand
exports and ease the country’s over-reliance
on oil imports. However, additional efforts
would be needed to create investment
opportunities in sectors that would increase
Cyprus’ growth potential.

It is important to tackle the challenges
both at national and at regional level to
reduce regional disparities and boost the
administrative and investment capacity in a
balanced way across the country.

Cyprus’ economic transformation
requires a supportive business
environment

High and rising levels of foreign
investment are changing Cyprus’s
economic model; so far with only a
limited impact on the economy’s growth
potential. Policies to promote company
headquartering have borne some fruit in

attracting new investments and diversifying
the economy. In some sectors such as retail,
the presence of foreign companies has given
a boost to competition and some know-how
transfer can also be expected in technology-
intensive markets in the future. The stock of
foreign direct investment today exceeds the
country’s GDP by over 15 times and dynamic
sectors such as ICT have greatly contributed
to value added. However, a very high share of
foreign investment focuses on special
purpose entities (SPEs). These are typically
ship-owning companies registering (and
deregistering) ships or financial and holding
companies with no real economic activity in
Cyprus, and thus with a low impact on
economic output (*). Another high share of
foreign investment is channelled to existing
companies and activities such as real estate,
which does not expand the productive
capacity of the economy. Overall, the high
and increasing number of foreign companies
in Cyprus is not yet proportionally reflected
in an increase in productivity and
competitiveness.

Dependence on certain types of foreign
investment may compound the economic
vulnerabilities. The profits generated by
foreign companies are not reinvested but
tend to be repatriated abroad. This outflow
of profits not only drives up the external
deficit but it also leaves longstanding
domestic investment needs unmet. At the
same time, high dependency on foreign
investments attracted by low taxes and
special tax regimes also entails risks related
to aggressive tax planning and anti-money
laundering. Cyprus’ recovery and resilience
plan includes a number of measures to
improve the business environment, for
example by limiting aggressive tax planning,
but a more holistic approach to tackle these
issues is not yet in place.

(4) Seethe 2024 in-depth review for Cyprus.
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Cyprus’ capital market remains
comparatively small with a limited role in
financing domestic companies. The market
funding ratio was only 22.8%, significantly
lower than the EU average of 50.8%,
although it has steadily increased in recent
years. According to the Association for
Financial Markets in Europe, Cyprus has the
lowest share of non-financial corporation
bond and equity issuance of total non-
financial corporation financing. It also has
one of the worst indicators tracking the value
of venture capital investments against GDP in
the EU-27.

Administrative capacity limits the
potential for reform. The strategic
document, Vision 2035, adopted in 2022, is a
long-term strategy to transform Cyprus’
economic model and is currently being
carried out(5). The administration often
faces challenges in moving from strategies
and action plans to performance-based
implementation with specific targets and
measurable outcomes. This can be linked to a
lack of human resources and specific skills,
but also to organisational weaknesses to plan
effectively and ensure financing and business
continuity. Public investment decisions are
still mainly driven by financing opportunities
without mapping the country's long-term
investment needs for infrastructure and
know-how. The recovery and resilience plan
tackles these issues to a certain extent as it
includes measures to boost the capacity and
efficiency of the public administration. The
government's long-term strategy includes
actions and targets to that end, which still
need to be carried out.

The administrative burden is a brake on
competitiveness. The percentage of firms
reporting regulation as a major obstacle to
investment is not only well above the EU
average, but it has also increased in Cyprus
(see Annex 12). Despite the efforts made to
improve the overall efficiency and
effectiveness of the public procurement
system, challenges persist, particularly in the
areas of competition and strategic

(5) A-long-term-strategy-for-sustainable-growth-for-
Cyprusa.pdf (ccci.org.cy)

procurement (see Annex 12). Difficulties
persist in enforcing the rule of law and
accelerating the resolution of pending court
cases () (see also Annex 13).

The independence and accountability of
the prosecution service remain weak.
Concerns relate to the Attorney General’s
dual role as legal adviser to the government
and head of the prosecution service, with
broad discretionary powers not subject to
any review. The need to strengthen the
independence of prosecution has been
highlighted in the past, but these weaknesses
have not yet been tackled. This may
undermine the effectiveness of the criminal
justice system and the broader anti-
corruption framework and  business
environment.

The governance of state-owned
enterprises (SOEs) requires further
strengthening. In recent years, some policy
measures were taken to improve the
financial oversight of public entities, but SOE
performance monitoring and planning is
undermined by the lack of a complete
inventory and no obligation to conduct
regular reporting. Action is also needed to
improve important aspects of corporate
governance such as merit-based nomination
of boards, ownership policy, performance-
based management, transparency and
accountability of financial performance.
Against this background, there are concerns
about the quality and prices of services in
sectors dominated by SOEs, such as the
electricity sector. The Ministry of Finance has
received technical assistance from the
International Monetary Fund to refine the
current SOE governance framework. The
technical assistance project was concluded in
September 2023 and the  specific
recommendations issued are expected to be
translated into a comprehensive reform.

() IMF Article IV 2023 Cyprus staff report.
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Safeguarding fiscal and financial
resilience remain priorities

Despite recent progress, sound
government finances remain a priority in
the coming years. The current and
projected budget surplus is partly due to
temporary factors, such as the withdrawal of
post-pandemic  and  energy  support
measures, but also due to growth driven
taxes, such as on strong consumer spending,
and the resolution of past tax cases. The
inflow of foreign investment also gave a
boost to revenue from corporate income
taxes. Measures to expand the tax base, such
as self-compliance, transparency and
fairness in the tax system, remain
challenging. Spending increases are expected
to continue in the health and social sectors,
and for public administration wages.

Cyprus’ debt sustainability risks are low
in the long run () and ageing-related
costs are not yet a major concern (8).
Pensions are projected to increase by 2.7 pps
by 2045, but from a relatively low level
(against the EU average) (8.2% of GDP).
Spending on health is projected to increase
by 0.5 pps of GDP over the same period.
Spending on long-term care remains very
low (0.2% of GDP), with no measures in
place to date. The authorities are preparing
an action plan to improve these services.
Further pressure on government finances
from an ageing population cannot be
excluded in the long run. Reforms to improve
health and pension spending are ongoing,
but the timing and the scale of their impact
on government finances is unclear at this
stage.

Cyprus could take action to strengthen
the Independent Fiscal Institution. The
mandate of the Cyprus Fiscal Council focuses
on monitoring the rules for government
finances and assessing and endorsing
macroeconomic and budgetary forecasts.

(7) 2024 debt sustainability monitor.

(®) 2024 ageingreport.

However, the nomination and appointment
procedure are under the responsibility of the
government, which appoints the Board. The
secretariat is staffed by government officials
on secondment to the Cyprus Fiscal Council
and staff numbers are limited by law, which
has an impact on the independence and
analytical capacity of the institution.

