
NEGOTIATIONS AND INTERNATIONAL ORGANIZATIONS
SETTING THE STAGE IV: NEGOTIATING ABOUT AND IN INTERNATIONAL ORGANIZATIONS

Panagiotis Konstantinou, AUEB

TODAY’S LECTURE

 The IMF

 Negotiating with the IMF
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READING: THE IMF

 The IMF website:

 https://www.imf.org/external/pubs/ft/ar/2016/eng/quota.htm

 https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/20/56/Extended-Fund-

Facility

 https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/20/45/Precautionary-and-

Liquidity-Line

 Articles of Agreement of the International Monetary Fund

 The dirty details: https://www.imf.org/en/About/Factsheets
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INTERNATIONAL MONETARY RELATIONS

 Historical Evolution: 

 Classical Gold Rule (1870-1914): states link their currency to gold (…) – fixed 

exchange rate

 Interwar period (1918-1944): New Golden Rule – fixed exchange rates (reserves 

in gold and in British pounds)

 Bretton Woods Regime (1944-1973): link with gold through the exchange rate 

vis-à-vis the USD

 Collapse of the Bretton Woods (1973): Flexible (supposedly) exchange rates
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BRETTON WOODS SYSTEM, 1946-1973 (1)

 Semi-fixed exchange-rate system

 Adjustable pegged exchange rates 

 Currencies were tied to each other

 Provide stable exchange rates for commercial and financial transactions

 A nation could repeg its exchange rate via devaluation or revaluation 

policies

 Use fiscal and monetary policies first to correct payments imbalances
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BRETTON WOODS SYSTEM, 1946-1973 (2)

 Agree to defend existing par values

 Correct fundamental disequilibrium by repegging their currencies 

 Up to 10% without permission from the IMF

 By greater than 10% with the fund’s permission

 Par value set in terms of gold 

 Or gold content of the U.S. dollar in 1944

 Market exchange rates were almost but not completely fixed
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INTERNATIONAL MONETARY FUND: HISTORICAL BACKGROUND

 The IMF was set up to lend to countries with persistent balance of payments 
deficits (or current account deficits), and to approve of devaluations.

 Loans were made from a fund paid for by members in gold and currencies.

 Each country had a quota, which determined its contribution to the fund and the 
maximum amount it could borrow.

 Large loans were made conditional on the supervision of domestic policies by the IMF: 
IMF conditionality.

 Devaluations could occur if the IMF determined that the economy was experiencing a 
“fundamental disequilibrium.”

 Due to borrowing and occasional devaluations, the IMF was believed to give 
countries enough flexibility to attain an external balance yet allow them to 
maintain an internal balance and stable exchange rates.
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THE IMF TODAY

 The IMF, promotes international financial stability and monetary 

cooperation. It also facilitates international trade, promotes employment

and sustainable economic growth, and helps to reduce global poverty. 

 The IMF is governed by and accountable to its 190 member countries.
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THE IMF: ITS PURPOSE

 The IMF’s primary purpose is to ensure the stability of the international 

monetary system – the system of exchange rates and international 

payments that enables countries (and their citizens) to transact with each 

other. The IMF’s mandate was updated in 2012 to include all 

macroeconomic and financial sector issues that bear on global stability.

 Articles of Agreement of the International Monetary Fund

 The dirty details: https://www.imf.org/en/About/Factsheets
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THE IMF: THE FACTS
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Capacity development spending (1/3 of 
budget in FY2020)

Total quotas: SDR 477 bln ($687 bln)

credit arrangements: SDR 182 bln
($253 bln)

bilateral borrowing agreements: SDR 317 

bln ($440 billion)

190
34

THE IMF: WHAT IT DOES (1)

I. Economic Surveillance

 It oversees the international monetary system and monitors the economic and 

financial policies of its 190 member countries 

 This process takes place both at the global level and in individual countries. 

 The IMF highlights possible risks to stability and advises on needed policy 

adjustments.

 Suggests policies that promote economic stability, reduce vulnerability to 

economic and financial crises, and raise living standards

 Adapts surveillance to evolving global conditions
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THE IMF: WHAT IT DOES (2-A)

II. Lending

 Provides loans to member countries experiencing actual or potential balance 

of payments problems to help them 

➢ rebuild their international reserves, 

➢ stabilize their currencies, 

➢ continue paying for imports, and 

➢ restore conditions for strong economic growth, while correcting underlying 

problems.
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THE IMF: WHAT IT DOES (2-B)

II. Lending

 Crises occur due to domestic or external factors.

 Domestic factors

 inappropriate fiscal and monetary policies, which can lead to large economic 

imbalances (such as large current account and fiscal deficits and high levels of 

external and public debt); 

 an exchange rate fixed at an inappropriate level, which can erode 

competitiveness and lead to persistent current account deficits and loss of 

official reserves; 

 weak financial system, which can create economic booms and busts. 

 Political instability and/or weak institutions can also trigger crises by 

exacerbating economic vulnerabilities.
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THE IMF: WHAT IT DOES (2-C)

II. Lending

 Crises occur due to domestic or external factors.

 External factors

 shocks ranging from natural disasters to large swings in commodity prices. 

These are common causes of crises especially for low-income countries, which 

have limited capacity to prepare for such shocks and are dependent on a narrow 

range of export products. 

 in an increasingly globalized economy, sudden changes in market sentiment can 

result in capital flow volatility. Even countries with sound fundamentals could be 

severely affected by the impact of economic crises and policies in other 

countries.
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THE IMF: WHAT IT DOES (2-D)

II. Lending

 various lending instruments are tailored to different types of balance of payments 

need as well as the specific circumstances of its diverse membership.

 Low-income countries may borrow on concessional terms through facilities 

available under the Poverty Reduction and Growth Trust (PRGT), currently at zero 

interest rates.

 For emerging and advanced market economies in crises, the bulk of IMF 

assistance has been provided through Stand-By Arrangements (SBAs) to address 

short-term or potential balance of payments problems (Greece 09/05/2010 –

14/03/2012).

 The Standby Credit Facility (SCF) serves a similar purpose for low-income countries. 
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THE IMF: WHAT IT DOES (2-E)

II. Lending

 The Extended Fund Facility (EFF) and the corresponding Extended Credit Facility 

(ECF) for low-income countries are the Fund’s main tools for medium-term support 

to countries facing protracted balance of payments problems [Greece 15/03/2012 

– 15/01/2016].

 Their use has increased substantially since the global financial crisis, reflecting the 

structural nature of some members’ balance of payments problems.
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THE IMF: WHAT IT DOES (3-A)

III. Capacity Development

 The IMF works with governments to modernize their economic policies and 

institutions and train their people. 

 This helps countries strengthen their economy, improve growth and create jobs.
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THE IMF: WHAT IT DOES (3-B)

III. Capacity Development

 It focuses on: 

 Public Finances

 Monetary and Financial Sector

 Legal Frameworks

 Statistics

 Aims at helping countries tackle their developmental priorities.

 Reducing Inequality

 Gender Equality
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THE IMF: RESOURCES (1)

 The SDR is an international reserve asset, created by the IMF in 1969 to 

supplement its member countries’ official reserves. The value of the SDR is 

based on a basket of five currencies—the U.S. dollar, the euro, the Chinese 

renminbi, the Japanese yen, and the British pound sterling.

 Member quotas are the primary source of IMF financial resources. 

 A member’s quota broadly reflects its size and position in the world economy. 

The IMF regularly conducts general reviews of quotas. The latest review (the 

14th Review) was concluded in 2010 and the quota increases became 

effective in 2016. 
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THE IMF: RESOURCES (2)

 The Quota formula.

 (0.50×GDP + 0.30 ×Openness + 0.15 × Economic Variability + 0.05 ×

Reserves)k

 Openness:  the annual average of the sum of current payments and current receipts 

(goods, services, income, and transfers) for a 5-year period

 Variability = variability of current receipts and net capital flows (measured as a standard 

deviation from the centered three-year trend over a 13 year period)

 Reserves = 12-month average over a year of official reserves (foreign exchange, SDR 

holdings, reserve position in the Fund, and monetary gold)

 The formula also includes a “compression factor” k=0.95 that reduces the dispersion in 

calculated quota shares across members.
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THE IMF: RESOURCES (3)

 The SDR was initially defined as equivalent to 0.888671 grams of fine gold—

which, at the time, was also equivalent to one USD.

 Currencies included in the SDR basket have to meet two criteria: the export 

criterion and the freely usable criterion. 

 Export criterion: its issuer is an IMF member or a MU that includes IMF 

members, and is also one of the top five world exporters. 

 “freely usable”: widely used to make payments for international transactions and 

widely traded in the principal exchange markets. Freely usable currencies can be 

used in Fund financial transactions.

21

 The SDR

CURRENCY

WEIGHTS 

DETERMINED IN THE 

2015 REVIEW

FIXED NUMBER OF UNITS OF 

CURRENCY FOR A 5-YEAR 

PERIOD STARTING OCT 1, 

2016

U.S. Dollar 41.73 0.58252

Euro 30.93 0.38671

Chinese Yuan 10.92 1.0174

Japanese Yen 8.33 11.900

Pound Sterling 8.09 0.085946

THE IMF: RESOURCES (4)
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THE IMF: RESOURCES (5)

 The latest review (the 14th Review) was concluded in 2010 and it doubled 

quota resources to SDR 477 billion (about US$ 661 billion). 

 In addition, credit arrangements between the IMF and a group of members 

and institutions provide supplementary resources of up to about SDR 182 

billion ($253 billion) and are the main backstop to quotas. 

 As a third line of defense, member countries have also committed resources 

to the IMF through bilateral borrowing agreements, totaling about SDR 318 

billion ($434 billion).
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THE IMF: RESOURCES (6)

 The latest review (the 14th Review) was concluded in 2010 and it doubled 

quota resources to SDR 477 billion (about US$ 661 billion). 
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THE IMF: RESOURCES (7)

 New Arrangements to Borrow (NAB): a number of member countries and 

institutions stand ready to lend additional resources to the IMF. 

 In January 2020, the IMF’s Executive Board approved a doubling of the NAB 

resources from the current SDR 182 billion to SDR 365 billion, for a new NAB 

period from 2021 to 2025. 

 This doubling is subject to creditors’ consents and is targeted to become 

effective on January 1, 2021.
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THE IMF: MULTIPLE ROLES OF QUOTAS

Access to financing: Quotas, subject 

to limits set by the Articles of 

Agreement and the Executive Board. 

For example, under Stand-By 

Arrangements and Extended 

Arrangements, a member can 

borrow up to 145% of its quota 

annually and 435% cumulatively

under normal access. In exceptional 

circumstances, these access limits 

may be exceeded
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Resource 
Contributions

Quotas determine 

the maximum 

amount of 

financial 

resources a 

member is 

obliged to provide 

to the IMF.

Voting Power

Quotas are a key 

determinant of 

the voting power 

in IMF 

decisions. Votes 

comprise one 

vote per 

SDR100,000 of 

quota plus basic 

votes (same for 

all members).

Access to 
Financing

The maximum 

amount of 

financing a 

member can 

obtain from the 

IMF under 

normal access is 

based on its 

quota.

SDR Allocations

Quotas 

determine a 

member’s share 

in a general 

allocation of 

SDRs.

 https://www.imf.org/external/pubs/ft/ar/2016/eng/quota.htm

 https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/20/56/Extended-Fund-Facility

 https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/20/45/Precautionary-and-Liquidity-Line

THE IMF: GOVERNANCE (1)

 The IMF is accountable to its member country governments. At the top of its 

organizational structure is the Board of Governors, consisting of one 

governor and one alternate governor from each member country, usually the 

top officials from the central bank or finance ministry. 

 The Board of Governors meets once a year at the IMF–World Bank Annual 

Meetings. Twenty-four of the governors serve on the International Monetary 

and Financial Committee, or IMFC, which advises the IMF's Executive Board 

on the supervision and management of the international monetary and 

financial system. 
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THE IMF: GOVERNANCE (2)

 The day-to-day work of the IMF is overseen by its 24-member Executive 

Board, which represents the entire membership and is supported by IMF 

staff. 

 8 members are appointed by their governments (USA, Japan, 

Germany, France, China, Great Britain, Saudi Arabia, Russia) 

 The other 16 come from different constituencies/groupings of 

countries (Bahamas, Canada, Ireland, …; )

 http://www.imf.org/external/np/sec/memdir/eds.htm
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THE IMF: GOVERNANCE (3)

 The Managing Director is the head of the IMF staff and Chair of the Executive 

Board and is assisted by four Deputy Managing Directors

 Managing Director: always a European – in World Bank: always an American
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QUOTA VOTES

MEMBER MLN OF SDRS % OF TOTAL1 GOVERNOR/ ALTERNATE NUMBER2 % OF TOTAL1

Gabon 3 216 0.05 Nicole Jeanine Lydie Roboty epse Mbou

Patrick Alili

3,619 0.07

Gambia, 

The 3

62.2 0.01 Mambury Njie

Buah Saidy

2,081 0.04

Georgia 3 210.4 0.04 Koba Gvenetadze

Lasha Khutsishvili

3,563 0.07

Germany 3 26,634.4 5.59 Joachim Nagel

Christian Lindner

267,803 5.31

Ghana 3 738 0.15 Ernest Kwamina Yedu Addison

Maxwell Opoku-Afari

8,839 0.18

Greece 3 2,428.9 0.51 Christos Staikouras

Yannis Stournaras

25,748 0.51

Grenada 3 16.4 0.003 Gregory Bowen

Mike Sylvester

1,623 0.03

Guatemala 3 428.6 0.09 Sergio Francisco Recinos Rivera

Alvaro Gonzalez Ricci

5,745 0.11

Guinea 3 214.2 0.04 Lanciné Conde

Karamo Kaba

3,601 0.07

Guyana 3 181.8 0.04 Bharrat Jagdeo

Ashni Kumar Singh

3,277 0.07
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IMF: DECISIONS/GOVERNANCE
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IMF AND GREECE

 https://www.imf.org/external/np/fin/tad/exfin2.aspx?memberKey1=360&date1key=2099-12-31

I. Membership Status: Joined: December 27, 1945; Article VIII

II. General Resources Account: SDR Million %Quota

Quota 2,428.90 100
IMF's Holdings of 

Currency (Holdings Rate)
6,410.05 263.91

Reserve Tranche Position 575.02 23.67

III. SDR Department: SDR Million %Allocation

Net cumulative allocation 782.36 100
Holdings 9.36 1.2

IV. Outstanding Purchases and 

Loans:
SDR Million %Quota

Extended Arrangements 4,554.19 187.5

V. Latest Financial Commitments:

Arrangements:

Date of Expiration
Amount 

Approved

Amount 

Drawn

Type Arrangement Date (SDR Million)
(SDR 

Million)

EFF Mar 15, 2012 Jan 15, 2016 23,785.30 10,224.50

Stand-By May 09, 2010 Mar 14, 2012 26,432.90 17,541.80

Financial Position in 

the Fund as of 

October 31, 2020
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Financial Position 

in the Fund as of 

November 30, 

2014

I. Membership Status: Joined: December 27, 1945; Article VIII

II. General Resources Account: SDR Million %Quota

Quota 1,101.80 100

Fund holdings of currency (Exchange Rate) 21,868.80 1,984.82

Reserve Tranche Position 240.99 21.87

III. SDR Department: SDR Million %Allocation

Net cumulative allocation 782.36 100

Holdings 553.99 70.81

IV. Outstanding Purchases and Loans: SDR Million %Quota

Stand-by Arrangements 10,783.44 978.71

Extended Arrangements 10,224.50 927.98

V. Latest Financial Arrangements:

Date of Expiration
Amount 

Approved

Amount 

Drawn

Type Arrangement Date (SDR Million) (SDR Million)

EFF Mar 15, 2012 Mar 14, 2016 23,785.30 10,224.50

Stand-By May 09, 2010 Mar 14, 2012 26,432.90 17,541.80
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 p
e
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n
t o

f G
D

P
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y 

2
0
1
8
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q
u
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d
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n
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a
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a
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e
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u
b

lic d
e
b
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D
P
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 is p
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d
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n
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 su

sta
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e
d

 d
o

w
n

w
a
rd

 

tra
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cto
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w
a
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l o
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0
5
 p

e
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n
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D

P
 b

y 2
0
2
0
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a
lly, w

e
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 p
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p

o
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g
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b
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n
tia

l 
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ra
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fo
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s to
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p
ro

ve
 th

e
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n

cy o
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e
 p

u
b

lic se
cto
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clu

d
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g
 th

ro
u

g
h

 th
e
 tim

e
ly 

p
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tio

n
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f via
b
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te
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w
n

e
d

 e
n

te
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s.  

 W
e
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g
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 o
u
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te
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a
tio

n
a
l p

a
rtn

e
rs fo

r su
p

p
o

rt a
s w

e
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p
le

m
e
n

t th
e
se

 fa
r-re

a
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in
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objectives. O
ur estim

ate is that the external financing need w
ould be up to €10 billion until the first 

q
u

a
rte

r o
f 2

0
1
6
. W

e
 th

e
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 re
q

u
e
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a
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e
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n
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r p
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h
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 d
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 p
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d
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f 3
6
 m

o
n
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e
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m
o

u
n

t o
f S

D
R

 8
9
1
 m

illion (about €1 billion and 563 percent of quota). This arrangem
ent, along 

w
ith

 su
p

p
o

rt o
f about €9 billion from

 the European Stability M
echanism

, w
ill help ensure financial 

sta
b

ility a
s w

e
 re

sto
re

 m
a
rk

e
t co

n
fid

e
n

ce
 a

n
d

 re
tu

rn
 to

 d
u

ra
b
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ro
w

th
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h
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 o
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s b
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 b
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u
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e
 e

co
n

o
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l p
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a
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e
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n
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s w

ill im
p
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m

e
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t d
u
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g
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e
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e
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rs to

 

restructure Cyprus‘ financial system
 and ensure fiscal sustainability. The governm

ent is fully 
co

m
m

itte
d

 to
 th

e
 p

o
licie

s stip
u

la
te

d
 in

 th
is d

o
cu

m
e
n

t a
n

d
 its a

tta
ch

m
e
n

ts. W
e
 a

re
 co

n
fid

e
n

t th
a
t b

y 

th
e
 e

n
d

 o
f th

e
 p

ro
g

ra
m

 w
e
 w

ill a
ch

ie
ve

 ro
b

u
st g

ro
w

th
 - e

ve
n

tu
a
lly su

p
p

o
rte

d
 b

y th
e
 d

e
ve

lo
p

m
e
n

t o
f 

p
ro

sp
e
ctive

 g
a
s re

so
u

rce
s - a

n
d

 la
stin

g
 sta

b
ility th

a
t w

ill e
n

a
b

le
 u

s to
 m

a
in

ta
in

 so
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l co
h

e
sio

n
 a

n
d
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a
te

 e
n
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p

re
n

e
u
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l o

p
p
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n
itie
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r o
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r p
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o
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h

e
 im
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n
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u
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m
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n
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e
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n
d
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u
g
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u
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q
u
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n
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 p
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n
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n
d
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d
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e
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s w
e
ll a
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ra
l b

e
n

ch
m

a
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s 

d
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e
d
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e
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tta
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e
d
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E
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n

d
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e
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e
ch

n
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e
m

o
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n
d

u
m
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f U

n
d

e
rsta

n
d

in
g
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M

U
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h
e
re
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b
e
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1
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u
a
rte

rly re
vie

w
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n
d

e
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e
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rra
n

g
e
m

e
n
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h

e
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u
a
rte

rly re
vie

w
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ss p
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re
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p
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m
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n
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g
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e
 p
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g
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m
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n

d
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n

d
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g
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n
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n
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d

d
itio

n
a
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a
su

re
s th

a
t m

a
y b
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n
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d
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b
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n
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b
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 p
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 re
a
d
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n
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a
y b
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e
e
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purpose. In accordance w
ith the Fund‘s policies, w
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u

n
d
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e
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d
o

p
tio

n
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f 
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n
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d
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n
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f re
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n
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e
m

o
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n
d

u
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n

o
m
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n

d
 F
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a
n
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l P

o
licie
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O

b
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ctiv
e
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g
y
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n
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1
. 

C
y
p

ru
s is g

o
in

g
 th

ro
u

g
h

 a
n

 u
n

p
re

ce
d

e
n

te
d

 b
a
n

k
in

g
 crisis. T

h
e
 crisis ca

m
e
 to

 a
 h

e
a
d

 

fo
llo

w
in

g
 a

 b
u

ild
u

p
 o

f la
rg

e
 vu

ln
e
ra

b
ilitie

s in
 re

ce
n

t ye
a
rs. In

 p
a
rt, th

e
se

 w
e
re

 re
la

te
d

 to
 sig

n
ifica

n
t 

b
a
n

k
 e

xp
o

su
re

 to
 G

re
e
ce

, w
h

ich
 re

su
lte

d
 in

 size
a
b

le
 lo

sse
s fo

llo
w

in
g

 th
e
 G

re
e
k d

e
b

t re
stru

ctu
rin

g
 

(an am
ount in excess of €4 billion of losses w

as suffered by the Cypriot ban
k
s a

s a
 re

su
lt o

f th
e
 

G
re

e
k
 G

o
ve

rn
m

e
n

t B
o

n
d

 re
stru

ctu
rin

g
). B

u
t th

e
 u

n
w

in
d

in
g

 o
f a

 d
o

m
e
stic h

o
u

sin
g

 b
o

o
m

 a
n

d
 th

e
 

econom
ic dow

nturn in Cyprus also contributed to the deterioration of the banks‘ loan portfolio. As a 
re

su
lt, th

e
 tw

o
 la

rg
e
st b

a
n

k
s, co

m
p

risin
g

 a
b

o
u

t 8
0
 p

e
rce

n
t o

f o
u

r d
o

m
e
stic b

a
n

k
in

g
 se

cto
r a

n
d

 4
0
0
 

p
e
rce

n
t o

f G
D

P
 in

 a
sse

ts, w
e
re

 co
n

fro
n

te
d

 w
ith

 so
lve

n
cy p

ro
b

le
m

s. Lo
ss o

f co
n

fid
e
n

ce
 in

 th
e
 syste

m
 

re
q

u
ire

d
 p

ro
m

p
t re

so
lu

tio
n

 o
f o

n
e
 b

a
n

k
, re

stru
ctu

rin
g

 o
f th

e
 o

th
e
r b

a
n

k
, a

n
d

 im
p

o
sitio

n
 o

f 

te
m

p
o

ra
ry re

strictio
n

s to
 fin

a
n

cia
l flo

w
s, w

h
ich

 co
n

stitu
te

 a
 se

ve
re

 stra
in

 o
n

 e
co

n
o

m
ic a

ctivity.  

 2
. 

O
u

r w
e
a
k

 p
u

b
lic fin

a
n

ce
s ca

n
n

o
t fu

lly
 su

p
p

o
rt th

e
 la

rg
e
 n

e
e
d

s o
f th

e
 b

a
n

k
in

g
 se

cto
r 

w
ith

o
u

t sig
n

ifica
n

tly
 a

ffe
ctin

g
 p

u
b

lic d
e
b

t su
sta

in
a
b

ility
. O

ve
r th

e
 la

st fe
w

 ye
a
rs, e

xp
e
n

d
itu

re
s 

h
a
ve

 g
ro

w
n

 fa
ste

r th
a
n

 re
ve

n
u

e
s, le

a
d

in
g

 to
 risin

g
 fisca

l d
e
ficits a

n
d

 p
u

b
lic d

e
b

t. La
st ye

a
r, w

e
 to

o
k
 

sig
n

ifica
n

t fisca
l co

n
so

lid
a
tio

n
 m

e
a
su

re
s to

 co
rre

ct th
e
se

 im
b

a
la

n
ce

s. H
o

w
e
ve

r, g
ive

n
 m

a
ssive

 n
e
e
d

s 

o
f th

e
 fin

a
n

cia
l se

cto
r, b

u
rd

e
n

 sh
a
rin

g
 w

ith
 b

a
n

k
 cre

d
ito

rs, in
clu

d
in

g
 u

n
in

su
re

d
 d

e
p

o
sito

rs, w
a
s a

lso
 

re
q

u
ire

d
 to

 e
n

su
re

 th
a
t p

u
b

lic d
e
b

t d
o

e
s n

o
t b

e
co

m
e
 u

n
su

sta
in

a
b

le
. In

 th
is w

a
y, w

e
 h

a
ve

 e
n

su
re

d
 

th
a
t th

e
 C

yp
rio

t ta
xp

a
ye

r d
o

e
s n

o
t n

e
e
d

 to
 b

e
a
r th

e
 fu

ll b
u

rd
e
n

 o
f b

a
n

k
 re

ca
p

ita
liza

tio
n

 co
sts. S

till, 

g
ive

n
 th

e
 d

ifficu
lt e

co
n

o
m

ic o
u

tlo
o

k
 a

n
d

 sig
n

ifica
n

t fin
a
n

cin
g

 n
e
e
d

s, in
 th

e
 a

b
se

n
ce

 o
f p

o
licy a

ctio
n

, 

o
u

r p
u

b
lic fin

a
n

ce
s a

n
d

 su
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in
a
b

ility w
o

u
ld

 re
m

a
in
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e
ra

b
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 3
. 

T
h

e
 co

u
n

try
 fa

ce
s tw

o
 k

e
y
 ch

a
lle

n
g

e
s. T

h
e
 first ch

a
lle

n
g

e
 is to

 re
p

a
ir th

e
 b

a
n

k
in

g
 se

cto
r, 

w
h

o
se

 b
u

sin
e
ss m

o
d

e
l w

ill n
e
e
d

 to
 a

d
a
p

t, so
 a

s to
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sto
re

 fin
a
n
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l in

te
rm

e
d

ia
tio

n
 a

n
d

 su
p

p
o

rt th
e
 

e
co

n
o

m
ic re

co
ve

ry. T
h

e
 se

co
n

d
 ch

a
lle

n
g

e
 is to

 a
tta

in
 a

 size
a
b

le
 p

rim
a
ry fisca

l su
rp

lu
s re

q
u

ire
d

 to
 

p
la

ce
 p

u
b

lic d
e
b

t o
n

 a
 firm

ly d
o

w
n

w
a
rd
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a
th

. T
h

e
se

 e
ffo

rts n
e
e
d

 to
 b

e
 co

m
p

le
m

e
n

te
d

 w
ith

 

structural reform
s aim

ed at raising the efficiency of Cyprus‘ public sector. 
 4
. 

T
o

 a
d

d
re

ss th
e
se

 ch
a
lle

n
g

e
s, th

e
 g

o
v
e
rn

m
e
n

t is u
n

d
e
rta

k
in

g
 a

 p
o

licy
 a

d
ju

stm
e
n

t 

p
ro

g
ra

m
 b

a
se

d
 o

n
 tw

o
 m

a
in

 p
illa

rs:  

 
 

T
h

e
 first p

illa
r fo

cu
se

s o
n

 re
stru

ctu
rin

g
 th

e
 fin

a
n

cia
l se

cto
r. W

e
 h

a
ve

 a
lre

a
d

y ta
ke

n
 ste

p
s to

 

d
e
a
l w

ith
 in

so
lve

n
cy p

ro
b

le
m

s in
 th

e
 tw

o
 la

rg
e
st b

a
n

k
s: th

e
 G

re
e
k
 b

ra
n

ch
e
s o

f th
e
 d

o
m

e
stic 

b
a
n

k
s h

a
ve

 b
e
e
n

 so
ld

; B
a
n

k
 o

f C
yp

ru
s (B

O
C

) h
a
s b

e
e
n

 re
ca

p
ita

lize
d

 th
ro

u
g

h
 p

a
rtia

l co
n

ve
rsio

n
 

o
f u

n
in

su
re

d
 d

e
p

o
sits in

to
 e

q
u

ity; a
n

d
 C

yp
ru

s P
o

p
u

la
r B

a
n

k
 (C

P
B

) h
a
s b

e
e
n

 re
so

lve
d

 a
n

d
 its 

in
su

re
d

 d
e
p

o
sits, ce

n
tra

l b
a
n

k
 lia

b
ilitie

s (E
LA

) a
n

d
 ce

rta
in

 a
sse

ts w
e
re

 fo
ld

e
d

 in
to

 to
 B

O
C

. O
u

r 

e
ffo

rts w
ill co

n
tin

u
e
 to

 b
e
 fo

cu
se

d
 o

n
 co

m
p

le
tin

g
 th

e
 b

a
n

k
 re

ca
p

ita
liza

tio
n

 p
ro

ce
ss, g

ra
d

u
a
lly 

re
sto

rin
g

 n
o

rm
a
l fin

a
n

cia
l flo

w
s, a

n
d

 fa
cilita

tin
g

 p
riva

te
 se

cto
r d

e
b

t re
stru

ctu
rin

g
. M

o
re

o
ve

r, th
e
 

cre
d

it co
o

p
e
ra

tive
 in

stitu
tio

n
 (C

C
I) se

cto
r w

ill b
e
 re

ca
p

ita
lize

d
 a

n
d

 re
stru

ctu
re

d
. T

o
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ve

n
t th

e
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b
u
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 o
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 th
e
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re

, w
e
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ill re
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p
e
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n
 a

n
d

 re
g

u
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tio
n

 a
n

d
 e

n
h

a
n

ce
 

tra
n
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a
re

n
cy.  

 


 

T
h

e
 se

co
n

d
 p

illa
r e

n
ta

ils a
 co

m
p

re
h

e
n

siv
e
 fisca

l co
n

so
lid

a
ti o

n
 p

la
n

 u
n

d
e
rp

in
n

e
d

 b
y
 

stru
ctu

ra
l re

fo
rm

s. T
h

is w
ill b

u
ild

 o
n

 th
e
 fisca

l co
n

so
lid

a
tio

n
 m

e
a
su

re
s in

tro
d

u
ce

d
 la

st ye
a
r, 

w
h

ile
 ta

k
in

g
 in

to
 a

cco
u

n
t sh

o
rt-ru

n
 cyclica

l co
n

d
itio

n
s a

n
d

 th
e
 n

e
e
d

 to
 p

ro
te

ct vu
ln

e
ra

b
le

 

g
ro

u
p

s. In
 th

e
 sh

o
rt ru

n
, w

e
 w

ill im
p

le
m

e
n

t a
d

d
itio

n
a
l m

e
a
su

re
s fo

cu
se

d
 o

n
 in

cre
a
sin

g
 o

u
r 

co
rp

o
ra

te
 in
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m

e
 ta

x a
n

d
 ta

x o
n

 in
te

re
st. O

th
e
r m

e
a
su

re
s n

e
e
d

e
d

 to
 a

tta
in

 o
u

r p
rim

a
ry fisca

l 

ta
rg

e
ts w

ill b
e
 d

e
fin

e
d

 in
 fu

tu
re

 b
u

d
g

e
ts. S

tru
ctu

ra
l fisca

l re
fo

rm
s w

ill fo
cu

s o
n

 re
ve

n
u

e
 

a
d

m
in

istra
tio

n
, p

u
b

lic fin
a
n

cia
l m

a
n

a
g

e
m

e
n

t, a
n

d
 p

riva
tiza

tio
n

. W
e
 a

re
 a

lso
 p

la
n

n
in

g
 to

 

su
p

p
le

m
e
n

t th
e
 re

ce
n

t re
fo

rm
 o

f th
e
 p

e
n

sio
n

 syste
m

 w
ith

 a
d

d
itio

n
a
l m

e
a
su

re
s a

s n
e
e
d

e
d

 to
 

e
n

su
re

 its lo
n

g
-ru

n
 su

sta
in

a
b

ility.  

 

5
. 