Private-sector debt has fallen
significantly in recent years, a trend that
is expected to continue. Private debt
remains high at 199.6% of GDP in 2023.
Excluding SPEs, private debt in Cyprus
totalled 157% of GDP in [Q2] 2023 (°). It has
fallen sharply in recent years and is
projected to keep falling in 2024 and 2025.
Despite the high inflation, high interest rate
environment, the overall quality of loan
portfolios has been relatively resilient. The
risk of asset quality deterioration is
mitigated by ample liquidity in the banking
sector, improving profitability and sufficient
capital buffers to withstand shocks.
However, Cyprus still has one of the highest
ratios of non-performing loans in the EU (4%
in September 2023), above the euro-area
average of 1.8%.

Taking further action to tackle non-
performing loans remains a priority.
Banks have made significant progress in
reducing their portfolios of legacy non-
performing loans, for example by sales to
credit-acquiring companies and the public
Asset Management Company (KEDIPES).
However, these transfers still burden the
economy through private indebtedness. The
process to resolve non-performing loans
through repayment by borrowers has been
slow and frequent suspensions of
foreclosures have delayed plans to
restructure loans. To maintain payment
discipline and give lenders leverage over
uncooperative borrowers, it is essential to
bring in an effective foreclosure framework.
The new legislation package adopted in
December 2023 improves transparency in
loan resolution and will make it easier and
faster to restructure non-performing loans
by bringing in an out-of-court procedure

(9) See also the 2024 in-depth review for Cyprus.
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through the Financial Ombudsman. The
Mortgage-to-Rent Scheme, designed to
protect homeowners' primary homes, also
came into effect in December 2023, making it
easier for vulnerable borrowers to
restructure their loans. The scheme is at an
early stage of implementation, but its impact
on reducing the overall legacy of household
non-performing loans is expected to be
minimal as it is above all a social scheme.

Skills challenges are a major
obstacle to long-term
competitiveness

Poor performance in basic skills, the low
rate of science, technology, engineering
and mathematics graduates, and the
declining rate of adults enrolled in
training are the main challenges to tackle
skills mismatches and labour shortages.
The rate of underachievement of Cypriot
students in reading, mathematics and science
has steadily worsened since 2012, ranking
among the worst in the EU. The 2022 PISA
report highlights a further decline in
performance across all socio-economic
groups since the previous results in 2018
(see Annex 15). Cyprus has not developed a
coherent and coordinated provision of
teacher education, including high quality
initial teacher education, systematic support
for  beginning teaching staff and
individualised  career-long  professional
development. Additionally, the development
and implementation of competence-based
teaching methods such as the adoption of
curricula reforms focused on developing key
competences along with fostering a culture
of evaluation is still lagging. For the period
2022-2032, demand for jobs in STEM
occupations will constitute 40% of total
demand, far exceeding the supply of
graduates, particularly among women.
Cyprus' labour market is also characterised
by the limited integration of scientific talent
in the workforce, with the share of
researchers in both public and private-sector
employees significantly below the EU
average. The share of people enrolled in
adult learning fell from 44.8% in 2016 to

28.3% in 2022. The take-up of vocational
education and training is also still below the
EU average (see Annex 14), which is another
brake on competitiveness and economic
diversification. In addition, the rate of
learning digital skills has plateaued,
exacerbating skills mismatches and labour
shortages. It is crucial to Cyprus' future
prosperity to provide a skilled and adaptable
workforce able to meet industry needs.
These are also bottlenecks to higher wage
growth. Cyprus has had a decade of low wage
growth. Although a minimum wage has now
been brought in, overall wage growth is
expected to remain weak.

Progress on the green transition in
Cyprus is slow

Cyprus is not on track to reach its 2030
effort sharing target, which is to reduce
greenhouse gas emissions in the effort
sharing sectors by 32% in 2030 from
2005 levels. Reliable long-term strategies
and investments are the cornerstone for
achieving the economic transformation
needed to reach the EU’s climate-neutrality
objective where research and innovation
could play an essential role. Energy poverty
remains a challenge in Cyprus, despite recent
improvements. Although the share of the
population unable to keep their homes
properly warm fell from 28.3% in 2015 to
19.2% in 2022, it is still more than double
the EU average (9.3%).

Accelerated action on sustainable
mobility remains a Kkey priority. The
transport sector accounts for the highest
share of energy consumption and it
increased its final energy consumption by
12.2% (see Annex 7). Cyprus lacks railways,
which means that all domestic freight is
transported by road. In addition, public
transport is only used for 13% of passenger
travel (see Annex 6). The measures set out in
the recovery and resilience plan on energy
and transport, particularly focusing on
energy efficiency and electric transport, are
moving in the right direction. However, alone
they are not enough to bridge the remaining
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gaps, notably in the transport sector. The
country is still among the EU’s worst
performers on its electric passenger fleet
distribution (see Annex 5).

Despite recent improvements, significant
challenges remain to wupgrade the
electricity grid and roll out renewable
energy. The main challenges are Cyprus’
reliance on petroleum products, which are
entirely imported and used to meet over
80% of its energy needs, and the state of the
grid, which needs upgrading and expanding.
The share of renewable energy in the
electricity mix in Cyprus was 17% in 2022.
The draft upgraded national energy and
climate plan projects renewable electricity
generation to reach 31.5% by 2030.
Additional investments are needed to
improve and modernise the grid, including
grid-scale and small-scale storage. This will
be crucial to integrate the additional
renewable capacity without creating grid
stability issues.

Since late 2021, Cyprus has taken
horizontal and targeted measures to
cushion the impact of rising prices. These
measures included reducing VAT on
electricity, subsidies for renewables and
energy efficlency measures, lump-sum
payments for vulnerable groups, reduced
excise duties on fuels, support for the
agricultural sector, subsidised electricity bills
and zero VAT rates on basic goods. Most of
the measures were phased out in 2023; only
the subsidised electricity bills and the zero
VAT rate on basic goods remain in force until
the end of June 2024.

The pace of Cyprus’ transition to a
circular economy is too slow to achieve
the goals set out in the EU circular
economy action plan (Annex 9). Cyprus is
at risk of missing the 2025 targets for both
municipal waste and packaging recycling
(55% and 65%), despite additional measures
on household and landfill waste and the
action taken to improve recycling and user
awareness (see Annex 9). On this front, the
priorities for Cyprus are waste management
and the use of circular materials in industry
and construction.

Cyprus has a high degree of vulnerability
to climate change; its national adaptation
policies and measures are insufficient.
Cyprus is experiencing high anthropic
pressure on habitats and ecosystems,
especially in coastal zones. It has
comparatively low levels of rainfall and high
temperatures, which contribute to the
highest level of water stress in the EU (see
Annex 6). Agriculture is the industry that
consumes the most water in Cyprus. The
effects of climate change subject soil to
additional degradation and desertification,
resulting in lower crop yields. Given the
changing  climatic = conditions,  water
management will need to be prioritised to
manage the risk of electricity disruption as
floods, heat and drought have an impact on
energy production. Cyprus is one of the six
worst performers in the EU on private
insurance coverage against damage from
climate hazards. Only 5% of Cyprus’s
economic losses between 1980 and 2020
were insured. The country’s approach to
climate change adaptation is mostly non-
binding for the moment. It will be crucial to
improve institutional arrangements to boost
climate resilience and long-term
competitiveness.
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The mid-term review of cohesion policy funding for Cyprus

The mid-term review of cohesion policy funding is an opportunity to assess cohesion policy
programmes and tackle emerging needs and challenges in EU Member States and their
regions. Member States are reviewing each programme taking into account, among other
things, the challenges identified in the European Semester, including in the 2024 country-
specific recommendations. This review forms the basis for a proposal by the Member State
for the definitive allocation of 15% of EU funding included in each programme.

Cyprus has made progress in implementing cohesion policy programmes and the European
Pillar of Social Rights, but challenges remain as outlined in this report, including Annexes 14
and 17. In particular, there is still a socio-economic divide in Cyprus between urban and non-
urban areas. In this context, it is important to continue implementing the planned priorities,
focusing on:

)] the energy transition, including renewable energy, storage solutions and energy
efficiency;
(ii) the circular economy and improved water management, especially wastewater

treatment to comply with the Urban Wastewater Treatment Directive and
environmental protection;

(iii) sustainable urban transport;

(iv) activation and skills development based on the comprehensive active labour
market strategy to enable people join the labour market and promote the social
integration of vulnerable groups, including people not in employment, education
or training, women and persons with disabilities;

) strengthening implementation of individual learning accounts (ILAs) and
implementing the European Child Guarantee;

(vi) providing quality and affordable long-term care services and social housing and
developing the social economy.

The increasingly pressing needs to prevent damage and prepare for climate change-related
risks merit specific analysis in preparation for the mid-term review. Cyprus could draw on
the opportunities provided by the STEP initiative (10) to support its energy transition through
clean and resource efficient technologies, including net-zero technologies.

(%) Regulation (EU) 2024/795
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KEY FINDINGS

Cyprus’ recovery and resilience plan
(RRP) is wide in scope and equipped with
a substantial budget. Its measures tackle
a series of structural challenges, in
synergy with other EU funds, including
cohesion policy funds. They include:

e accelerating the green transition and
reducing dependence on imports of
fossil fuels by promoting the use of
renewable energy and boosting energy
efficiency by renovating buildings;

s supporting the digital transition by
investing in the digitalisation of public
administration, educational facilities and
businesses, in digital skills and by
ensuring access for all;

o improving the effectiveness of the tax
system by digitalising tax services and
modernising the customs and the
electronic payment system;

e accelerating the resolution of non-
performing loans by improving the
operating environment to manage loans
and facilitating the swift transfer of
property rights from lenders to buyers;

s improving the business environment
by cutting red tape, streamlining
permitting procedures, promoting a
robust anti-corruption framework and by
creating incentives for RD&I;

o developing a skilled workforce by
improving infrastructure for pre-primary,
primary and secondary school students,
promoting inclusive training programmes
and implementing active labour market
policies;

s improving social protection and
inclusiveness by strengthening the
quality of and access to health and LTC
systems, gradually developing family and

community-based services to reduce
poverty and helping to integrate
disadvantaged groups.

The implementation of Cyprus’ RRP is
facing increasing challenges. Renewed
efforts are key for a  successful
implementation of all measures by August
2026.

In addition to the reforms and
investments in the RRP and cohesion
policy programmes, Cyprus would benefit
from:

e pursuing sound budgetary policies to
boost its fiscal resilience and tackle the
challenges related to future costs of
ageing;

e improving the business environment
by making it easier for companies to
access financing on capital markets,
improving the governance of SOEs and by
boosting innovation;

e maintaining an operational and
efficient foreclosure framework to
reduce the stock of non-performing loans
in the economy;

e improving basic skills and educational
outcomes, and adapting adult learning
to labour market needs to alleviate
skills mismatches, boost the labour
supply, foster business investment and
social economy, and accelerate the twin
transition;

e accelerating the green transition by
further advancing sustainable
mobility, increasing the share of
renewable energy, improving energy
efficiency, tackling energy poverty and
boosting resilience to climate change.
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CROSS-CUTTING INDICATORS

ANNEX 1: SUSTAINABLE DEVELOPMENT GOALS

This Annex assesses Cyprus’ progress on the
Sustainable Development Goals (SDGs) along
the four dimensions of competitive
sustainability. The 17 SDGs and their related
indicators provide a policy framework under the
UN’s 2030 Agenda for Sustainable Development.
The aim is to end all forms of poverty, fight
inequalities and tackle climate change and the
environmental crisis, while ensuring that no one
is left behind. The EU and its Member States are
committed to this historic global framework
agreement and to playing an active role in
maximising progress on the SDGs. The graph
below is based on the EU SDG indicator set
developed to monitor progress on the SDGs in an
EU context.

Cyprus is improving on most SDG indicators
related to environmental sustainability and it
is well above the EU average for SDGs 14 and
15 (Life under water and Life on Land) and for
SDGs 2 and 6 (Zero hunger; Clean water and
sanitation), and it is slightly moving away from
the target for SDG 11 (Sustainable cities and

communities). However, it needs to catch up
with the EU average on SDG 7 (Affordable and
clean energy), SDG 12 (Responsible
consumption and production) and SDG 13
(Climate action). Per capita energy
consumption in Cyprus is below the EU average,
and the country has made progress on energy
consumption indicators. These include the share
of renewable energy in gross final energy
consumption (SDGs 7 and 13), up from 10.5% in
2017 to 19.4% in 2022. However, Cyprus
remains below the EU average of 23.0% on
affordable energy (SDG 7), the percentage of the
Cypriot population unable to keep their homes
adequately warm was much higher than the EU
average in 2022, at 19.2% (EU 9.3%), even if the
figure dropped from 2017 (22.9%). While the
concentration of nitrates in groundwater
significantly dropped (7.8 mg/litre vs EU
20.5 mg/litre in 2021), ammonia emissions from
agriculture are high (46.6Kg/ha vs EU
18.8 Kg/ha). This, combined with a low recycling
rate of municipal waste (14.8% vs EU 48.6% in
2022; SDG 11} and a high material footprint (in

Graph Al.1:Progress towards the SDGs in Cyprus

100%
A Cyprus is moving away from these
SDGs but status is better than EU

75%

50%

25%

SDG 3

1. No poverty

2. Zero hunger

3. Good health and well-
being

4. Quality education

5. Gender equality

6. Clean water and
sanitation

7. Affordable and clean
energy

8 Decent work and

Cybprus is progressing towards these
SDGs and status is better than EU

SDG 1

@ 6 SDG 14

SDG 15

SDG 10—;