O
u

r p
ro

g
ra

m
 w

ill h
e
lp

 to
 b

u
ild

 th
e
 fo

u
n

d
a
tio

n
 fo

r su
sta

in
a
b

le
 g

ro
w

th
 o

v
e
r th

e
 lo

n
g

 

ru
n

. N
e
ve

rth
e
le

ss, in
 th

e
 sh

o
rt ru

n
, th

e
 o

u
tlo

o
k
 re

m
a
in

s ch
a
lle

n
g

in
g

 a
n

d
 su

b
je

ct to
 h

ig
h

 u
n

ce
rta

in
ty

: 

 
 

R
e
a
l G

D
P

 is p
ro

je
cte

d
 to

 co
n

tra
ct b

y 1
2
½

 p
e
rce

n
t cu

m
u

la
tive

ly in
 2

0
1
3
-1

4
. S

h
o

rt-ru
n

 e
co

n
o

m
ic 

a
ctivity w

ill b
e
 n

e
g

a
tive

ly a
ffe

cte
d

 b
y th

e
 re

stru
ctu

rin
g

 o
f th

e
 b

a
n

k
in

g
 se

cto
r a

n
d

 te
m

p
o

ra
ry 

re
strictio

n
s o

n
 tra

n
sa

ctio
n

s, w
h

ich
 h

a
ve

 b
e
e
n

 re
q

u
ire

d
 to

 sa
fe

g
u

a
rd

 fin
a
n

cia
l sta

b
ility. T

h
is, 

co
m

p
o

u
n

d
e
d

 b
y th

e
 im

p
a
ct o

f fisca
l co

n
so

lid
a
tio

n
 a

lre
a
d

y u
n

d
e
rw

a
y, w

ill re
su

lt in
 a

 sh
a
rp

 fa
ll in

 

d
o

m
e
stic d

e
m

a
n

d
. Little

 re
p

rie
ve

 ca
n

 b
e
 e

xp
e
cte

d
 fro

m
 e

xp
o

rts a
m

id
 u

n
ce

rta
in

 e
xte

rn
a
l 

co
n

d
itio

n
s a

n
d

 a
 sh

rin
k
in

g
 fin

a
n

cia
l se

rvice
 se

cto
r. H

a
vin

g
 h

a
d

 a
d

d
re

sse
d

 o
u

r b
a
n

k
in

g
 se

cto
r 

p
ro

b
le

m
s u

p
fro

n
t, w

e
 e

xp
e
ct g

ro
w

th
 to

 re
b

o
u

n
d

 in
 2

0
1
5
 a

n
d

 a
tta

in
 clo

se
 to

 2
 p

e
rce

n
t o

ve
r th

e
 

lo
n

g
 ru

n
. U

p
sid

e
 p

o
te

n
tia

l fro
m

 e
xp

lo
ita

tio
n

 o
f o

u
r re

ce
n

tly d
isco

ve
re

d
 g

a
s re

so
u

rce
s co

u
ld

 

fu
rth

e
r b

o
o

st g
ro

w
th

 p
ro

sp
e
cts.  

 


 

In
fla

tio
n

 is p
ro

je
cte

d
 to

 fa
ll in

 th
e
 sh

o
rt-ru

n
 a

s a
 re

su
lt o

f th
e
 d

o
w

n
tu

rn
. T

h
e
 re

ce
n

t re
fo

rm
 o

f 

th
e
 C

O
LA

 w
a
g

e
-in

d
e
xa

tio
n

 m
e
ch

a
n

ism
 w

ill h
e
lp

 to
 e

n
su

re
 th

a
t p

u
b

lic w
a
g

e
s a

re
 a

lig
n

e
d

 w
ith

 

d
e
ve

lo
p

m
e
n

ts in
 e

co
n

o
m

ic a
ctivity. O

ve
r th

e
 m

e
d

iu
m

 ru
n

, th
is w

ill le
a
d

 to
 a

n
 a

d
ju

stm
e
n

t in
 

o
ve

ra
ll w

a
g

e
s a

n
d

 p
rice

s th
a
t ca

n
 im

p
ro

ve
 co

m
p

e
titive

n
e
ss a

n
d

 su
p

p
o

rt th
e
 e

co
n

o
m

ic re
co

ve
ry. 

 
 

T
h

e
 cu

rre
n

t a
cco

u
n

t d
e
ficit is e

xp
e
cte

d
 to

 co
n

tra
ct to

 le
ss th

a
n

 1
 p

e
rce

n
t o

f G
D

P
 in

 2
0
1
3
 fro

m
 5

 

p
e
rce

n
t o

f G
D

P
 in

 2
0
1
2
, in

 ta
n

d
e
m

 w
ith

 th
e
 im

p
ro

ve
m

e
n

t o
f th

e
 tra

d
e
 b

a
la

n
ce

. A
 m

o
d

e
st 

a
d

ju
stm

e
n

t is e
xp

e
cte

d
 to

 co
n

tin
u

e
 in

 th
e
 m

e
d

iu
m

 te
rm

, w
ith

 th
e
 cu

rre
n

t a
cco

u
n

t sta
b

ilizin
g

 

ro
u

g
h

ly in
 b

a
la

n
ce

. E
xte

rn
a
l d

e
b

t, in
 p

a
rticu

la
r re

la
te

d
 to

 e
xte

rn
a
l lia

b
ilitie

s o
f fin

a
n

cia
l 

in
stitu

tio
n

s, is e
xp

e
cte

d
 to

 d
e
clin

e
 a

s p
a
rt o

f th
e
 b

ro
a
d

e
r d

e
le

ve
ra

g
in

g
 o

f th
e
 fin

a
n

cia
l se

cto
r.  

 1
.      

T
h

e
 p

o
licie

s co
n

ta
in

e
d

 in
 o

u
r p

ro
g

ra
m

 w
ill p

u
t p

u
b

lic d
e
b

t o
n

 a
 su

sta
in

a
b

le
 p

a
th

. G
ive

n
 

th
a
t C

yp
ru

s h
a
s lo

st a
cce

ss to
 th

e
 in

te
rn

a
tio

n
a
l ca

p
ita

l m
a
rk

e
ts, fin

a
n

cin
g

 n
e
e
d

s fo
r th

e
 co

m
in

g
 

ye
a
rs w

ill b
e
 la

rg
e
ly co

ve
re

d
 b

y o
fficia

l lo
a
n

s. T
h

e
 b

a
n

k
in

g
 se

cto
r re

stru
ctu

rin
g

 stra
te

g
y h

a
s b

e
e
n

 

d
e
sig

n
e
d

 to
 m

in
im

ize
 co

sts to
 th

e
 g

o
ve

rn
m

e
n

t. N
e
ve

rth
e
le

ss, su
p

p
o

rt to
 o

u
r cre

d
it co

o
p

e
ra

tive
 

se
cto

r, to
g

e
th

e
r w

ith
 fisca

l d
e
ficit n

e
e
d

s, a
re

 e
xp

e
cte

d
 to

 le
a
d

 to
 a

n
 in

cre
a
se

 in
 p

u
b

lic d
e
b

t, 

w
h

ich
 is e

xp
e
cte

d
 to

 re
a
ch

 a
ro

u
n

d
 1

2
0
 p

e
rce

n
t o

f G
D

P
 b

y e
n

d
-2

0
1
6
. D

e
b

t w
ill co

n
tin

u
e
 to

 

C
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E
T
A

R
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    5 

d
e
clin

e
 ste

a
d

ily th
e
re

a
fte

r, re
a
ch

in
g

 a
b

o
u

t 1
0
5
 p

e
rce

n
t o

f G
D

P
 b

y 2
0
2
0
, a

s a
 re

su
lt o

f th
e
 

re
b

o
u

n
d

 in
 th

e
 e

co
n

o
m

y a
n

d
 su

sta
in

e
d

 fisca
l e

ffo
rts to

 m
a
in

ta
in

 a
 p

rim
a
ry fisca

l su
rp

lu
s. 

A
ch

ie
vin

g
 d

e
b

t su
sta

in
a
b

ility w
ill re

q
u

ire
 fu

ll a
n

d
 tim

e
ly im

p
le

m
e
n

ta
tio

n
 o

f th
e
 p

ro
g

ra
m

, w
h

ich
 is 

e
sse

n
tia

l to
 p

ro
vid

in
g

 a
 so

u
n

d
 fo

u
n

d
a
tio

n
 fo

r lo
n

g
-ru

n
 g

ro
w

th
. 

B
. 

F
i n

a
n

cia
l S

e
cto

r P
o

licie
s 

7
. 

W
e
 a

re
 co

m
m

itte
d

 to
 re

sto
rin

g
 th

e
 h

e
a
lth

 o
f o

u
r fin

a
n

cia
l se

cto
r a

n
d

 re
d

u
cin

g
 

co
n

tin
g

e
n

t risk
s fro

m
 th

e
 b

a
n

k
s to

 th
e
 so

v
e
re

ig
n

. O
u

r o
ve

rsize
d

 b
a
n

k
in

g
 se

cto
r h

a
s e

xp
e
rie

n
ce

d
 

la
rg

e
 lo

sse
s a

n
d

 liq
u

id
ity p

re
ssu

re
s. W

e
 a

re
 a

d
d

re
ssin

g
 th

e
se

 th
ro

u
g

h
 a

 stra
te

g
y b

a
se

d
 o

n
 five

 

p
illa

rs: (i) re
so

lvin
g

 o
n

e
 in

so
lve

n
t b

a
n

k
 a

n
d

 re
stru

ctu
rin

g
 a

n
o

th
e
r a

t le
a
st co

st to
 th

e
 C

yp
rio

t 

ta
xp

a
ye

r, a
n

d
 re

stru
ctu

rin
g

 a
n

d
 re

ca
p

ita
lizin

g
 re

m
a
in

in
g

 fin
a
n

cia
l in

stitu
tio

n
s; (ii) n

o
rm

a
lizin

g
 

fin
a
n

cia
l flo

w
s; (iii) d

e
le

ve
ra

g
in

g
 co

re
 a

n
d

 n
o

n
-co

re
 o

p
e
ra

tio
n

s o
f d

e
p

o
sit-ta

k
in

g
 in

stitu
tio

n
s to

 

re
d

u
ce

 th
e
 size

 o
f th

e
 d

o
m

e
stic b

a
n

k
in

g
 se

cto
r to

 th
e
 E

U
 a

ve
ra

g
e
 b

y e
n

d
-2

0
1
8
; (iv) u

p
g

ra
d

in
g

 th
e
 

su
p

e
rviso

ry a
n

d
 re

g
u

la
to

ry fra
m

e
w

o
rk

; a
n

d
 (v) e

n
h

a
n

cin
g

 p
re

p
a
re

d
n

e
ss to

 d
e
a
l w

ith
 tro

u
b

le
d

 

b
o

rro
w

e
rs. W

e
 w

ill a
lso

 stre
n

g
th

e
n

 o
u

r A
M

L fra
m

e
w

o
rk

.  

 R
e
so

lv
in

g
, re

ca
p

ita
lizin

g
, a

n
d

 re
stru

ctu
rin

g
 w

e
a

k
 in

stitu
tio

n
s 

 8
. 

W
e
 h

a
v
e
 id

e
n

tifie
d

 ca
p

ita
l n

e
e
d

s in
 th

e
 b

a
n

k
in

g
 se

cto
r. In

 la
te

 2
0
1
2
, in

 clo
se

 co
n

su
lta

tio
n

 

w
ith

 p
ro

g
ra

m
 p

a
rtn

e
rs, P

IM
C

O
 w

a
s co

m
m

issio
n

e
d

 to
 u

n
d

e
rta

ke
 a

n
 in

d
e
p

e
n

d
e
n

t d
u

e
 d

ilig
e
n

ce
 o

f 

C
yp

rio
t fin

a
n

cia
l in

stitu
tio

n
s a

cco
u

n
tin

g
 fo

r a
b

o
u

t ¾
 o

f th
e
 b

a
n

k
in

g
 syste

m
 a

sse
ts. In

 Fe
b

ru
a
ry 2

0
1
3
, 

the final report identified an overall capital shortfall of close to €9 billion for the system
, required to 

re
a
ch

 a
 co

re
 tie

r I ra
tio

 o
f 6

 p
e
rce

n
t u

n
d

e
r a

 stre
ss sce

n
a
rio

. It a
lso

 sh
o

w
e
d

 th
a
t th

e
 tw

o
 la

rg
e
st 

banks w
ere confronted w

ith solvency problem
s, w

ith negative capital of close to €6 billion and 
overall capital needs of about €8 billion. A sam

ple of 17 cooperatives and th
e
 th

ird
 la

rg
e
st b

a
n

k
 

w
ere found to be undercapitalized by about €1 billion.  

 9
. 

In
 a

 first ste
p

, w
e
 h

a
v
e
 d

e
cisiv

e
ly

 a
d

d
re

sse
d

 in
stitu

tio
n

s fa
cin

g
 so

lv
e
n

cy
 p

ro
b

le
m

s 

w
ith

o
u

t re
co

u
rse

 to
 p

u
b

lic re
so

u
rce

s. W
e
 h

a
ve

 ta
ke

n
 th

e
 fo

llo
w

in
g

 a
ctio

n
s:  

 
 

E
ffe

ctiv
e
 in

te
rv

e
n

tio
n

 a
n

d
 re

stru
ctu

rin
g

 o
f th

e
 tw

o
 la

rg
e
st C

y
p

rio
t b

a
n

k
s. T

o
 a

d
d

re
ss 

in
so

lve
n

cy p
ro

b
le

m
s in

 th
e
se

 b
a
n

k
s, o

n
 M

a
rch

 2
5
, 2

0
1
3
 th

e
 C

B
C

 in
te

rve
n

e
d

 C
P

B
 a

n
d

 B
o

C
. T

h
e
 

G
re

e
k
 b

ra
n

ch
e
s o

f th
e
 tw

o
 b

a
n

k
s w

e
re

 so
ld

 to
 P

ira
e
u

s B
a
n

k
. C

P
B

 w
a
s sp

lit according to a ―g
o

o
d

 

b
a
n

k—
bad bank‖ strategy. Insured deposits w

ere fully protected by separating them
, together 

w
ith

 ce
n

tra
l b

a
n

k
 lia

b
ilitie

s (E
LA

) a
n

d
 w

ith
 su

fficie
n

t a
sse

ts to
 a

tta
in

 a
 C

o
re

 T
ie

r I ca
p

ita
l ra

tio
 o

f 9
 

percent under PIM
CO

‘s stress scenario by end
-p

ro
g

ra
m

, a
n

d
 w

e
re

 im
m

e
d

ia
te

ly fo
ld

e
d

 in
to

 B
o

C
. 

S
h

a
re

h
o

ld
e
rs a

n
d

 o
th

e
r b

a
n

k
 cre

d
ito

rs, in
clu

d
in

g
 u

n
in

su
re

d
 d

e
p

o
sito

rs a
n

d
 re

m
a
in

in
g

 a
sse

ts 

w
e
re

 ke
p

t in
 C

P
B

, w
h

ich
 is to

 b
e
 liq

u
id

a
te

d
 o

ve
r tim

e
. T

h
e
 re

so
lu

tio
n

 o
f C

P
B

 w
a
s d

o
n

e
 u

n
d

e
r th

e
 

a
u

sp
ice

s o
f o

u
r n

e
w

 b
a
n

k
 re

so
lu

tio
n

 la
w

, p
a
sse

d
 o

n
 M

a
rch

 2
2
, w

h
ich

 p
ro

vid
e
s fo

r b
u

rd
e
n

 

sh
a
rin

g
, th

u
s m

in
im

izin
g

 fisca
l co

sts. 

 


 

Com
pletion of BoC’s recapitalization

.  O
n

 M
a
rch

 2
9
, 2

0
1
3
 th

e
 re

so
lu

tio
n

 a
u

th
o

rity in
itia

te
d

 th
e
 

re
ca

p
ita

liza
tio

n
 o

f th
e
 b

a
n

k
 w

ith
 th

e
 p

a
rticip

a
tio

n
 o

f e
q

u
ity a

n
d

 b
o

n
d

 h
o

ld
in

g
s a

n
d

 su
b

se
q

u
e
n

t 

C
Y
P

R
U

S
 

 6
       IN

T
E
R

N
A

T
IO

N
A

L M
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E
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n

ve
rsio

n
 o

f 3
7
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 p
e
rce

n
t o

f u
n

in
su

re
d

 d
e
p

o
sits in

to
 sh

a
re

s w
ith

 p
re

fe
rre

d
 vo

tin
g

 a
n

d
 d

ivid
e
n

d
 

rights. This w
as required to attain a CT1 capital ratio of 9 percent under PIM

CO
‘s stress scenario 

b
y e

n
d

-p
ro

g
ra

m
. T

h
is re

su
lte

d
 in

 a
n

 im
m

e
d

ia
te

 in
cre

a
se

 in
 th

e
 C

T
1
 ra

tio
 to

 w
e
ll a

b
o

ve
 9

 p
e
rce

n
t. 