0%

a-

SDG 6

SDG 8

economic growth
9. Industry, innovation and
infrastructure

Status rel. EU

O, O

SDG 4

10. Reduced inequalities

11. Sustainable cities and
communities

12. Responsible
consumption and
production

13. Climate action

14. Life below water

5. Life on land

16. Peace, justice and
strong institutions

17. Partnerships for the
goals

SDG 11 SDG 7

-25%

)

SDG 5

o SDG 12
%7 SDG 9

SDG 13

-50%
5DG 16
SDG 17
-15%

Cyprus is moving away from these
SDGs and status is worse than EU

Cyprus is progressing towards these
SDGs but status is worse than' EU

v
-100%

-4 3 -2 A4 0 1 2 3 4 5

Progress score——————————— —>

5

For detailed datasets on the various SDGs, see the annual Eurostat report ‘Sustainable development in the European Union’;
for details on extensive country-specific data on the short-term progress of Member States: Key findings - Sustainable
development indicators - Eurostat (europa.eu). A high status does not mean that a country is close to reaching a specific SDG,
but signals that it is doing better than the EU on average. The progress score is an absolute measure based on the indicator
trends over the past 5 years. The calculation does not take into account any target values as most EU policy targets are only
valid for the aggregate EU level. Depending on data availability for each goal, not all 17 SDGs are shown for each country.
Source: Eurostat, latest update of 25 April 2024. Data refer mainly to the period 2017-2022 or 2018-2023. Data on SDGs may
vary across the report and its annexes due to different cut-off dates.
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2022, 24.0 tonnes per inhabitant, vs 14.9 tonnes
for the EU; SDG12), pose considerable
challenges for the environment. The average CO;
emissions per km from new passenger cars
(SDG 13} were 136.8 g CO, per km, well above
the EU average of 109.8. Measures in the
recovery and resilience plan (RRP) (Policy Axis
2} such as energy efficiency renovations of public
and private buildings and investments in
sustainable water management and transport,
will help achieve further progress on these SDGs.
Coastal water bathing sites with excellent water
quality amount to 99.2% (vs 88.9% in the EU)
and the share of terrestrial protected area is at
37.7% (vs 26.0 in the EU).

While Cyprus is improving on several SDG
indicators related to fairness, it still needs to
catch up on SDGs4, 5, 7, 8(!1). Cyprus
outperforms the EU average on most indicators
related to poverty, health and equalities (SDGs 1,
3 and 10). However, it is moving away from the
EU average on indicators related to migration,
basic education and gender equality. Asylum
first-time applications per million inhabitants
increased by 50% in 5 years and 6-fold the EU
level. The EU/non-EU citizenship gap for early
leavers from education and training was 21.3
percentage points (pps), vs the EU average of
17.1 pps in 2023, while the EU/non-EU
citizenship gap for young people not in
employment, education or training was 11.5 pps
in 2022 (EU average: 11.1 pps). Furthermore, on
SDG 4 (Quality education), the significant low
achievement of 15-year-old students in basic
skills (53.2% of low achievers in mathematics, vs
EU 29.5%]) (see Annex 15) poses challenges in
the field of opportunities for young people. This
is also reflected in the higher numbers of young
people aged 15-29 not in education, employment
or training (10.5% vs EU 9.5% in 2023). On
gender equality, while the gender gap fell below
the EU average (9.0 pps, vs EU 10.2 pps in 2023),
the share of senior management positions held
by women was much lower than in the EU (8.2%
vs EU 33.8% in 2023). Reforms and investments
under Policy Axis 5 of the RRP aim to improve
the quality of education and training, reach out
to young people not in education, employment or
training, and improve access to early childhood
education and care and to flexible working

(*) For more information, see Annex 12 ‘Employment, skills
and social policy challenges in light of the European Pillar
of Social Rights'.

arrangements. This will provide equal
opportunities for all children and make it easier
for women to participate in the labour market.

Cyprus is improving on productivity (SDGs 8,
9), but still needs to catch up compared to the
EU. On digital skills, Cyprus remains below the
EU average, with 49.5% of adults aged 16-74
having basic digital skills (EU: 55.6%). The
country is making progress on SDG 8 (Decent
work and economic growth). However, it still
needs to catch up on investments, as their share
of GDP, at 20.4%, in 2022 was below the EU
average of 22.7% in 2023. On SDG 9 (Industry,
innovation and infrastructure}, the country
needs to catch up on R&D expenditure, which
remains low at 0.77% of GDP in 2022 - one of
the lowest in the EU (where the average is
2.24%). The share of households with a high-
speed internet connection in Cyprus was 60.0%
in 2022, well below the EU average of 73.4%.
The RRP is targeting bottlenecks, especially in
digitalisation and the diversification of the
economy, and investing in R&D to facilitate
further progress on these SDGs.

Cyprus is improving on all SDG indicators
related to macroeconomic stability (SDGs 8,
16, 17) but still needs to catch up compared
to the EU. Real GDP per capita is below the EU
average (EUR27 720, vs an EU average of
EUR 28 940 in 2023). Cyprus is improving on
SDG 16 (Peace, justice and strong institutions),
with a lower share of people reporting crime,
violence or vandalism in 2020 (10.4%, vs 12% in
2015 and the EU average of 10.7% in 2020).
Moreover, numbers of victims of human
trafficking are lower than the EU average (1.8
per 100 000, vs 2.3 per 100 000 in the EU). Also,
government expenditure on the law courts is
well below the EU average (EUR 43.1 per capita,
vs EUR 113.8 for the EU in 2022). Although the
perceived independence of the justice system
(very good and fairly good) has increased to
above that of the EU (54% of the population, vs
EU 53% in 2023}, the Corruption Perceptions
Index scores worse in Cyprus (53 in 2023, vs 64
in the EU, with 0 highly corrupt and 100 very
clean). The RRP includes reforms and
investments under Component 3.4 (Modernising
public and local authorities, making justice more
efficient and fighting corruption} to address
long-standing challenges in the areas of justice
and the fight against corruption.
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As the SDGs form an overarching framework, any
links to relevant SDGs are either explained or
depicted with icons in the other Annexes.
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ANNEX 2: PROGRESS IN THE IMPLEMENTATION OF COUNTRY-SPECIFIC

RECOMMENDATIONS

The Commission has assessed the 2019-2023
country-specific recommendations (CSRs) (12)
addressed to Cyprus as part of the European
Semester. These recommendations concern a
wide range of policy areas that are related to 14
of the 17 Sustainable Development Goals (see
Annexes 1 and 3). The assessment considers the
policy action taken by Cyprus to date (12) and the
commitments in its recovery and resilience plan
(RRP) (1#). At this stage of RRP implementation,
71% of the CSRs focusing on structural issues
from 2019-2023 have recorded at least ‘some
progress’, while 29% recorded ‘limited progress’
(see Graph A2.1). As the RRP is implemented
further, considerable progress in addressing
structural CSRs is expected in the years to come.