P
a
rt o

f th
e
 re

m
a
in

in
g

 u
n

in
su

re
d

 d
e
p

o
sits w

a
s te

m
p

o
ra

rily fro
ze

n
 u

n
til th

e
 co

m
p

le
tio

n
 o

f a
n

 

in
d

e
p

e
n

d
e
n

t va
lu

a
tio

n
 (se

e
 b

e
lo

w
). A

s w
ith

 C
P

B
, th

is p
ro

ce
ss m

in
im

ize
d

 fisca
l co

sts.  

 1
0
. 

In
 a

 se
co

n
d

 ste
p

, w
e
 w

ill co
n

tin
u

e
 w

o
rk

in
g

 to
w

a
rd

 fin
a
lizin

g
 th

e
 re

so
lu

tio
n

 p
ro

ce
ss 

a
n

d
 e

n
su

rin
g

 th
e
 v

ia
b

ility
 o

f th
e
 in

te
rv

e
n

e
d

 b
a
n

k
s. O

u
r w

o
rk

 in
 th

is a
re

a
 a

im
s to

:  

 
 

C
o

m
p

le
te

 a
n

 in
d

e
p

e
n

d
e
n

t v
a
lu

a
tio

n
 o

f B
o

C
 a

n
d

 C
P

B
 a

sse
ts b

y
 e

n
d

- Ju
n

e
 2

0
1

3
 (stru

ctu
ra

l 

b
e
n

ch
m

a
rk

) a
s m

a
n

d
a
te

d
 in

 th
e
 re

so
lu

tio
n

 la
w

. T
h

is is n
e
e
d

e
d

 to
 e

n
su

re
 th

a
t ca

p
ita

liza
tio

n
 

ta
rg

e
ts ca

n
 b

e
 m

e
t b

a
se

d
 o

n
 a

 m
o

re
 d

e
ta

ile
d

 a
n

d
 u

p
d

a
te

d
 va

lu
a
tio

n
 o

f a
sse

ts. T
o

 th
is e

n
d

, n
o

 

la
te

r th
a
n

 e
n

d
-A

p
ril 2

0
1
3
, w

e
 w

ill a
g

re
e
 w

ith
 th

e
 E

C
/E

C
B

/IM
F sta

ff o
n

 th
e
 te

rm
s o

f re
fe

re
n

ce
 o

f 

th
is va

lu
a
tio

n
 e

xe
rcise

.  

 


 

F
in

a
lize

 th
e
 re

ca
p

ita
liza

tio
n

 o
f B

o
C

. Fo
llo

w
in

g
 th

e
 in

d
e
p

e
n

d
e
n

t va
lu

a
tio

n
 d

e
scrib

e
d

 a
b

o
ve

, if 

re
q

u
ire

d
, a

n
 a

d
d

itio
n

a
l co

n
ve

rsio
n

 o
f u

n
in

su
re

d
 d

e
p

o
sits in

to
 sh

a
re

s w
ith

 p
re

fe
rre

d
 vo

tin
g

 a
n

d
 

d
ivid

e
n

d
 rig

h
ts w

ill b
e
 u

n
d

e
rta

k
e
n

 to
 e

n
su

re
 th

a
t th

e
 C

T
I ta

rg
e
t o

f 9
 p

e
rce

n
t u

n
d

e
r stre

ss b
y 

e
n

d
-p

ro
g

ra
m

 ca
n

 b
e
 m

e
t. S

h
o

u
ld

 th
e
 b

a
n

k
 b

e
 fo

u
n

d
 to

 b
e
 o

ve
rca

p
ita

lize
d

 re
la

tive
 to

 th
e
 ta

rg
e
t, 

a
 sh

a
re

-re
ve

rsa
l p

ro
ce

ss w
ill b

e
 u

n
d

e
rta

k
e
n

 to
 re

fu
n

d
 d

e
p

o
sito

rs b
y th

e
 a

m
o

u
n

t o
f o

ve
r-

ca
p

ita
liza

tio
n

. 

 
 

E
n

su
re

 th
a
t B

o
C

 ca
n

 o
p

e
ra

te
 w

ith
 m

a
x
im

u
m

 sa
fe

g
u

a
rd

s to
 p

re
se

rv
e
 sta

b
ility

 a
n

d
 

co
n

tin
u

e
d

 v
ia

b
ility

 d
u

rin
g

 a
 tra

n
sitio

n
 p

e
rio

d
. In

 th
is re

g
a
rd

, w
e
 p

la
n

 to
 a

p
p

o
in

t a
 B

o
a
rd

 o
f 

D
ire

cto
rs to

 m
a
n

a
g

e
 th

e
 b

a
n

k
, in

 a
cco

rd
a
n

ce
 w

ith
 th

e
 re

so
lu

tio
n

 la
w

. T
h

is te
a
m

 w
ill ta

k
e
 o

ve
r th

e
 

re
sp

o
n

sib
ilitie

s o
f th

e
 sp

e
cia

l a
d

m
in

istra
to

r o
n

ce
 th

e
 re

so
lu

tio
n

 p
ro

ce
ss is co

m
p

le
te

d
 a

n
d

 u
n

til a
 

n
e
w

 g
e
n

e
ra

l a
sse

m
b

ly is co
n

ve
n

e
d

. T
h

e
 C

B
C

 w
ill re

q
u

ire
 th

e
 b

o
a
rd

 to
 p

re
p

a
re

 a
 re

stru
ctu

rin
g

 

plan defining the bank‘s business objectives b
y e

n
d

-S
e
p

te
m

b
e
r-2

0
1
3
 (stru

ctu
ra

l b
e
n

ch
m

a
rk

). 

T
o

 e
n

su
re

 th
a
t th

e
se

 issu
e
s d

o
 n

o
t a

ffe
ct its n

o
rm

a
l b

u
sin

e
ss a

ctivitie
s, b

y e
n

d
-Ju

n
e
 2

0
1
3
 w

e
 w

ill 

h
a
ve

 re
a
d

y in
stitu

tio
n

a
l a

rra
n

g
e
m

e
n

ts to
 in

su
la

te
 B

o
C

 fro
m

 re
p

u
ta

tio
n

a
l a

n
d

 g
o

ve
rn

a
n

ce
 risk

s. 

 1
1
. 

In
 a

 th
ird

 ste
p

, w
e
 w

ill e
n

su
re

 a
d

e
q

u
a
te

 re
ca

p
ita

liza
tio

n
 o

f o
th

e
r co

m
m

e
rcia

l b
a
n

k
s. 

T
h

e
 C

B
C

 w
ill in

cre
a
se

 m
in

im
u

m
 C

T
1
ca

p
ita

l re
q

u
ire

m
e
n

t to
 9

 p
e
rce

n
t b

y e
n

d
-2

0
1
3
. W

e
 h

a
ve

 

co
m

m
u

n
ica

te
d

 th
e
 id

e
n

tifie
d

 ca
p

ita
l n

e
e
d

s to
 re

m
a
in

in
g

 b
a
n

k
s co

ve
re

d
 in

 th
e
 P

IM
C

O
 d

u
e
 d

ilig
e
n

ce
. 

W
e
 w

ill in
stru

ct th
e
m

 to
 ta

k
e
 th

e
 n

e
ce

ssa
ry ste

p
s to

 e
n

su
re

 th
e
y m

e
e
t re

g
u

la
to

ry re
q

u
ire

m
e
n

ts 

under PIM
CO

‘s stress scenario by end
-S

e
p

te
m

b
e
r. If n

e
e
d

e
d

, p
u

b
lic fu

n
d

s fro
m

 th
e
 p

ro
g

ra
m

 w
ill b

e
 

u
se

d
 to

 re
ca

p
ita

lize
 th

e
se

 in
stitu

tio
n

s.  

 1
2
. 

W
e
 a

re
 a

lso
 ta

k
in

g
 ste

p
s to

 re
ca

p
ita

lize
 a

n
d

 re
stru

ctu
re

 th
e
 C

C
I se

cto
r. T

h
e
 g

o
ve

rn
m

e
n

t 

is co
m

m
itte

d
 to

 p
re

se
rvin

g
 a

 via
b

le
 cre

d
it co

o
p

e
ra

tive
 se

cto
r, a

s it p
ro

vid
e
s va

lu
a
b

le
 se

rvice
s w

h
ile

 

m
a
xim

izin
g

 stakeholders‘ value. T
o

 th
is e

n
d

: 


 

S
u

fficie
n

t p
ro

g
ra

m
 re

so
u

rce
s w

ill b
e
 p

ro
vid

e
d

 a
t th

e
 tim

e
 o

f th
e
 first re

vie
w

 in
 a

 d
e
d

ica
te

d
 

a
cco

u
n

t a
t th

e
 ce

n
tra

l b
a
n

k
 to

 su
p

p
o

rt th
e
 re

ca
p

ita
liza

tio
n

 a
n

d
 re

stru
ctu

rin
g

 o
f th

e
 C

C
I se

cto
r. 
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T
h

is w
ill h

e
lp

 to
 b

o
o

st co
n

fid
e
n

ce
 in

 th
e
 se

cto
r. T

h
e
 a

m
o

u
n

ts w
ill b

e
 in

je
cte

d
 in

 th
e
 se

cto
r 

fo
llo

w
in

g
 th

e
 id

e
n

tifica
tio

n
 o

f ca
p

ita
l n

e
e
d

s a
n

d
 in

 a
cco

rd
a
n

ce
 w

ith
 th

e
 stra

te
g

y b
e
lo

w
.  

 


 

W
e
 w

ill in
stru

ct th
e
 C

C
Is co

ve
re

d
 b

y th
e
 P

IM
C

O
 d

u
e
 d

i lig
e
n

ce
 to

 m
e
e
t ca

p
ita

l re
q

u
ire

m
e
n

ts b
y 

e
n

d
-Ju

ly. If th
e
y a

re
 u

n
a
b

le
 to

 ra
ise

 ca
p

ita
l, th

e
y w

ill b
e
 re

ca
p

ita
lize

d
 a

n
d

/o
r re

stru
ctu

re
d

 in
 th

e
 

co
n

te
xt o

f th
e
 o

ve
ra

ll stra
te

g
y. 

 
 

Fo
r in

d
ivid

u
a
l C

C
Is n

o
t co

ve
re

d
 b

y th
e
 P

IM
C

O
 d

u
e
-d

ilig
e
n

ce
 e

xe
rcise

, th
e
 C

B
C

 jo
in

tly w
ith

 th
e
 

C
C

I su
p

e
rviso

r w
ill co

m
p

le
te

 a
n

 a
sse

ssm
e
n

t o
f ca

p
ita

l n
e
e
d

s a
n

d
 via

b
ility

 b
y e

n
d

-Ju
n

e
 2

0
1
3
 

(stru
ctu

ra
l b

e
n

ch
m

a
rk

). T
h

is w
ill b

e
 d

o
n

e
 in

 a
cco

rd
a
n

ce
 w

ith
 te

rm
s o

f re
fe

re
n

ce
 p

re
p

a
re

d
 in

 

co
n

su
lta

tio
n

 w
ith

 E
C

/E
C

B
/IM

F
 b

y e
n

d
-A

p
ril.  

 
 

B
y e

n
d

-Ju
ly 2

0
1
3
, th

e
 C

B
C

 w
ill d

e
ve

lo
p

 a
 stra

te
g

y to
 re

ca
p

ita
lize

 a
n

d
 re

stru
ctu

re
 th

e
 se

cto
r w

ith
 

p
u

b
lic m

o
n

e
y a

s n
e
e
d

e
d

 (stru
ctu

ra
l b

e
n

ch
m

a
rk

).  

 N
o

rm
a

lizin
g

 fin
a

n
cia

l flo
w

s a
n

d
 e

n
su

rin
g

 a
d

e
q

u
a

te
 liq

u
id

ity
 

 1
3
. 

T
o

 sa
fe

g
u

a
rd

 fin
a
n

cia
l sta

b
ility

, it w
a
s n

e
ce

ssa
ry

 to
 im

p
o

se
 te

m
p

o
ra

ry
 a

d
m

in
istra

tiv
e
 

m
e
a
su

re
s. Fo

llo
w

in
g

 th
e
 in

te
rve

n
tio

n
 o

f th
e
 tw

o
 b

a
n

k
s a

n
d

 re
ca

p
ita

liza
tio

n
 o

f B
o

C
, w

h
ich

 re
q

u
ire

d
 a

 

b
a
n

k
 h

o
lid

a
y o

f six d
a
ys, o

n
 M

a
rch

 2
8
, 2

0
1
3
 th

e
 b

a
n

k
s w

e
re

 o
p

e
n

e
d

 w
ith

 te
m

p
o

ra
ry ca

p
ita

l co
n

tro
ls 

a
n

d
 d

e
p

o
sit w

ith
d

ra
w

a
l re

strictio
n

s. C
a
sh

 w
ith

d
ra

w
a
ls, e

le
ctro

n
ic p

a
ym

e
n

ts a
n

d
 tra

n
sfe

rs a
b

ro
a
d

 

h
a
ve

 b
e
e
n

 te
m

p
o

ra
rily re

stricte
d

 to
 p

re
ve

n
t d

e
p

o
sit o

u
tflo

w
s a

n
d

 p
ro

te
ct th

e
 liq

u
id

ity p
o

sitio
n

 o
f 

th
e
 b

a
n

k
s. T

h
e
 im

p
le

m
e
n

ta
tio

n
 o

f th
e
se

 m
e
a
su

re
s h

a
s b

e
e
n

 a
p

p
ro

p
ria

te
ly d

iffe
re

n
tia

te
d

 a
cro

ss 

tra
n

sa
ctio

n
s to

 m
in

im
ize

 d
isru

p
tio

n
s in

 th
e
 p

a
ym

e
n

ts syste
m

 a
n

d
 e

n
su

re
 th

e
 e

xe
cu

tio
n

 o
f e

sse
n

tia
l 

tra
n

sa
ctio

n
s. 

 1
4
. 

W
e
 a

im
 to

 g
ra

d
u

a
lly

 lift d
e
p

o
sit re

strictio
n

s a
n

d
 ca

p
ita

l co
n

tro
ls. W

e
 a

re
 co

m
m

itte
d

 to
 

re
m

o
vin

g
 re

strictive
 m

e
a
su

re
s, in

clu
d

in
g

 th
o

se
 th

a
t a

re
 in

co
n

siste
n

t w
ith

 o
u

r o
b

lig
a
tio

n
s u

n
d

e
r 

Article VIII of the IM
F‘s Articles of Agreem

ent, as soon a
s co

n
d

itio
n

s a
llo

w
. T

o
 th

is e
n

d
, w

e
 w

ill 

m
o

n
ito

r liq
u

id
ity co

n
d

itio
n

s a
n

d
 th

e
 im

p
a
ct o

f re
strictio

n
s in

 th
e
 b

a
n

k
s o

n
 a

 d
a
ily b

a
sis a

n
d

 w
ill 

re
vie

w
 a

n
d

 re
la

x cu
rre

n
t re

strictio
n

s a
s n

e
e
d

e
d

 in
 co

n
su

lta
tio

n
 w

ith
 th

e
 E

C
/E

C
B

/IM
F. In

 th
e
 

m
e
a
n

tim
e
, w

e
 re

q
u

e
st a

p
p

ro
va

l fro
m

 th
e
 Fu

n
d

 o
f a

n
y m

e
a
su

re
s th

a
t re

q
u

ire
 su

ch
 a

p
p

ro
va

l u
n

d
e
r 

A
rticle

 V
III. 

 1
5
. 

W
e
 w

ill e
n

su
re

 a
d

e
q

u
a
te

 liq
u

id
ity

 in
 th

e
 b

a
n

k
in

g
 sy

ste
m

. T
h

e
 C

B
C

, in
 clo

se
 co

o
p

e
ra

tio
n

 

w
ith

 th
e
 E

C
B

, sta
n

d
s re

a
d

y to
 ta

ke
 a

p
p

ro
p

ria
te

 m
e
a
su

re
s to

 m
a
in

ta
in

 su
fficie

n
t liq

u
id

ity in
 th

e
 

b
a
n

k
in

g
 syste

m
 in

 a
cco

rd
a
n

ce
 w

ith
 E

u
ro

syste
m

 ru
le

s a
n

d
 p

ro
ce

d
u

re
s.  T

o
 th

is e
ffe

ct, th
e
 C

B
C

 a
n

d
 

th
e
 E

C
B

 w
ill re

q
u

ire
 b

a
n

k
s to

 su
b

m
it fu

n
d

in
g

 p
la

n
s a

n
d

 clo
se

ly m
o

n
ito

r th
e
ir p

ro
g

re
ss o

n
 re

tu
rn

in
g

 

to
 a

 su
sta

in
a
b

le
 fu

n
d

in
g

 m
o

d
e
l. R

e
strictio

n
s w

ill b
e
 lifte

d
 a

s so
o

n
 a

s fu
n

d
in

g
 co

n
d

itio
n

s n
o

rm
a
lize

. 

W
e
 co

m
m

it n
o

t to
 im

p
o

se
 a

n
y n

e
w

 re
strictio

n
s o

r in
te

n
sify a

n
y e

xistin
g

 re
strictio

n
s o

n
 th

e
 m

a
k
in

g
 o

f 

p
a
ym

e
n

ts a
n

d
 tra

n
sfe

rs fo
r cu

rre
n

t in
te

rn
a
tio

n
a
l tra

n
sa

ctio
n

s, n
o

r to
 in

tro
d

u
ce

 a
n

y n
e
w

 m
u

ltip
le

 

cu
rre

n
cy p

ra
ctice

s. 

 C
Y
P

R
U

S
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       IN

T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
       

D
e
le

v
e
ra

g
in

g
 o

f th
e
 b

a
n

k
in

g
 se

cto
r 

 1
6
.  

W
e
 a

re
 ta

k
in

g
 re

so
lu

te
 ste

p
s to

 re
d

u
ce

 th
e
 size

 o
f o

u
r b

a
n

k
in

g
 se

cto
r. O

u
r a

im
 is to

 

d
o

w
n

size
 o

u
r d

o
m

e
stic b

a
n

k
in

g
 se

cto
r to

 th
e
 E

U
 a

ve
ra

g
e
 b

y e
n

d
-2

0
1
8
 fro

m
 m

o
re

 th
a
n

 5
0
0
 p

e
rce

n
t 

o
f G

D
P

 a
t e

n
d

-2
0
1
2
. T

h
is w

ill b
e
tte

r se
rve

 th
e
 n

e
e
d

s o
f o

u
r e

co
n

o
m

y a
n

d
 e

n
su

re
 th

a
t co

n
tin

g
e
n

t 

lia
b

ilitie
s fro

m
 th

e
 b

a
n

k
s to

 th
e
 so

ve
re

ig
n

 a
re

 fu
rth

e
r re

d
u

ce
d

. T
o

 th
is e

n
d

:  

 
 

O
n

 M
a
rch

 2
5
, 2

0
1
3
 w

e
 sp

o
n

so
re

d
 th

e
 a

g
re

e
m

e
n

t th
ro

u
g

h
 w

h
ich

 C
yp

ru
s P

o
p

u
la

r B
a
n

k
 (C

P
B

), 

B
a
n

k
 o

f C
yp

ru
s (B

o
C

), a
n

d
 H

e
lle

n
ic B

a
n

k
 (H

B
) tra

n
sfe

rre
d

 th
e
 a

sse
ts a

n
d

 lia
b

ilitie
s o

f th
e
ir 

b
ra

n
ch

e
s in

 G
re

e
ce

 to
 th

e
 G

re
e
k
 b

a
n

k
 P

ira
e
u

s. T
h

is h
e
lp

e
d

 to
 re

d
u

ce
 th

e
 size

 o
f o

u
r b

a
n

k
s b

y 

a
b

o
u

t 1
3
0
 p

e
rce

n
t o

f G
D

P
, lim

itin
g

 co
n

tin
g

e
n

t lia
b

ilitie
s o

n
 th

e
 sta

te
 a

n
d

 tra
n

sfe
rrin

g
 

re
sp

o
n

sib
ility to

 co
ve

r €
9
 b

illio
n

 o
f in

su
re

d
 G

re
e
k
 d

e
p

o
sits fro

m
 C

yp
ru

s to
 G

re
e
ce

. 

 


 

In
 th

e
 co

n
te

xt o
f th

e
 re

so
lu

tio
n

 o
f C

P
B

 a
n

d
 re

stru
ctu

rin
g

 o
f B

o
C

, fa
ir va

lu
e
 th

e
ir a

sse
t p

o
rtfo

lio
s 

a
s p

a
rt o

f th
e
 in

d
e
p

e
n

d
e
n

t va
lu

a
tio

n
 e

xe
rcise

 m
a
n

d
a
te

d
 b

y th
e
 re

so
lu

tio
n

 la
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 p
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h
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 b
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in
tro

d
u

ce
d

. Fin
a
lly, w

e
 w

ill e
sta

b
lish

 b
y e

n
d

-Ju
n

e
 2

0
1
3
 a

 m
e
d

ia
tio

n
 se

rvice
 to

 in
te

rm
e
d

ia
te

 

b
e
tw

e
e
n

 b
a
n

k
s a

n
d

 th
e
ir clie

n
ts to

 a
ch

ie
ve

 fa
ir d

e
b

t re
stru

ctu
rin

g
.  

 S
tre

n
g

th
e
n

in
g

 th
e
 A

M
L
 fra

m
e
w

o
rk

 

 2
0
.  

W
e
 re

m
a
in

 fu
lly

 co
m

m
itte

d
 to

 stre
n

g
th

e
n

in
g

 o
u

r a
n

ti-m
o

n
e
y
 la

u
n

d
e
rin

g
 (A

M
L
) 

fra
m

e
w

o
rk

 in
 lin

e
 w

ith
 th

e
 F

A
T

F
 sta

n
d

a
rd

s. W
hile Cyprus‘ AM

L regim
e has received an overall 

p
o

sitive
 e

va
lu

a
tio

n
 in

 th
e
 2

0
1
1
 M

O
N

E
Y

V
A

L re
p

o
rt, w

e
 h

a
ve

 a
g

re
e
d

 to
 a

n
 in

d
e
p

e
n

d
e
n

t a
u

d
it o

f th
e
 

im
p

le
m

e
n

ta
tio

n
 o

f th
e
 A

M
L fra

m
e
w

o
rk

 in
 cre

d
it in

stitu
tio

n
s. W

e
 re

m
a
in

 co
m

m
itte

d
 to

 stre
n

g
th

e
n

in
g

 

o
u

r A
M

L le
g

a
l a

n
d

 im
p

le
m

e
n

ta
tio

n
 fra

m
e
w

o
rk

. T
o

 th
is e

n
d

: 

 
 

W
e
 w

ill fu
rth

e
r b

u
ild

 o
n

 re
ce

n
t re

visio
n

s to
 o

u
r le

g
a
l fra

m
e
w

o
rk

, a
s a

p
p

ro
p

ria
te

 to
:(i) e

n
su

re
 th

e
 

e
xch

a
n

g
e
 b

y th
e
 fin

a
n

cia
l in

te
llig

e
n

ce
 u

n
it o

f fin
a
n

cia
l in

te
llig

e
n

ce
 o

n
 m

o
n

e
y la

u
n

d
e
rin

g
, 

a
sso

cia
te

d
 p

re
d

ica
te

 o
ffe

n
se

s a
n

d
 te

rro
rist fin

a
n

cin
g

 w
ith

 fo
re

ig
n

 co
u

n
te

rp
a
rts w

ith
o

u
t th

e
 n

e
e
d

 

to
 se

cu
re

 a
 co

u
rt o

rd
e
r; (ii) e

n
su

re
 th

a
t a

ll tru
ste

e
s o

f tru
sts u

n
d

e
r C

yp
ru

s la
w

 a
re

 re
g

u
la

te
d

 o
r 

o
th

e
rw

ise
 re

g
iste

re
d

; (iii) e
n

su
re

 th
a
t a

d
e
q

u
a
te

 a
n

d
 a

ccu
ra

te
 in

fo
rm

a
tio

n
 o

n
 th

e
 b

e
n

e
ficia

l 

o
w

n
e
rsh

ip
 o

f le
g

a
l e

n
titie

s re
g

iste
re

d
 in

 C
yp

ru
s ca

n
 b

e
 o

b
ta

in
e
d

 in
 a

 tim
e
ly m

a
n

n
e
r b

y 

co
m

p
e
te

n
t a

u
th

o
ritie

s; and (iv) ensure that the use of ―nom
inee directors‖ (i.e., pro

fe
ssio

n
a
ls 

w
h

o
 p

ro
vid

e
 d

ire
cto

r se
rvice

s) o
r n

o
m

in
e
e
 sh

a
re

h
o

ld
e
rs d

o
e
s n

o
t cre

a
te

 a
n

y o
b

sta
cle

 to
 th

e
 

tim
e
ly a

cce
ss to

 a
d

e
q

u
a
te

, a
ccu

ra
te

 a
n

d
 cu

rre
n

t in
fo

rm
a
tio

n
 o

n
 th

e
 b

e
n

e
ficia

l o
w

n
e
rsh

ip
 a

n
d

 

co
n

tro
l o

f co
m

p
a
n

ie
s. W

e
 w

ill fin
a
lize

 th
e
se

 b
y e

n
d

-S
e
p

te
m

b
e
r 2

0
1
3
 (stru

ctu
ra

l b
e
n

ch
m

a
rk

).  

 


 

T
o

 im
p

le
m

e
n

t th
e
 re

vise
d

 le
g

a
l fra

m
e
w

o
rk

 re
la

te
d

 to
 th

e
 tra

n
sp

a
re

n
cy o

f C
yp

rio
t co

rp
o

ra
tio

n
s 

a
n

d
 tru

sts, w
e
 w

ill: (i) co
n

d
u

ct a
 th

ird
 p

a
rty a

sse
ssm

e
n

t o
f th

e
 fu

n
ctio

n
in

g
 o

f th
e
 R

e
g

istra
r o

f 

C
o

m
p

a
n

ie
s a

n
d

 a
p

p
ro

p
ria

te
ly re

so
u

rce
 th

e
 d

e
p

a
rtm

e
n

t o
f th

e
 R

e
g

istra
r; a

n
d

 (ii) stre
n

g
th

e
n

 th
e
 

A
M

L/C
FT

 su
p

e
rvisio

n
 o

f la
w

ye
rs, a

cco
u

n
ta

n
ts a

n
d

 tru
st a

n
d

 co
m

p
a
n

y se
rvice

 p
ro

vid
e
rs b

y 

p
ro

vid
in

g
 a

d
e
q

u
a
te

 sta
ffin

g
 o

f su
p

e
rviso

rs, a
p

p
lyin

g
 a

 risk
-b

a
se

d
 a

p
p

ro
a
ch

 to
 su

p
e
rvisio

n
, a

n
d

 

re
visin

g
 th

e
 m

e
th

o
d

o
lo

g
y u

se
d

 fo
r su

p
e
rvisio

n
 a

n
d

 in
sp

e
ctio

n
 b

y e
n

d
-D

e
ce

m
b

e
r 2

0
1
3
.  



C
Y
P

R
U

S
 

  IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
    1

1 

 
 

T
h

e
 su

p
e
rvisio

n
 d

e
p

a
rtm

e
n

t o
f th

e
 C

B
C

 w
ill re

vise
 its o

ff-site
 a

n
d

 o
n

-site
 su

p
e
rviso

ry p
ro

ce
d

u
re

s 

to
 fu

rth
e
r im

p
le

m
e
n

t a
 risk

-b
a
se

d
 a

p
p

ro
a
ch

 to
 A

M
L su

p
e
rvisio

n
 b

y e
n

d
-D

e
ce

m
b

e
r 2

0
1
3
.  

 


 

Fin
a
lly, sh

o
u

ld
 th

e
 in

d
e
p

e
n

d
e
n

t a
u

d
it re

ve
a
l th

a
t th

e
re

 is a
 n

e
e
d

, w
e
 sta

n
d

 re
a
d

y to
 ta

k
e
 

co
rre

ctive
 a

ctio
n

s in
 th

e
 im

p
le

m
e
n

ta
tio

n
 o

f th
e
 p

re
ve

n
tive

 m
e
a
su

re
s b

y fin
a
n

cia
l in

stitu
tio

n
s. 

T
h

e
se

 w
ill b

e
 a

g
re

e
d

 b
y e

n
d

-Ju
n

e
 2

0
1
3
.   

 C
. 

F
isca

l P
o

licy
 

 2
1
. 

T
o

 p
la

ce
 d

e
b

t o
n

 a
 su

sta
in

e
d

 d
o

w
n

w
a
rd

 p
a
th

, th
e
 g

o
v
e
rn

m
e
n

t is co
m

m
itte

d
 to

 

a
ch

ie
v
in

g
 a

 p
rim

a
ry

 fisca
l su

rp
lu

s o
f 4

 p
e
rce

n
t o

f G
D

P
 b

y
 2

0
1

8
. W

e
 w

ill p
u

rsu
e
 a

 b
a
la

n
ce

d
 fisca

l 

co
n

so
lid

a
tio

n
 th

a
t b

o
o

sts cre
d

ib
ility in

 o
u

r p
u

b
lic fin

a
n

ce
s a

n
d

 lo
w

e
rs d

e
b

t in
 th

e
 lo

n
g

 ru
n

, w
h

ile
 

ta
k
in

g
 in

to
 a

cco
u

n
t cyclica

l co
n

sid
e
ra

tio
n

s. Fo
r 2

0
1
3
, w

e
 w

ill ta
rg

e
t a

 p
rim

a
ry b

a
la

n
ce

 o
f  -2

.4
 

p
e
rce

n
t o

f G
D

P
, a

fte
r ta

k
in

g
 in

to
 a

cco
u

n
t a

 sig
n

ifica
n

t co
n

so
lid

a
tio

n
 a

lre
a
d

y u
n

d
e
rw

a
y, a

s w
e
ll a

s 

so
m

e
 o

n
e
-o

ff re
ve

n
u

e
s. O

u
r ta

rg
e
t m

a
y b

e
 re

vise
d

 d
o

w
n

 to
 in

co
rp

o
ra

te
 co

m
p

e
n

sa
tio

n
 fo

r p
e
n

sio
n

 

fu
n

d
s in

 C
P

B
 w

ith
 p

ro
g

ra
m

 fu
n

d
s to

 e
n

su
re

 e
q

u
a
l tre

a
tm

e
n

t w
ith

 su
ch

 fu
n

d
s in

 B
o

C
 fo

llo
w

in
g

 th
e
 

co
n

ve
rsio

n
 o

f d
e
p

o
sits in

to
 e

q
u

ity. W
ith

 th
e
 e

co
n

o
m

y co
n

tin
u

in
g

 to
 co

n
tra

ct a
n

d
 n

o
 a

d
d

itio
n

a
l o

n
e
-

o
ff re

ve
n

u
e
s, w

e
 w

ill a
im

 fo
r a

 p
rim

a
ry b

a
la

n
ce

 o
f -4

.3
 p

e
rce

n
t o

f G
D

P
 in

 2
0
1
4
. T

h
e
re

a
fte

r, w
e
 w

ill 

p
la

n
 to

 re
a
ch

 a
 p

rim
a
ry d

e
ficit o

f -2
.1

 p
e
rce

n
t o

f G
D

P
 in

 2
0
1
5
, a

n
d

 su
rp

lu
se

s o
f 1

.2
, 3

, a
n

d
 4

 p
e
rce

n
t 

o
f G

D
P

 in
 2

0
1
6
, 2

0
1
7
, a

n
d

 2
0
1
8
 a

n
d

 b
e
yo

n
d

, re
sp

e
ctive

ly
. 

 2
2
. 