(**) 2023 CSRs: EUR-Lex - 32023H0g01(13) - EN - EUR-Lex
(europa.eu)

2022 CSRs: EUR-Lex - 32022H0901(07) - EN - EUR-L ex
(europa.eu)

2021 CSRs: EUR-Lex - C:2021:304: TOC - EN - EUR-Lex

(europa.eu)
2020 CSRs: EUR-Lex - C:2020:282: TOC-EN - EUR-Lex

(europa.eu)
2019 CSRs: EUR-Lex - 32019H0905(13) - EN - EUR-Lex

geuropa.eug

(3) Including policy action reported in the national reform
programme and in Recovery and Resilience Facility (RRF)
reporting (twice a year reporting on progress in
implementing milestones and targets and resulting from
the payment requests assessment).

(+4) Member States were asked to effectively address in their
RRPs all or a significant subset of the relevant country-
specific recommendations issued by the Council. The CSR
assessment presented here considers the degree of
implementation of the measures included in the RRP and
of those carried out outside of the RRP at the time of
assessment. Measures laid down in the Annex of the
adopted Council Implementing Decision on approving the
assessment of the RRP, which are not yet adopted or
implemented but considered credibly announced, in line
with the CSR assessment methodology, warrant ‘limited
progress’. Once implemented, these measures can lead to
‘some/substantial progress or full implementation’,
depending on their relevance.

Graph A2.1:Cyprus’ progress on the 2019-2023
CSRs (2024 European Semester)
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Table A2.1: Summary table on 2019-2023 CSRs

and 2024

Cyprus Assessment in May 2024* RRP coverage of CSRs until 2026** Relevant SDGs
2019 CSR 1 Limited progress
Adopt key legisiative reforms to improve efficiency in the public .
sector, in particular as regards the functioning of the public Some progress Relevant RRP m::zl;r;;zt;elng implemented SDG 16
administration i
and the governance of State-owned entities Limited progress SDG 9
and local governments. Substantial progress RN meaisdurzeoszglanned LSl SDG 16
Address features of the tax system that may facilitate aggressive tax
planning by individuals and multinationals, in particular by means of Limited progress Relevant RRP measures planned as of 2022. SDG 8, 16
outbound payments by mulfinationals.
2019 CSR 2 Some progress
Facilitate the reduction of non-performing loans including by setting .
up an effective governance structure for the State-owned asset Some progress (Rt (R m::zl;r;;zt;elng e SDG 8
management company, i
taking steps to improve payment discipline Limited progress L m::zl;r;;zt;elng implemented SDG 8
and strengthening the supervision of credit-acquiring companies. Full implementation (Rt RRP meaosfuzrgz 1b Sholmpepenies SDG 8
Strengthen supervision capacities in the non-bank financial sector,
including by fully integrating the insurance and pension-fund Limited progress Relevant RRP meaisdurzeoszglanned as of 2022 SDG 8
SUpervisors.
2019 CSR 3 Some progress
Complete reforms aimed at increasing the effectiveness of the public
employment services and reinforce outreach and activation support Some progress Relevant RRP measures planned as of 2022. SDG 8
for young people
Deliver on the reform of the education and training system, including .

; \ ; Relevant RRP measures being implemented
teacher evaluation, and increase employers' engagement and Limited progress as of 2021 SDG 4
learners’ participation in vocational education and training, :
and affordable childhood education and care. Some progress EEERARNE meaisdurzeoszilanned ECXC V7P SDG 4,5
Take measures to ensure that the National Health System becomes
operational in 2020, as planned, while preserving its long-term Substantial progress IRelfenzi (R ;)215:;252p(;22ned & e 202, SDG 3
sustainability. k
2019 CSR 4 Limited progress
Focus investment-related economic policy on sustainable fransport, Limited progress IRetevti (AP GEERes [Emm=s 5 ol 2028 SDG 10, 11

environment, in particular waste and water management,

Limited progress

Relevant RRP being implemented as of 2021

8DG 6, 10, 11,12, 15

energy efficiency and renewable energy,

Some progress

Relevant RRP being implemented as of 2021

8DG7,9,10, 11,13

workers’ working conditions.

2023 and 2024.

digitalisation, including digital skills, Some progress Relevant RRP being implemented as of 2021 SDG 4, 9,10, 11
"”.7" rgsearch el [pmeveiten, g [ eeeeunt inmieny Some progress Relevant RRP being implemented as of 2021 SDG 9, 10, 11
disparities within Cyprus.

Adogt legisiation to simplify the procedures for strategic investors to Limited progress Relevant RRP measures planned as of 2022, SDG 8,9
obtain necessary permits and licences. 2023 and 2024

Improve access to finance for SMEs, Some progress Relevant RRP being implemented as of 2022 SDG 8, 9
and resume the implementation of privatisation projects. Limited progress Relevant RRP measures planned as of 2024. SDG 9
2019 CSR 5 Some progress

Step up efforts to improve the efficiency of the judicial system,

including the functioning of administrative justice and revising civil

procedures, increasing the specialisation of courts and setting up an Some progress Relevant RRP being implemented as of 2022 SDG 9, 16
operational e-ustice system.Take measures to strengthen the legal

enforcement of claims

anq ek rel/ab{e EIR) SNt SRS for i e el iz Limited progress Relevant RRP measures planned as of 2022. SDG 8, 9
of title deeds and immovable property rights.

Accelerate qntl—corrupt/on reforms, safeguard the independence of Some progress Relevant RRP being implemented as of 2022 SDG 16
the prosecution and strengthen the capacity of law enforcement.

2020 CSR 1 Some progress

In ine with the general escape clause, take all necessary measures

to effectively address the pandemic, sustain the economy and

support .the ensuing recovery. When economic conditions allow, Not relevant anymore Not applicable SDG 8, 16
pursue fiscal policies aimed at achieving prudent medium-term fiscal

positions and ensuring debt sustainability, while enhancing

investment.