In
 a

 first ste
p

 to
w

a
rd

 fisca
l co

n
so

lid
a
tio

n
, la

st D
e
ce

m
b

e
r w

e
 le

g
isla

te
d

 a
 

co
m

p
re

h
e
n

siv
e
 p

a
ck

a
g

e
 o

f m
e
a
su

re
s fo

r 2
0

1
3

-1
5

. U
n

d
e
r o

u
r re

vise
d

 m
a
cro

e
co

n
o

m
ic fra

m
e
w

o
rk

, 

th
e
se

 a
re

 e
stim

a
te

d
 to

 yie
ld

 a
b

o
u

t 5
 p

e
rce

n
t o

f G
D

P
. O

n
 th

e
 e

xp
e
n

d
itu

re
 sid

e
, w

e
 im

p
le

m
e
n

te
d

 

p
e
rm

a
n

e
n

t w
a
g

e
 cu

ts a
p

p
lyin

g
 to

 th
e
 b

ro
a
d

 p
u

b
lic se

cto
r, a

b
o

lish
e
d

 a
n

d
/o

r re
d

u
ce

d
 a

 n
u

m
b

e
r 

o
ve

rla
p

p
in

g
 b

e
n

e
fits, in

cre
a
se

d
 th

e
 m

a
n

d
a
to

ry re
tire

m
e
n

t a
g

e
 in

 th
e
 p

u
b

lic p
e
n

sio
n

 sch
e
m

e
, a

n
d

 

im
p

le
m

e
n

te
d

 a
n

 e
a
rly re

tire
m

e
n

t p
e
n

a
lty

, w
h

ile
 p

re
se

rvin
g

 a
cq

u
ire

d
 rig

h
ts. O

n
 th

e
 re

ve
n

u
e
 sid

e
, w

e
 

in
cre

a
se

d
 e

xcise
 ta

xe
s a

n
d

 V
A

T
 ra

te
s, e

xte
n

d
e
d

 th
e
 e

xistin
g

 e
xtra

o
rd

in
a
ry co

n
trib

u
tio

n
s o

n
 w

a
g

e
s 

sch
e
d

u
le

d
 to

 e
xp

ire
 in

 2
0
1
4
, a

n
d

 fu
rth

e
r in

cre
a
se

d
 th

e
 co

n
trib

u
tio

n
 ra

te
 to

 th
e
 g

e
n

e
ra

l p
e
n

sio
n

 

syste
m

 b
y b

o
th

 e
m

p
lo

ye
e
s a

n
d

 e
m

p
lo

ye
rs. 

 2
3
. 

A
ch

ie
v
in

g
 o

u
r p

la
n

n
e
d

 fisca
l p

a
th

 w
ill re

q
u

ire
 a

d
d

itio
n

a
l co

n
so

lid
a
tio

n
 m

e
a
su

re
s 

a
m

o
u

n
tin

g
 to

 a
b

o
u

t 7
 p

e
rce

n
t o

f G
D

P
 d

u
rin

g
 2

0
1

3
-2

0
1

8
. T

o
 th

is e
n

d
, w

e
 w

ill im
p

le
m

e
n

t a
n

 

a
d

d
itio

n
a
l 2

.2
 p

e
rce

n
t o

f G
D

P
 in

 m
e
a
su

re
s in

 2
0
1
3
. T

o
 se

cu
re

 o
u

r lo
n

g
-te

rm
 p

rim
a
ry fisca

l ta
rg

e
t o

f  

4
 p

e
rce

n
t o

f G
D

P
, w

e
 co

m
m

it to
 id

e
n

tifyin
g

 a
n

 a
d

d
itio

n
a
l 4

.7
 p

e
rce

n
t o

f G
D

P
 o

f m
e
a
su

re
s to

 b
e
 

im
p

le
m

e
n

te
d

 d
u

rin
g

 2
0
1
5
-2

0
1
8
. G

ive
n

 o
u

r still re
la

tive
ly h

ig
h

 b
u

d
g

e
t sp

e
n

d
in

g
, w

e
 w

ill e
n

su
re

 th
a
t 

o
u

r co
n

so
lid

a
tio

n
 e

ffo
rts d

e
live

r a
t le

a
st 6

0
 p

e
rce

n
t o

f to
ta

l sp
e
cifie

d
 yie

ld
s fo

r 2
0
1
3

-1
8
 in

 

e
xp

e
n

d
itu

re
 ra

tio
n

a
liza

tio
n

. 

 

2
4
. 

A
t th

e
 o

n
se

t o
f th

e
 p

ro
g

ra
m

, w
e
 w

ill im
p

le
m

e
n

t m
e
a
su

re
s a

m
o

u
n

tin
g

 to
 2

.2
 p

e
rce

n
t o

f 

G
D

P
 th

ro
u

g
h

 th
e
 a

d
o

p
tio

n
 o

f le
g

isla
tio

n
 a

n
d

 C
o

u
n

cil o
f M

in
iste

r d
e
cisio

n
s, a

s n
e
e
d

e
d

 (p
rio

r 

a
ctio

n
). O

n
 th

e
 re

ve
n

u
e
 sid

e
, th

e
se

 m
e
a
su

re
s w

ill in
clu

d
e
: (i) in

cre
a
sin

g
 th

e
 co

rp
o

ra
te

 in
co

m
e
 ta

x 

C
Y
P

R
U

S
 

 1
2

       IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
       

ra
te

 fro
m

 1
0
 to

 1
2
.5

 p
e
rce

n
t; (ii) ra

isin
g

 th
e
 b

a
n

k
 le

vy ra
te

 fro
m

 0
.1

1
 to

 0
.1

5
 p

e
rce

n
t; (iii) ra

isin
g

 th
e
 

w
ith

h
o

ld
in

g
 ta

x ra
te

 o
n

 in
te

re
st re

ce
ive

d
 to

 3
0
 p

e
rce

n
t; a

n
d

 (iv) re
fo

rm
in

g
 th

e
 p

ro
p

e
rty ta

x; a
n

d
 (v) 

o
th

e
r. T

h
e
se

 m
e
a
su

re
s a

re
 e

xp
e
cte

d
 to

 yie
ld

 2
 p

e
rce

n
t o

f G
D

P
. O

n
 th

e
 e

xp
e
n

d
itu

re
 sid

e
, w

e
 w

ill 

ra
tio

n
a
lize

 h
o

u
sin

g
 b

e
n

e
fits, w

h
ich

 w
ill sa

ve
 0

.2
 p

e
rce

n
t o

f G
D

P
.  

 2
5
. 

D
u

rin
g

 u
p

co
m

in
g

 re
v
ie

w
s, w

e
 co

m
m

it to
 id

e
n

tify
in

g
 a

n
 a

d
d

itio
n

a
l 4

.7
 p

e
rce

n
t o

f G
D

P
 

in
 m

e
a
su

re
s to

 a
tta

in
 a

 p
rim

a
ry

 b
a
la

n
ce

 ta
rg

e
t o

f 4
 p

e
rce

n
t o

f G
D

P
 b

y
 2

0
1

8
. T

h
e
se

 w
ill b

e
 

in
clu

d
e
d

 in
 th

e
 a

n
n

u
a
l b

u
d

g
e
ts fo

r 2
0
1
5
-1

8
 a

n
d

 th
e
 co

rre
sp

o
n

d
in

g
 m

e
d

iu
m

 te
rm

 fra
m

e
w

o
rk

s. Fisca
l 

stru
ctu

ra
l re

fo
rm

s in
 th

e
 a

re
a
s o

f e
xp

e
n

d
itu

re
 ra

tio
n

a
liza

tio
n

 a
n

d
 re

ve
n

u
e
 a

d
m

in
istra

tio
n

 w
ill h

e
lp

 u
s 

to
 a

ch
ie

ve
 th

e
se

 n
e
e
d

e
d

 b
u

d
g

e
t sa

vin
g

s. In
 th

e
 e

ve
n

t o
f re

ve
n

u
e
 sh

o
rtfa

lls o
r h

ig
h

e
r so

cia
l sp

e
n

d
in

g
 

n
e
e
d

s, th
e
 g

o
ve

rn
m

e
n

t sta
n

d
s re

a
d

y to
 ta

k
e
 a

d
d

itio
n

a
l m

e
a
su

re
s to

 preserve the program
‘s 

m
e
d

iu
m

-te
rm

 fisca
l b

a
la

n
ce

 a
n

d
 d

e
b

t o
b

je
ctive

s, in
clu

d
in

g
 b

y re
d

u
cin

g
 d

iscre
tio

n
a
ry sp

e
n

d
in

g
. 

C
o

n
ve

rse
ly, if th

e
re

 is a
n

 o
ve

r-p
e
rfo

rm
a
n

ce
, to

 th
e
 e

xte
n

t th
a
t it is d

e
e
m

e
d

 p
e
rm

a
n

e
n

t, it w
ill re

d
u

ce
 

th
e
 n

e
e
d

 fo
r a

d
d

itio
n

a
l m

e
a
su

re
s in

 th
e
 o

u
te

r ye
a
rs. Fin

a
lly, o

n
e
-o

ff w
in

d
fa

ll re
ve

n
u

e
s w

ill n
o

t b
e
 

u
se

d
 to

 in
cre

a
se

 sp
e
n

d
in

g
.  

 A
.   S

tru
ctu

ra
l F

isca
l R

e
fo

rm
s 

 2
6
. 

W
e
 a

re
 co

m
m

itte
d

 to
 im

p
le

m
e
n

tin
g

 stru
ctu

ra
l re

fo
rm

s to
 su

p
p

o
rt o

u
r fisca

l 

co
n

so
lid

a
tio

n
 e

ffo
rts a

n
d

 e
n

su
re

 th
e
 su

sta
in

a
b

ility
 o

f o
u

r p
e
n

sio
n

 sy
ste

m
. La

st ye
a
r, w

e
 

im
p

le
m

e
n

te
d

 a
 co

m
p

re
h

e
n

sive
 re

fo
rm

 o
f th

e
 C

O
LA

 w
a
g

e
 in

d
e
xa

tio
n

 m
e
ch

a
n

ism
 to

 lim
it th

e
 g

ro
w

th
 

o
f th

e
 p

u
b

lic se
cto

r w
a
g

e
 b

ill. W
e
 a

lso
 im

p
le

m
e
n

te
d

 p
a
ra

m
e
tric p

e
n

sio
n

 re
fo

rm
s to

 im
p

ro
ve

 th
e
 

system
‘s financial viability and m

ake it m
ore equitable. Building on these efforts, w

e w
ill: (i) review

 
th

e
 syste

m
 o

f so
cia

l in
su

ra
n

ce
 a

n
d

 so
cia

l w
e
lfa

re
 sch

e
m

e
s to

 co
n

ta
in

 sp
e
n

d
in

g
 w

h
ile

 p
ro

te
ctin

g
 th

e
 

vu
ln

e
ra

b
le

 a
n

d
 p

re
se

rve
 lo

n
g

-ru
n

 via
b

ility; (ii) im
p

ro
ve

 p
u

b
lic fin

a
n

cia
l m

a
n

a
g

e
m

e
n

t b
y 

stre
n

g
th

e
n

in
g

 o
u

r b
u

d
g

e
t fra

m
e
w

o
rk

, a
n

d
 e

n
h

a
n

cin
g

 th
e
 m

a
n

a
g

e
m

e
n

t o
f fisca

l risk
s a

n
d

 fu
tu

re
 

re
ve

n
u

e
s fro

m
 n

a
tu

ra
l re

so
u

rce
s; (iii) re

fo
rm

 o
u

r re
ve

n
u

e
 a

d
m

in
istra

tio
n

 to
 fig

h
t ta

x e
va

sio
n

 a
n

d
 

im
p

ro
ve

 re
ve

n
u

e
 co

lle
ctio

n
; a

n
d

 (iv) ra
tio

n
a
lize

 th
e
 p

u
b

lic se
cto

r b
y d

isco
n

tin
u

in
g

 n
o

n
-co

re
 a

ctivitie
s 

a
n

d
 p

riva
tizin

g
 p

u
b

lic a
sse

ts.  

 S
o

cia
l In

su
ra

n
ce

 a
n

d
 S

o
cia

l W
e
lfa

re
 S

y
ste

m
 

 2
7
. 

W
e
 w

ill co
n

tin
u

e
 o

u
r re

fo
rm

s o
f th

e
 g

e
n

e
ra

l in
su

ra
n

ce
 p

e
n

sio
n

 sch
e
m

e
 (G

S
IS

) a
n

d
 th

e
 

p
u

b
lic se

cto
r o

ccu
p

a
tio

n
a
l p

e
n

sio
n

 sch
e
m

e
 (G

E
P

S
) to

 e
n

h
a
n

ce
 th

e
ir in

tra
- a

n
d

 in
te

r-

g
e
n

e
ra

tio
n

a
l fa

irn
e
ss a

n
d

 to
 e

n
su

re
 th

e
ir fin

a
n

cia
l v

ia
b

ility
. T

a
k
in

g
 in

to
 a

cco
u

n
t th

e
 re

ce
n

t 

re
fo

rm
s, b

y e
n

d
-Ju

ly 2
0
1
3
 w

e
 w

ill co
n

d
u

ct a
n

 a
ctu

a
ria

l a
n

a
lysis to

 d
e
te

rm
in

e
 o

p
tio

n
s to

 e
n

su
re

 th
e
 

lo
n

g
-ru

n
 via

b
ility o

f G
S
IS

 u
n

til 2
0
6
0
 w

ith
o

u
t th

e
 n

e
e
d

 fo
r g

o
ve

rn
m

e
n

t tra
n

sfe
rs b

e
yo

n
d

 cre
d

ite
d

 

co
n

trib
u

tio
n

s. In
 th

is co
n

te
xt, w

e
 w

ill se
p

a
ra

te
 in

 a
cco

u
n

tin
g

 te
rm

s th
e
 n

o
n

-co
n

trib
u

to
ry p

e
n

sio
n

 

b
e
n

e
fit fro

m
 th

e
 in

su
ra

n
ce

-b
a
se

d
 (co

n
trib

u
to

ry) G
S
IS

 p
e
n

sio
n

 sch
e
m

e
. R

e
fo

rm
s re

su
ltin

g fro
m

 th
e
 

a
ctu

a
ria

l a
n

a
lysis w

ill b
e
 a

d
o

p
te

d
 b

y e
n

d
-D

e
ce

m
b

e
r 2

0
1
3
 a

n
d

 e
n

te
r in

to
 fo

rce
 b

y e
n

d
-M

a
rch

 2
0
1
4
. 

T
h

e
 re

fo
rm

 w
ill e

n
co

m
p

a
ss a

n
 a

d
e
q

u
a
te

 co
m

b
in

a
tio

n
 o

f b
e
n

e
fit re

d
u

ctio
n

, sta
tu

to
ry re

tire
m

e
n

t a
g

e
 

in
cre

a
se

s, a
n

d
/o

r co
n

trib
u

tio
n

 ra
te

 in
cre

a
se

s, ta
k
in

g
 in

to
 a

cco
u

n
t th

e
 latter‘s im

p
a
ct o

n
 la

b
o

r co
sts. 

T
h

e
 re

ce
n

t G
E
P
S
 p

e
n

sio
n

 re
fo

rm
s w

ill a
lso

 b
e
 e

xte
n

d
e
d

 to
 th

e
 b

ro
a
d

e
r p

u
b

lic se
cto

r. 

C
Y
P

R
U

S
 

  IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
    1

3 

2
8
. 

W
e
 w

ill a
lso

 re
fo

rm
 th

e
 so

cia
l w

e
lfa

re
 sy

ste
m

 to
 m

in
im

ize
 o

v
e
rla

p
s in

 b
e
n

e
fits a

n
d

 

im
p

ro
v
e
 ta

rg
e
tin

g
. S

p
e
n

d
in

g
 o

n
 so

cia
l p

ro
g

ra
m

s h
a
s in

cre
a
se

d
 ra

p
id

ly in
 re

ce
n

t ye
a
rs to

 le
ve

ls w
e
ll 

a
b

o
ve

 th
e
 E

U
 a

ve
ra

g
e
, in

 p
a
rt d

u
e
 to

 o
ve

rla
p

p
in

g
 b

e
n

e
fits a

n
d

 su
b

o
p

tim
a
l ta

rg
e
tin

g
. B

u
ild

in
g

 o
n

 

e
a
rlie

r re
fo

rm
s, b

y e
n

d
-Ju

n
e
 2

0
1
3
, w

e
 w

ill p
re

p
a
re

 a
n

 a
ctio

n
 p

la
n

 b
a
se

d
 o

n
 a

 re
vie

w
 th

a
t w

ill co
ve

r 

a
ll so

cia
l p

ro
g

ra
m

s (i.e
., so

cia
l a

ssista
n

ce
, h

o
u

sin
g

 b
e
n

e
fits, fa

m
ily b

e
n

e
fits, e

d
u

ca
tio

n
 a

llo
w

a
n

ce
s, 

a
n

d
 a

n
y o

th
e
r tra

n
sfe

r sch
e
m

e
s) p

ro
vid

e
d

 b
y a

ll p
u

b
lic e

n
titie

s. T
h

e
 p

la
n

, w
h

ich
 w

ill in
clu

d
e
 

p
ro

p
o

sa
ls to

 co
n

so
lid

a
te

 w
e
lfa

re
 p

ro
g

ra
m

s, im
p

ro
ve

 ta
rg

e
tin

g
, a

n
d

 stre
a
m

lin
e
 a

d
m

in
istra

tio
n

, w
ill 

a
im

 to
 a

tta
in

 th
e
 b

u
d

g
e
t sa

vin
g

s re
q

u
ire

d
 to

 re
a
ch

 o
u

r p
ro

g
ra

m
 fisca

l ta
rg

e
ts, w

h
ile

 e
n

su
rin

g
 th

a
t 

th
e
 p

o
o

r a
n

d
 vu

ln
e
ra

b
le

 g
ro

u
p

s a
re

 a
d

e
q

u
a
te

ly p
ro

te
cte

d
. W

e
 w

ill im
p

le
m

e
n

t th
is re

fo
rm

 b
y e

n
d

-

2
0
1
3
 (stru

ctu
ra

l b
e
n

ch
m

a
rk

). 