Strengthen the resilience and capacity of the health system fo

ensure quality and affordable services, including by improving health See PEgEss Relevant RRP measures planned as of 2022, SDG 3
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2020 CSR 2

Some progress

Provide adequate income replacement and access to social

~ Some progress Relevant RRP measures planned as of 2023. 8SDG 1,2, 8,10
protection for all.
Strengthen public employment services, Some progress Relevant RRP measures planned as of 2022. SDG 8
promote flexible working arrangements and Limited progress Relevant RRP measures planned as of 2023. SDG 8
improve labour market relevance of education and training. Limited progress Relevant RRP being implemented as of 2021 SDG 4
2020 CSR 3 Some progress
Secure adequgte access tq finance and liquidity, especially for small Some progress Relevant RRP being implemented as of 2022 SDG 8, 9
and medium-sized enterprises.
Front-load mature public investment projects Limited progress Relevant RRP being implemented as of 2022 SDG 8, 16
and promote private investment to foster the economic recovery. Some progress Relevant RRP being implemented as of 2021 SDG 8, 9
Focus mvestmgnt on the green and digital transition, in particular on Some progress Relevant RRP being implemented as of 2021 SDG 7,9, 13
clean and efficient production and use of energy,
waste and water management, Limited progress Relevant RRP being implemented as of 2021 SDG 6, 12, 15
sustainable transport, Limited progress Relevant RRP measures planned as of 2023 SDG 11

and 2024

digitaiisation, Some progress Relevant RRP being implemented as of 2021 SDG 9
research and innovation. Some progress Relevant RRP being implemented as of 2021 SDG 9
2020 CSR 4 Limited progress
Step up 'act/on fo aqdress features of the tax S s_tem that facilitate Limited progress Relevant RRP measures planned as of 2022. SDG 8, 16
aggressive tax planning by individuals and multinationals.
Improve the efficiency and digitalisation of the judicial system Some progress Relevant RRP being implemented as of 2022 SDG 9, 16
and the public sector. Some progress Relevant RRP being implemented as of 2022 SDG 9, 16
2021 CSR 1 Not relevant anymore
In 2022, maintain a supportive fiscal stance, including the impulse
provided by the Recovery and Resilience Facility, and preserve Not relevant anymore Not applicable SDG 8, 16
nationally financed investment.
When economic conditions allow, pursue a fiscal policy aimed at
achieving prudent medium-term fiscal positions and ensuring fiscal Not relevant anymore Not applicable SDG 8, 16
sustainability in the medium term.
At the same fime, enhance investment to boost growth potential.
Pay particular attention to the composition of public finances, on
both the revenue and expenditure sides of the national budget, and
to the quality of budgetary measures in order to ensure a Not relevant anymore Not applicable SDG 8, 16
sustainable and inclusive recovery. Prioritise sustainable and growth
enhancing investment, in particular investment supporting the green
and digital transition.
Give priority to fiscal structural reforms that will help provide
financing for public policy priorities and contribute to the long-term
sustainability of public finances, including, where relevant, by Not relevant anymore Not applicable SDG 8, 16
strengthening the coverage, adequacy and sustainability of health
and social protection systems for all.
2022 CSR 1 Full implementation
In 2023, ensure that the growth of nationally financed primary
current expenditure is in line with an overall neutral policy stance,
taking into account continued temporary and targeted support fo
households and firms most vulnerable to energy price hikes and fo (R T e et Eppictte SBCRE
people fleeing Ukraine. Stand ready to adjust current spending to
the evolving situation.
Expand public investment for the green and digital transitions, and
for energy security taking info account the REPowerEU initiative,
including by making use of the Recovery and Resillence Facility and Full implementation Not applicable SDG 8, 16
other Union funds.
For the period beyond 2023, pursue a fiscal policy aimed at Full implementation Not applicable SDG 8, 16

achieving prudent medium-term fiscal positions.

2022 CSR 2

Proceed with the implementation of its recovery and resilience plan,
in line with the milestones and targets included in the Council
Implementing Decision of 28 July 2021.

RRP implementation is monitored
twice a year on the achievement of the milestones and targets. These are to be reflected in the country

by assessing RRP payment requests and anal

reports

lysing reports published

Swiftly finalise the negotiations with the Commission of the 2021-
2027 cohesion policy programming documents with a view fo
starting their implementation.

Progress on the cohesion policy programming documents is monitored under the EU cohesion policy

2022 CSR 3

Limited progress

Take measures to improve the governance of State-owned entities
in line with international standards.

Limited progress

SDG 8, 9

www.parlament.gv.at

(Continued

n th

e next paoel




Table (continued)

2022 CSR 4

Some progress

Reduce overall reliance on fossil fuels and further diversify energy

Relevant RRP measures being implemented

prudent medium-term fiscal position.

2025

supply. Limited progress as of 2022. SDG 7,9, 13
Accelergte the dgp{oyment of renewables, in particular by further See PEgEss Relevant RRP measures being implemented SDG 7,8, 9,13
streamlining permitting procedures as of 2022.
i Relevant RRP measures being implemented

and expanding photovolftaics. Some progress as of 2022. SDG 7,9, 13
Develop energy interconnections with neighbouring countries, Limited progress REISYENH RN measzuggg I (HERHEEIES G 8SDG 7,9, 13
while extending and accelerating energy efficiency measures, Some progress Relevant RRP m::zl;r;;zt;elng implemented SDG7
including in the transport sector. Limted progress [REtev (RREP measzlggg Leolelagpediastol SDG 11
2023 CSR 1 Substantial progress
Wind down the emergency energy support measures in force, as
soon as possible in 2023 and 2024. Should renewed energy price ]
Z p . Relevant RRP measures being implemented
increases necessitate new or continued support measures, ensure Some progress as of 2021 SDG 8, 16
that these are targeted at protecting vulnerable households and :
firms, fiscally affordable, and preserve incentives for energy savings.
While maintaining a sound fiscal position in 2024, Full implementation IRt (R m::zl;r;;zt;elng M ETETEs SDG 8, 16
preserve nationally financed public investment and ensure the Relevant RRP measure being implemented
effective absorption of RRF grants and other EU funds, in particular Some progress g Imp SDG 8, 16

L ; as of 2023
to foster the green and digital transitions.
Fac:lltgte the reduction of private debt, including by implementing an Substantial progress Relevant RRP measures being implemented SDG 8, 16
effective foreclosure framework. as of 2022.
For the period beyond 2024, continue to pursue investment and Relevant RRP measures being planned as of
reforms conducive to higher sustainable growth and preserve a Full implementation gp SDG 8, 16

2023 CSR 2

Accelerate the implementation of its recovery and resilience plan,
also by ensuring an adequate adminisirative capacity, and swiftly
finalise the REPowerEU chapter with a view to rapidly starting its
implementation. Proceed with the speedy implementation of
cohesion policy programmes, in close complementarity and synergy
with the recovery and resilience plan.

RRP implementation 1s monitored through the assessment of RRP payment requests and analysis of the
bi-annual reporting on the achievement of the milestones and targets, to be reflected in the country
reports. Progress with the cohesion policy is monifored in the context of the Cohesion Policy of the

European Union.

2023 CSR 3

Limited progress

Take measures to improve the governance of the state-owned

skills needed for the green transition.

entities in line with international standards. L] pgliess EhOE.Y

2023 CSR 4 Some progress

Reduce reliance on fossil fuels and diversify the energy supply. Some progress L m::zl;r;;zt;elng implemented SDG 7,9, 13

To better exploit all untapped potential for renewable energy

generatlgn, accelerate renewab]es dep/oyl_ﬂent by using suitable Some progress Relevant RRP measures being implemented SDG7,8,9 13

economic instruments and making further investments to upgrade as of 2023.

and modernise the electricity grid, including energy storage facilities.

Speed up the development of electricity interconnections. Limited progress Relevant RRP measures planned as of 2025. SDG 7,9, 13

Extend and accelerate energy efficiency measures, Some progress Relevant RRP m::zl;r;;zt;elng implemented SDG7,9,13

also to address energy poverty, Some progress Relevant RRP measures being implemented SDG 7
as of 2021.

as well as the shift towards sustainable transport. Limited progress Relevant RRP measures planned as of 2023. SDG 11

Siielp p [reliy GO EiliEt &l 4t (WS e e e it Limited progress Relevant RRP measures planned as of 2024. SDG 7

Note:
* See footnote (14)

** RRP measures included in this table contribute to the implementation of CSRs. Nevertheless, additional measures outside
the RRP are necessary to fully implement CSRs and address their underlying challenges. Measures indicated as 'being
implemented' are only those included in the RRF payment requests submitted and positively assessed by the European

Commission.
Source: European Commission
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ANNEX 3: RECOVERY AND RESILIENCE PLAN - IMPLEMENTATION N =
ety
3

This Annex provides a snapshot of Cyprus’
implementation of its recovery and resilience
plan (RRP), past the mid-way point of the
Recovery and Resilience Facility’'s (RRF)
lifetime. The RRF has proven central to the EU’s
recovery from the COVID-19 pandemic, helping
speed up the twin green and digital transition,
while adapting to geopolitical and economic
developments, and strengthening resilience
against future shocks. The RRF is also helping
implement the UN Sustainable Development
Goals and address the country-specific
recommendations (see Annex 2).

The RRP paves the way for disbursing up to
EUR 1 billion in grants and EUR 0.2 billion in
loans under the RRF over the 2021-2026
period, representing 4.1% of Cyprus’
GDP (15). As of mid-May 2024, EUR 262.7 million
have been disbursed to Cyprus under the RRF,
comprising EUR 236.7 million in grants and EUR
26 million in loans.

Cyprus still has EUR 957.3 million available
in grants and loans from the RRF. This will be
disbursed after the assessment of the future
fulfilment of the remaining 268 milestones and
targets (1¢) included in the Council Implementing
Decision (17) (CID), ahead of the 2026 deadline
established for the RRF.

Cyprus’ progress in implementing its plan is
recorded in the Recovery and Resilience
Scoreboard (18). The scoreboard gives an
overview of the progress made in implementing
the RRF as a whole. Graphs A3.1 and A3.2 show
the current state of play as reflected in the
scoreboard.

(*5) GDP information is based on 2023 data. Source:
https://ec.europa.eujeconomy finance/recovery-and-
resilience-scoreboard/index.html?lang=en

(%) A milestone or target is satisfactorily fulfilled once a
Member State has provided evidence to the Commission
that it has reached the milestone or target and the
Commission has assessed it positively in an implementing
decision.

(¥7) https://data.consilium.europa.eu/doc/document/ST -
10686-2021-ADD-1/en/pdf

(%) https://ec.europa.eu/economy finance/recovery-and-
resilience-scoreboard/country overview.html

Table A3.1: Key facts of the Cypriot RRP

Initial plan AD adoption date 28 July 2021
Revised plan with FeRFowerBl)
I chapter
Last major revision 8 December 2023
BUR 1,020 million in grants
Total allocation and BJR200 million in loans
(4.1%of 2023 AP
Investments and reforms 7o ments and
61 reforms
Total number of 282
milestones and targets
Fufilled milestones and targets 14 (5%of total)

Source: RRF Scoreboard

Cyprus’ RRP includes a REPowerEU chapter
to phase out its dependency on Russian fossil
fuels, diversify its energy supplies and
produce more clean energy in the coming
years. To kick-start the REPowerEU chapter’s
implementation, EUR 20.9 million was disbursed
as pre-financing on 25 January 2024. This helped
launch relevant reforms like a regulatory
framework for the connection of electric vehicles
recharging points.

Graph A3.1: Total grants disbursed under the RRF

EUR 236.7
million (23.2%)

Total allocation: EUR 1020 million

Note: This graph displays the amount of grants, including
pre-financing, disbursed so far under the RRF. Grants are
non-repayable financial contributions. The total amount of
grants given to each Member State is determined by an
allocation key and the total estimated cost of the respective
RRP.

Source: RRF Scoreboard

The plan has a strong focus on the green
transition, dedicating 45.1% of the available
funds to measures that support climate
objectives and 24.6% of its total allocation to
support the digital transition. [t also retains a
strong social dimension with social protection
measures, especially related to health care.
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With one payment request completed,
Cyprus’ implementation of its RRP is
underway. However, timely completion
requires increased efforts. The Commission
gave a positive assessment of Cyprus’ payment
request on 25 October 2022, taking into account
the opinion of the Economic and Financial
Committee. This led to EUR 85 million being
disbursed in financial support on 2 December
2022 (19). The related 14 milestones and targets
covered reforms and investments such as a
National E-SKkills Action Plan, and others in the
areas of energy efficiency, circular economy,
anti-corruption, transparency, financial sector,
public administration, and digital skills.

Graph A3.2: Total loans disbursed under the RRF

Total allocation: EUR 200 million

Criivro: DRPE Crnralnag
-s'lu' e, nn\r .1LlllEllUd|d

(*9) When requested payments are disbursed, the pre-
financing is cleared proportionally. The net amounts are
quoted here.

As of 15 May 2024, the Commission is
working in collaboration with Cyprus to
assess its second payment request, including
the second and third instalments. Table A3.2
highlights some relevant measures achieved so
far, and some that will be implemented before
2026 to keep making Cyprus’ economy greenetr,
more digital, inclusive, and resilient.

Table A3.2: Measures in Cyprus’ RRP

Reforms and investments implemented

* Improvement of the legal and institutional framework for fighting
corruption

» Oigital Cne-Sop Shops to streamiine Energy Renovation in Buildings
» National centre for exaellence in agri-tech

Upcoming reforms and investments

» Law for flexible work arrangements in the form of telework
» Exqpansion of Ggabit-ready interet connection take-up by househalds
» Installation of photovaltaics system at the Naosia General Hospital

Source: FENIX
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ANNEX 4: OTHER EU INSTRUMENTS FOR RECOVERY AND GROWTH

EU funding instruments provide considerable
resources for recovery and growth to the EU
Member States. In addition to the EUR1.2
billion of Recovery and Resilience Facility (RRF)
funding described in Annex 3, EU cohesion policy
funds (2°) provide EUR 968.6 million to Cyprus
for the 2021-2027 period (?!). Support from
these two instruments combined represents
around 7.34% of the country’s 2023 GDP,
compared to the EU average of 5.38% of
GDP (22). Cohesion policy supports regional
development, economic, social and territorial
convergence and competitiveness through long-
term investment in line with EU priorities and
with national and regional strategies.