 P
u

b
lic F

in
a

n
cia

l M
a

n
a

g
e
m

e
n

t 

 2
9
. 

W
e
 a

re
 co

m
m

itte
d

 to
 im

p
ro

v
in

g
 o

u
r b

u
d

g
e
t p

ro
ce

sse
s. W

e
 h

a
ve

 le
g

isla
te

d
 a

 m
e
d

iu
m

-

te
rm

 b
u

d
g

e
t fra

m
e
w

o
rk

 (M
T
B

F) in
 lin

e
 w

ith
 E

U
 d

ire
ctive

s, in
clu

d
in

g
 a

 ro
llin

g
 th

re
e
-ye

a
r b

u
d

g
e
t 

fra
m

e
w

o
rk

 w
ith

 a
 vie

w
 o

f e
n

h
a
n

cin
g

 fisca
l d

iscip
lin

e
. In

 co
n

su
lta

tio
n

 w
ith

 th
e
 E

C
/E

C
B

/IM
F, th

ro
u

g
h

 

re
g

u
la

tio
n

s in
 th

e
 fo

rm
 o

f a
n

 e
xp

a
n

d
e
d

 b
u

d
g

e
t circu

la
r, w

e
 w

ill e
n

su
re

 th
a
t th

e
 M

T
B

F w
ill b

e
 fu

lly 

e
ffe

ctive
 sta

rtin
g

 w
ith

 th
e
 2

0
1
4
 b

u
d

g
e
t. In

 th
e
 co

n
te

xt o
f a

 b
ro

a
d

 re
vie

w
 o

f o
u

r P
FM

 syste
m

 to
 b

e
 

co
m

p
le

te
d

 b
y e

n
d

-Ju
n

e
 2

0
1
3
 w

e
 w

ill d
e
ve

lo
p

 a
 n

e
w

 co
m

p
re

h
e
n

sive
 La

w
 o

n
 Fisca

l R
esp

o
n

sib
ility a

n
d
 

B
u

d
g
et S

ystem
s in

clu
d

in
g

 su
p

p
le

m
e
n

ta
ry se

co
n

d
a
ry le

g
isla

tio
n

 to
 a

d
d

re
ss a

n
y re

m
a
in

in
g

 

in
co

n
siste

n
cie

s b
e
tw

e
e
n

 th
e
 M

T
B

F la
w

 a
n

d
 e

xistin
g

 le
g

isla
tio

n
, w

h
ich

 w
ill b

e
 su

b
m

itte
d

 to
 

p
a
rlia

m
e
n

t b
y e

n
d

-D
e
ce

m
b

e
r 2

0
1
3
 (stru

ctu
ra

l b
e
n

ch
m

a
rk

). T
h

e
 n

e
w

 la
w

 w
ill p

ro
vid

e
 a

n
 e

n
a
b

lin
g

 

fra
m

e
w

o
rk

 fo
r a

 m
e
d

iu
m

-te
rm

 P
FM

 re
fo

rm
 p

ro
g

ra
m

. 

 3
0
. 

W
e
 w

ill e
sta

b
lish

 a
 fra

m
e
w

o
rk

 fo
r th

e
 m

a
n

a
g

e
m

e
n

t o
f n

a
tu

ra
l re

so
u

rce
s in

 lin
e
 w

ith
 

b
e
st p

ra
ctice

s. To ensure transparency and accountability, the fram
ew

ork‘s legal basis and 
g

o
ve

rn
a
n

ce
 stru

ctu
re

 w
ill b

e
 b

a
se

d
 o

n
 in

te
rn

a
tio

n
a
lly re

co
g

n
ize

d
 b

e
st p

ra
ctice

s. In
 th

is co
n

te
xt, w

e
 

p
la

n
 to

 e
sta

b
lish

 a
 re

so
u

rce
 fu

n
d

 w
ith

 cle
a
r ru

le
s g

o
ve

rn
in

g
 in

flo
w

s a
n

d
 o

u
tflo

w
s a

s p
a
rt o

f o
u

r 

b
u

d
g

e
ta

ry fra
m

e
w

o
rk

, ta
k
in

g
 in

to
 a

cco
u

n
t th

e
 n

e
e
d

 to
 d

e
ve

lo
p

 th
e
 h

yd
ro

ca
rb

o
n

s in
d

u
stry, th

e
 n

e
e
d

 

to
 b

rin
g

 p
u

b
lic d

e
b

t o
n

 a
 ste

a
d

y d
o

w
n

w
a
rd

 p
a
th

, a
n

d
 th

e
 n

e
e
d

 to
 in

ve
st fo

r fu
tu

re
 g

e
n

e
ra

tio
n

s. W
e
 

w
ill su

b
m

it b
o

th
 a

 d
ra

ft le
g

a
l fra

m
e
w

o
rk

 a
n

d
 a

 stra
te

g
y to

 th
e
 E

C
/E

C
B

/IM
F b

y e
n

d
-S

e
p

te
m

b
e
r 2

0
1
3
. 

 3
1
. 

M
a
n

a
g

e
m

e
n

t o
f a

n
d

 re
p

o
rtin

g
 o

n
 fisca

l risk
s fro

m
 p

u
b

lic-p
riv

a
te

 p
a
rtn

e
rsh

ip
s (P

P
P

s) 

w
ill b

e
 stre

n
g

th
e
n

e
d

. W
e
 w

ill p
u

t in
 p

la
ce

 a
 le

g
a
l a

n
d

 in
stitu

tio
n

a
l fra

m
e
w

o
rk

 fo
r a

sse
ssin

g
 a

n
d

 

e
n

te
rin

g
 in

to
 P

P
P

s o
r co

n
ce

ssio
n

 a
g

re
e
m

e
n

ts, a
s w

e
ll a

s fo
r m

o
n

ito
rin

g
 th

e
ir e

xe
cu

tio
n

 b
y e

n
d

-2
0
1
3
 

th
ro

u
g

h
: (i) e

sta
b

lish
in

g
 a

n
 e

ffe
ctive

 ―gatew
ay process‖ that verifies the fiscal afford

a
b

ility o
f 

p
ro

je
cts; (ii) a

d
a
p

tin
g

 fisca
l m

a
n

a
g

e
m

e
n

t la
w

s to
 fo

rm
a
lize

 th
e
 ro

le
 o

f th
e
 M

in
istry o

f Fin
a
n

ce
 in

 

re
vie

w
in

g
 a

n
d

 a
p

p
ro

vin
g

 P
P

P
s a

t critica
l p

o
in

ts in
 th

e
 g

a
te

w
a
y p

ro
ce

ss; a
n

d
 (iii) d

e
ve

lo
p

in
g

 fin
a
n

cia
l 

re
p

o
rtin

g
 a

n
d

 a
cco

u
n

tin
g

 ru
le

s th
a
t e

n
su

re
 tim

e
ly a

n
d

 tra
n

sp
a
re

n
t co

m
m

u
n

ica
tio

n
 o

f P
P

P
 re

la
te

d
 

o
b

lig
a
tio

n
s. W

e
 w

ill n
o

t e
n

te
r in

to
 a

n
y n

e
w

 P
P

P
s o

r co
n

ce
ssio

n
s (e

xce
p

t fo
r a

n
y p

ro
je

ct h
a
vin

g
 

re
a
ch

e
d

 co
m

m
e
rcia

l clo
se

 b
y e

n
d

 O
cto

b
e
r 2

0
1
2
) a

t a
n

y g
o

ve
rn

m
e
n

t le
ve

l u
n

til th
e
 n

e
w

 fra
m

e
w

o
rk

 is 

in
 p

la
ce

. 

 C
Y
P

R
U

S
 

 1
4

       IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
       

R
e
v
e
n

u
e
 A

d
m

in
istra

tio
n

  

 3
2
. 

W
e
 w

ill m
o

d
e
rn

ize
 o

u
r re

v
e
n

u
e
 a

d
m

in
istra

tio
n

 to
 in

cre
a
se

 its e
fficie

n
cy

, im
p

ro
v
e
 

ta
x

p
a
y
e
r co

m
p

lia
n

ce
, a

n
d

 b
o

o
st re

v
e
n

u
e
 co

lle
ctio

n
. E

n
fo

rcin
g

 th
e
 tim

e
ly co

lle
ctio

n
 o

f ta
x 

re
ve

n
u

e
s a

n
d

 co
n

tro
llin

g
 ta

x e
va

sio
n

 re
m

a
in

 a
 ch

a
lle

n
g

e
, a

s th
e
 cu

rre
n

t a
rra

n
g

e
m

e
n

ts d
o

 n
o

t 

p
ro

vid
e
 fo

r m
o

d
e
rn

 a
n

d
 h

a
rm

o
n

ize
d

 syste
m

s a
n

d
 p

ro
ce

d
u

re
s, g

o
o

d
 sh

a
rin

g
 o

f in
fo

rm
a
tio

n
 b

e
tw

e
e
n

 

ta
x a

g
e
n

cie
s, a

lig
n

m
e
n

t o
f filin

g
 a

n
d

 p
a
ym

e
n

t a
rra

n
g

e
m

e
n

ts, a
n

d
 a

d
e
q

u
a
te

 e
n

fo
rce

m
e
n

t to
o

ls a
n

d
 

a
p

p
ro

a
ch

e
s. T

h
e
 ta

x a
d

m
in

istra
tio

n
s n

e
e
d

 to
 fin

d
 w

a
ys to

 b
e
n

e
fit fro

m
 e

co
n

o
m

ie
s o

f sca
le

 a
n

d
 

o
p

tim
ize

d
 o

p
e
ra

tio
n

s. C
o

rre
ctin

g
 th

is m
e
a
n

s th
a
t n

o
t o

n
ly w

ill ta
x a

d
m

in
istra

tio
n

 b
e
 m

o
re

 e
ffe

ctive
 

a
n

d
 e

fficie
n

t, b
u

t ta
xp

a
ye

r co
m

p
lia

n
ce

 co
sts ca

n
 b

e
 re

d
u

ce
d

. W
e
 w

ill re
fo

rm
 th

e
 re

ve
n

u
e
 

a
d

m
in

istra
tio

n
 in

 lin
e
 w

ith
 th

e
 re

co
m

m
e
n

d
a
tio

n
s p

ro
vid

e
d

 b
y re

ce
n

t te
ch

n
ica

l a
ssista

n
ce

 o
n

 in
la

n
d

 

re
ve

n
u

e
 a

n
d

 V
A

T
. T

o
 th

is e
n

d
, w

e
 w

ill p
re

se
n

t b
y e

n
d

-Ju
n

e
 2

0
1
3
, a

 co
m

p
re

h
e
n

sive
 re

fo
rm

 a
g

e
n

d
a
 to

 

im
p

ro
ve

 th
e
 e

fficie
n

cy a
n

d
 e

ffe
ctive

n
e
ss o

f re
ve

n
u

e
 co

lle
ctio

n
s, ta

xp
a
ye

r se
rvice

s, a
n

d
 co

m
p

lia
n

ce
, in

 

lin
e
 w

ith
 b

e
st in

te
rn

a
tio

n
a
l p

ra
ctice

s.  

 R
a

tio
n

a
liza

tio
n

 o
f B

ro
a

d
e
r P

u
b

lic S
e
cto

r a
n

d
 P

riv
a

tiza
tio

n
 

 3
3
. 

T
o

 e
n

su
re

 d
e
b

t su
sta

in
a
b

ility
 a

n
d

 im
p

ro
v
e
 th

e
 e

fficie
n

cy
 o

f th
e
 p

u
b

lic se
cto

r, w
e
 w

ill 

stre
a
m

lin
e
 e

x
tra

-b
u

d
g

e
ta

ry
 e

n
titie

s a
n

d
 co

n
sid

e
r d

iv
e
stin

g
 sta

te
-o

w
n

e
d

 e
n

te
rp

rise
s (S

O
E
s). 

W
h

ile
 m

a
n

y e
xtra

-b
u

d
g

e
ta

ry e
n

titie
s d

o
 n

o
t p

e
rfo

rm
 e

sse
n

tia
l p

u
b

lic se
rvice

s, th
e
y a

re
 co

stly to
 th

e
 

b
u

d
g

e
t, re

ce
ivin

g
 a

lm
o

st 2
 p

e
rce

n
t o

f G
D

P
 in

 tra
n

sfe
rs. T

o
 re

d
u

ce
 co

sts, w
e
 w

ill ta
k
e
 th

e
 fo

llo
w

in
g

 

ste
p

s: 

 
 

B
a
se

d
 o

n
 th

e
ir fu

n
ctio

n
a
lity

, e
x

tra
-b

u
d

g
e
ta

ry
 e

n
titie

s w
ill b

e
 a

sse
sse

d
 w

ith
 a

 v
ie

w
 to

 

d
e
te

rm
in

e
 th

e
 n

e
e
d

 to
 re

cla
ssify

, re
stru

ctu
re

, o
r d

iv
e
st th

e
m

. A
ll e

xtra
-b

u
d

g
e
ta

ry e
n

titie
s w

ill 

b
e
 a

sse
sse

d
 o

n
 th

e
ir re

le
va

n
ce

 fo
r th

e
 p

u
b

lic se
cto

r a
n

d
 th

e
ir o

p
e
ra

tio
n

a
l p

e
rfo

rm
a
n

ce
. O

n
 th

is 

b
a
sis, e

n
titie

s w
ill b

e
 cla

ssifie
d

 a
cco

rd
in

g
 to

 fu
n

ctio
n

a
lity. E

n
titie

s th
a
t p

e
rfo

rm
 n

e
ce

ssa
ry p

u
b

lic 

fu
n

ctio
n

s w
ill b

e
 co

n
sid

e
re

d
 to

 b
e
 in

te
g

ra
te

d
 in

to
 th

e
 b

u
d

g
e
t, th

e
 re

st w
ill b

e
 e

ith
e
r re

stru
ctu

re
d

 

o
r d

ive
ste

d
 b

y th
e
 e

n
d

 o
f th

e
 p

ro
g

ra
m

 p
e
rio

d
. 


 

W
e
 w

ill d
e
v
e
lo

p
 a

 p
riv

a
tiza

tio
n

 p
la

n
 fo

r S
O

E
s a

n
d

 o
th

e
r sta

te
 a

sse
ts. A

s a
 first ste

p
, b

y e
n

d
-

Ju
n

e
 2

0
1
3
 w

e
 w

ill cre
a
te

 a
n

 in
ve

n
to

ry in
clu

d
in

g
 a

sse
ts w

ith
 th

e
 h

ig
h

e
st co

m
m

e
rcia

l va
lu

e
 a

n
d

 a
t 

le
a
st o

n
e
 th

ird
 o

f S
O

E
s, w

h
ile

 th
e
 fu

ll in
ve

n
to

ry w
ill b

e
 co

m
p

le
te

d
 b

y e
n

d
-D

e
ce

m
b

e
r 2

0
1
3
. A

 

p
riva

tiza
tio

n
 p

la
n

 w
ill b

e
 d

e
ve

lo
p

e
d

 b
y e

n
d

-S
e
p

te
m

b
e
r 2

0
1
3
 w

ith
 th

e
 a

im
 o

f a
ch

ie
vin

g
 p

ro
ce

e
d

s 

of at least €1.4 billion by end
-2

0
1
8
. T

o
 su

p
p

o
rt th

e
 p

riva
tiza

tio
n

 p
ro

ce
ss, w

e
 w

ill im
p

le
m

e
n

t a
 

le
g

a
l a

n
d

 in
stitu

tio
n

a
l fra

m
e
w

o
rk

 b
y e

n
d

-D
e
ce

m
b

e
r 2

0
1
3
.  