During the 2014-2020 programming period,
cohesion policy funds boosted Cyprus’'s
competitiveness, with tangible achievements
notably in research and innovation, energy
efficiency, environmental protection and
education. Over the whole period, which
financed investments until December 2023,
cohesion policy funds(?3) made EUR®877.7
million available to Cyprus (?¢), of which
EUR 509.6 million has been disbursed since

March 2020, when the COVID-19
pandemic began (2°). The achievements of
cohesion policy funds over the entire

programming period include support to increase
the number of people in direct employment by
2 677 full-time equivalents in businesses. In the
research sector, the funds enabled 217 new
researchers to take up positions in several
bodies and facilitated cooperation between 87

(29) In 2021-2027, cohesion policy funds include the Cohesion
Fund, the European Regional Development Fund, the
European Social Fund Plus and the Just Transition Fund.

(**) European territorial cooperation (ETC) programmes are
excluded from the figure. In 2021-2027, the total
investment, including national financing, amounts to
EUR 1.5 billion.

(*?) RRF funding includes both grants and loans, where
applicable. The EU average is calculated for cohesion
policy funds excluding ETC programmes. GDP figures are
based on Eurostat data for 2022.

(?3) In 2014-2020, cohesion policy funds included the Cohesion
Fund, the European Regional Development Fund, the
European Social Fund and the Youth Employment
Initiative. REACT-EU allocations are included but ETC
programmes are excluded.

(3%) In 2014-2020, the total investment, including national
financing, amounted to EUR 1.0 billion.

(25) Cut-off date: 14 May 2024.

enterprises and research institutions. In terms of
energy efficiency, the policy yielded an
improvement in the energy consumption
classification of 1768 households, and a
significant reduction of 4 915 689 kWh/year in
the annual primary energy consumption of
public buildings. In urban development, the
policy contributed to the creation or
regeneration of 79 584 square metres of open
space. On environmental conservation, cohesion
policy funds supported projects to enhance
8 107 hectares of habitats, aiming to improve
their conservation status. In the same
programming period, the European Social Fund
has supported training to boost employability
and improve the education and training system,
involving over 150 000 people in Cyprus. Action
under the Youth Employment Initiative resulted
in 2 500 young people being hired in new jobs,
and over 6300 young people taking up
placements in traineeships/internships.

In the current programming period, cohesion
policy will provide a further boost to Cyprus’s
competitiveness, to the green transition and
to social cohesion, improving the living and
working conditions of Cyprus’s people. In
2021-2027, the cohesion policy programme
Thalia 2021-2027 will focus on key EU priorities
such as the digital transition. The goal is to reach
133 000 users of new and upgraded public
digital products and services. The programme
will also help develop a new, competitive and
innovative growth model, underpinned by an
enhanced smart specialisation strategy. This
model is expected to significantly boost job
creation, business competitiveness and research
capacity. It is expected to contribution to 885
research jobs and to creating an additional 1 775
jobs. The programme will also invest in projects
to improve separate waste collection. This
initiative aims to facilitate the transition to a
circular economy and is projected to result in
300 000 tonnes/year of waste being collected
separately.

Cohesion policy funds will also promote
sustainable, multimodal urban transport with an
expected 4 000 000 additional annual users of
new or modernised public transport. The Cypriot
territorial just transition programme represents
a commitment to accelerating Cyprus’s energy
transition process and reach the 2030 and 2050
goals. The programme’s plans include
strengthening the energy transmission and
distribution system, supporting SMEs in
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adopting new technologies and utilising
renewable energy sources, and reducing their
energy footprint and carbon dioxide emissions.
One of the anticipated outcomes is an 18.3%
increase in the share of renewable energy in
Cyprus’s energy mix.

The European Social Fund Plus will contribute to
the priority heading on social inclusion with a
budget of EUR 77.2 million. Work under this
priority will involve promoting active inclusion
projects, with a particular emphasis on boosting
the employment of vulnerable groups of people.
In addition, it will provide quality social services,
including care services for people with
disabilities, independent living in the
community, early childhood education and care
services. With this work, cohesion policy
substantially contributes to the UN Sustainable
Development Goals (SDGs) in Cyprus, in
particular SDG 7 (Affordable and clean energy),
SDG 9 (Industry, innovation, infrastructure) and
SDG 8 (Decent work and economic growth).

Graph A4.1:Distribution of cohesion policy funding
across policy objectives in Cyprus

V.

= PO1 Smarter Europe
PO2 Greener Europe

u PC3 Connected Europe
PO4 Souial Europe

= PO5 Burope doser to atizens
PO8 JTF specific objective
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Source: European Commission

Through combined action, cohesion policy
and the recovery and resilience plan (RRP)
have a mutually reinforcing impact in Cyprus.
While a large proportion of public investments in
Cyprus are co-financed by cohesion policy funds,
they will greatly benefit from action to simplify
and reduce the administrative burden under an
RRP-funded reform. The objective of this reform
is to develop a new system to support strategic
investments, with the aim to stimulate
investment in the country by streamlining the
rules and mechanisms, simplifying the licencing
and permit procedures, reducing the
administrative burden and making the strategic
investment  environment more efficient.
Cohesion policy investments in the national
research and innovation system, its links with

the economy, the business world and society as a
whole, and new digital services provided to
people and businesses will benefit from
complementary RRP reforms. These include
adopting an action plan to implement the
national strategy for research and innovation
and a revised smart specialisation strategy. The
contribution of cohesion policy and RRP funding
by different policy objectives is illustrated by
Graphs A4.1 and A4.2.

Graph A4.2:Distribution of RRF funding by pillar in
Cyprus

= Green transition
Digital transformation

= Smart, sustainable and inclusive
growth
Social & territorial cohesion

= Health & resilience

Next generation

(1) Each RRP measure helps achieve the aims of two of the
six policy pillars of the RRF. The primary contribution is
shown in the outer circle while the secondary contribution
is shown in the inner circle. Each contribution represents
1009% of the RRF funds. Therefore, the total contribution to
all pillars displayed on this chart amounts to 200% of the
RRF funds allocated to Cyprus.

Source: European Commission

The Technical Support Instrument (TSI)
helps Cyprus invest in its public
administration and create a better enabling
environment for EU and national investment.
The TSI has funded projects in Cyprus to design
and implement growth-enhancing reforms since
2013. The support provided to Cyprus in 2023

included action to boost the economy’s
competitiveness by strengthening the
entrepreneurial ecosystem, better integrate

migrants by creating intercultural networks and
making steps towards sustainable finance by
boosting the capacity of financial<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>