 

O
th

e
r S

O
E
s w

ill b
e
 clo

se
ly

 m
o

n
ito

re
d

 o
r clo

se
d

 if n
e
e
d

e
d

. T
o

 im
p

ro
ve

 th
e
 m

o
n

ito
rin

g
 o

f 

S
O

E
s a

n
d

 se
m

i-g
o

ve
rn

m
e
n

t entities, starting w
ith the 2014 budget, w

e w
ill include a ―Statem

ent 
o

f S
O

E
s a

n
d

 se
m

i-governm
ent entities‖ as an A

p
p

e
n

d
ix I to

 th
e
 a

n
n

u
a
l b

u
d

g
e
t la

w
 a

n
d

 a
n

n
u

a
l 

fin
a
n

cia
l re

p
o

rts. N
o

n
-via

b
le

 S
O

E
s w

ill b
e
 e

ith
e
r re

stru
ctu

re
d

 o
r clo

se
d

. 
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T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
    1

5 

B
.   P

ro
g

ra
m

 F
in

a
n

cin
g

 

3
4
. 

C
y
p

ru
s w

ill fa
ce

 siza
b

le
 fin

a
n

cin
g

 n
e
e
d

s d
u

rin
g

 th
e
 p

ro
g

ra
m

 p
e
rio

d
. T

o
 re

d
u

ce
 th

e
se

 

n
e
e
d

s a
n

d
 th

e
ir im

p
a
ct o

n
 p

u
b

lic d
e
b

t, w
e
 w

ill u
n

d
e
rta

ke
 se

ve
ra

l m
e
a
su

re
s d

u
rin

g
 th

e
 p

ro
g

ra
m

 

p
e
rio

d
:   


 

R
o

llin
g

 o
ve

r a
n

d
 e

xte
n

d
in

g
 th

e
 m

a
tu

rity o
f at least €1 billion o

f d
o

m
e
stic d

e
b

t h
e
ld

 b
y re

sid
e
n

ts. 

In
 o

rd
e
r to

 im
p

le
m

e
n

t th
is, w

e
 w

ill u
n

d
e
rta

k
e
 a

 vo
lu

n
ta

ry so
ve

re
ig

n
 b

o
n

d
 e

xch
a
n

g
e
 co

ve
rin

g
 

b
o

n
d

s m
a
tu

rin
g

 in
 2

0
1
3
-1

5
. T

h
e
 m

a
tu

rin
g

 b
o

n
d

s w
ill b

e
 e

xch
a
n

g
e
d

 fo
r n

e
w

 lo
n

g
e
r d

a
te

d
 

so
ve

re
ig

n
 b

o
n

d
s w

ith
 m

a
tu

ritie
s b

e
tw

e
e
n

 5
 a

n
d

 1
0
 ye

a
rs. T

h
is o

ffe
r w

o
u

ld
 b

e
 p

a
r fo

r p
a
r a

n
d

 

w
ith

 n
o

 ch
a
n

g
e
 in

 a
n

n
u

a
l in

te
re

st co
st. T

h
e
 re

ca
p

ita
liza

tio
n

 b
o

n
d

 o
f €

1
.9

 b
illio

n
 in

je
cte

d
 in

 C
P

B
 

in
 Ju

n
e
 2

0
1
2
 w

ill a
lso

 b
e
 ro

lle
d

 o
ve

r (b
o

th
 ro

llo
ve

rs a
re

 a
n

 e
n

d
-Ju

n
e
 2

0
1
3
 stru

ctu
ra

l 

b
e
n

ch
m

a
rk

).  

 


 

R
e
a
lizin

g
 p

riva
tiza

tio
n

 re
ce

ip
ts o

f a
t le

a
st €

5
0
0
 m

illio
n

 fo
r fin

a
n

cin
g

 p
u

rp
o

se
s.  

 


 

In
te

n
sifyin

g
 e

ffo
rts to

 o
b

ta
in

 fin
a
n

cin
g

 a
ssu

ra
n

ce
s fro

m
 th

e
 R

u
ssia

n
 a

u
th

o
ritie

s to
 re

sch
e

d
u

le
 th

e
 

R
u

ssia
n

 b
o

n
d

 fa
llin

g
 d

u
e
 in

 2
0
1
6
 a

n
d

 e
xte

n
d

 its m
a
tu

rity to
 b

e
 p

a
id

 in
 5

 e
q

u
a
l in

sta
llm

e
n

ts 

sta
rtin

g
 in

 2
0
1
8
 a

n
d

 lo
w

e
r th

e
 in

te
re

st ra
te

 to
 2

 ½
 p

e
rce

n
t. 

 


 

U
sin

g
 th

e
 a

llo
ca

tio
n

 o
f fu

tu
re

 ce
n

tra
l b

a
n

k
 p

ro
fits o

f E
U

R
 €

0
.4

, in
 lin

e
 w

ith
 th

e
 C

B
C

 d
u

tie
s u

n
d

e
r 

th
e
 T

re
a
tie

s a
n

d
 th

e
 S

ta
tu

te
 (su

b
je

ct to
 th

e
 sa

m
e
 sa

fe
g

u
a
rd

s, b
a
la

n
ce

 sh
e
e
t a

d
ju

stm
e
n

ts b
y th

e
 

ce
n

tra
l b

a
n

k
 d

e
cid

e
d

 b
y th

e
 B

o
a
rd

 o
f D

ire
cto

rs o
f th

e
 C

B
C

 a
n

d
 in

 a
cco

rd
a
n

ce
 w

ith
 th

e
 T

re
a
ty w

ill 

a
lso

 co
n

trib
u

te
 a

p
p

ro
xim

a
te

ly €1.4 billion in term
s of deb

t re
d

u
ctio

n
). 

 3
5
. 

R
e
m

a
in

in
g

 b
a
la

n
ce

 o
f p

a
y
m

e
n

ts financing needs of about €10 billion w
ill need to be 

co
v
e
re

d
 th

ro
u

g
h

 o
fficia

l fin
a
n

cin
g

. C
yp

ru
s fa

ce
s siza

b
le

 b
a
la

n
ce

 o
f p

a
ym

e
n

ts fin
a
n

cin
g

 n
e
e
d

s th
a
t 

a
re

 m
e
d

iu
m

 te
rm

 in
 n

a
tu

re
, in

 p
a
rticu

la
r (a

) p
re

ssu
re

s o
n

 th
e
 ca

p
ita

l a
cco

u
n

t, (b
) th

e
 n

e
e
d

 to
 

re
fin

a
n

ce
 e

xte
rn

a
l d

e
b

t a
n

d
 (c) a

 sm
a
ll cu

rre
n

t a
cco

u
n

t d
e
ficit. B

e
yo

n
d

 o
u

r re
q

u
e
st to

 th
e
 Fu

n
d

 fo
r a

 

th
re

e
-ye

a
r E

FF (in
 a

n
 a

m
o

u
n

t o
f S

D
R

8
9
1
 m

illio
n

, e
q

u
iva

le
n

t to
 a

b
o

u
t €1 billion, or 5

6
3
 p

e
rce

n
t o

f 

q
u

o
ta

), w
e
 h

a
ve

 se
cu

re
d

 a
d

d
itio

n
a
l fin

a
n

cia
l re

so
u

rce
s fro

m
 o

u
r E

u
ro

p
e
a
n

 p
a
rtn

e
rs to

 fill re
m

a
in

in
g

 

n
e
e
d

s. Euro area partners have com
m

itted a total of €
9
 b

illio
n

 o
ve

r th
e
 p

e
rio

d
 co

ve
rin

g
 M

a
y 2

0
1
3–

M
a
rch

 2
0
1
6
. T

o
 e

n
su

re
 th

a
t th

is fin
a
n

cin
g

 h
e
lp

s to
 m

a
in

ta
in

 d
e
b

t o
n

 a
 su

sta
in

a
b

le
 d

e
b

t tra
je

cto
ry 

d
e
live

rin
g

 a
 d

e
b

t-to
-G

D
P

 ra
tio

 o
f a

b
o

u
t 1

0
0
 p

e
rce

n
t b

y 2
0
2
0
 a

n
d

 d
e
clin

in
g

 th
e
re

a
fte

r, th
e
y h

a
ve

 

co
m

m
itte

d
 to

 n
e
w

 le
n

d
in

g
 a

t a
n

 a
ve

ra
g

e
 m

a
tu

rity o
f 1

0
-1

5
 ye

a
rs a

n
d

 a
t fa

vo
ra

b
le

 in
te

re
st ra

te
 (2

.5
-3

 

p
e
rce

n
t), u

sin
g

 th
e
 E

S
M

 a
s a

 fin
a
n

cin
g

 ve
h

icle
. W

e
 a

re
 co

n
fid

e
n

t th
a
t re

so
lu

te
 im

p
le

m
e
n

ta
tio

n
 o

f o
u

r 

e
co

n
o

m
ic p

ro
g

ra
m

 w
ill h

e
lp

 o
u

r e
co

n
o

m
y re

co
ve

r a
n

d
 b

o
lste

r m
a
rke

t se
n

tim
e
n

t. If fisca
l 

co
n

so
lid

a
tio

n
 p

ro
ce

e
d

s fa
ste

r th
a
n

 e
xp

e
cte

d
, o

r if m
a
rk

e
t co

n
d

itio
n

s im
p

ro
ve

 sig
n

ifica
n

tly d
u

rin
g

 th
e
 

p
ro

g
ra

m
 p

e
rio

d
, w

e
 w

o
u

ld
 re

fra
in

 fro
m

 d
ra

w
in

g
 o

n
 th

e
 IM

F su
p

p
o

rt o
n

 a
n

 a
s n

e
e
d

e
d

 b
a
sis. 

C
.   P

ro
g

ra
m

 M
o

n
ito

rin
g

 

3
6
. 

P
ro

g
re

ss in
 th

e
 im

p
le

m
e
n

ta
tio

n
 o

f p
o

licie
s u

n
d

e
r o

u
r p

ro
g

ra
m

 w
ill b

e
 m

o
n

ito
re

d
 

th
ro

u
g

h
 q

u
a
rte

rly
 (a

n
d

 co
n

tin
u

o
u

s) q
u

a
n

tita
tiv

e
 p

e
rfo

rm
a
n

ce
 crite

ria
 (P

C
s) a

n
d

 in
d

ica
tiv

e
 

C
Y
P

R
U

S
 

 1
6

       IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
       

ta
rg

e
ts, a

n
d

 stru
ctu

ra
l b

e
n

ch
m

a
rk

s. T
h

e
se

 a
re

 d
e
ta

ile
d

 in
 T

a
b

le
s 1

 a
n

d
 2

. T
h

e
 a

tta
ch

e
d

 T
e
ch

n
ica

l 

M
e
m

o
ra

n
d

u
m

 o
f U

n
d

e
rsta

n
d

in
g

 (T
M

U
) d

e
fin

e
s th

e
 q

u
a
n

tita
tive

 p
e
rfo

rm
a
n

ce
 crite

ria
, in

d
ica

tive
 

ta
rg

e
ts, a

n
d

 stru
ctu

ra
l b

e
n

ch
m

a
rk

s u
n

d
e
r th

e
 p

ro
g

ra
m

. Q
u

a
n

tita
tive

 ta
rg

e
ts u

p
 to

 S
e
p

te
m

b
e
r 2

0
1
3
 

a
re

 P
C

s. T
h

e
 re

m
a
in

in
g

 ta
rg

e
ts fo

r e
n

d
-2

0
1
3
 a

n
d

 2
0
1
4
 a

re
 in

d
ica

tive
. Q

u
a
rte

rly ta
rg

e
ts fo

r th
e
 

re
m

a
in

d
e
r o

f 2
0
1
3
 w

ill b
e
 co

n
ve

rte
d

 in
to

 P
C

s a
t th

e
 tim

e
 o

f th
e
 first re

vie
w

. A
 M

e
m

o
ra

n
d

u
m

 o
f 

U
n

d
e
rsta

n
d

in
g

 (M
o

U
) o

n
 sp

e
cific p

o
licy co

n
d

itio
n

a
lity a

g
re

e
d

 w
ith

 th
e
 E

C
, o

n
 b

e
h

a
lf o

f th
e
 E

u
ro

p
e
a
n

 

S
ta

b
ility M

e
ch

a
n

ism
, sp

e
cifie

s a
d

d
itio

n
a
l stru

ctu
ra

l p
o

licie
s, a

n
d

 se
ts a

 p
re

cise
 tim

e
fra

m
e
 fo

r th
e
ir 

im
p

le
m

e
n

ta
tio

n
. 

 3
7
. 

A
s is sta

n
d

a
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Perform
ance criteria

Jun-13
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ar-14
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3230

4911
7069

1576
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145.3
145.3

145.3
0
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10
10

10
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1/ As defined in the technical m
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 of understanding.
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3/ The figures for 2013 reflect guarantees already approved by the governm
ent on loans not yet draw

n.
4/ Continuous perform

ance criterion.
5/ Cum
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arch 2013.

Indicative targets

Table 1. Cyprus: Q
uantitative Conditionality, 2013 1/

(m
illions of Euros)

C
Y
P

R
U

S
 

 1
8

       IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
       

 

 
 

T
a

b
le

 2
. C

y
p

ru
s: S

tru
ctu

ra
l C

o
n

d
itio

n
a

lity

M
e

a
su

re
s

T
im

in
g

P
rio

r a
ctio

n

A
d

o
p

t le
g

isla
tio

n
 a

n
d

 C
o

u
n

cil o
f M

in
iste

r d
e

cisio
n

s, a
s n

e
e

d
e

d
, im

p
le

m
e

n
tin

g
 m

e
a

su
re

s 

co
n

siste
n

t w
ith

 th
e

 p
ro

g
ra

m
 ta

rg
e

ts. M
e

a
su

re
s in

clu
d

e
: in

cre
a

sin
g

 th
e

 C
IT

 ra
te

 fro
m

 1
0

 to
 1

2
.5

 

p
e

rce
n

t, ra
isin

g
 th

e
 b

a
n

k
 le

v
y

 ra
te

 fro
m

 0
.1

1
 to

 0
.1

5
 p

e
rce

n
t, ra

isin
g

 th
e

 ta
x ra

te
 o

n
 in

te
re

st 

fro
m

 1
5

 to
 3

0
 p

e
rce

n
t, a

n
d

 re
fo

rm
in

g
 th

e
 p

ro
p

e
rty

 ta
x (fo

r a
 to

ta
l co

n
so

lid
a

tio
n

 o
f 2

 p
e

rce
n

t o
f 

G
D

P
 w

ith
 im

m
e

d
ia

te
 e

ffe
ct); a

n
d

 ra
tio

n
a

lizin
g

 th
e

 h
o

u
sin

g
 b

e
n

e
fits (sa

v
in

g
s o

f 0
.2

 p
e

rce
n

t o
f 

G
D

P
).

B
e

fo
re

 B
o

a
rd

 m
e

e
tin

g

S
tru

ctu
ra

l b
e

n
ch

m
a

rk
s

A
. S

tre
n

g
th

e
n

 fin
a

n
cia

l sta
b

ility

T
h

e
re

 w
ill b

e
 n

o
 m

e
a

su
re

s to
 in

te
n

sify
 re

strictio
n

s o
n

 th
e

 m
a

k
in

g
 o

f p
a

y
m

e
n

ts a
n

d
 tra

n
sfe

rs fo
r 

cu
rre

n
t in

te
rn

a
tio

n
a

l tra
n

sa
ctio

n
s o

r to
 in

tro
d

u
ce

 m
u

ltip
le

 cu
rre

n
cy

 p
ra

ctice
s

C
o

n
tin

u
o

u
s p

e
rfo

rm
a

n
ce

 

crite
rio

n

C
o

m
p

le
te

 th
e

 d
u

e
 d

ilig
e

n
ce

 v
a

lu
a

tio
n

 o
f C

P
B

 a
n

d
 B

o
C

 a
sse

ts a
s d

e
scrib

e
d

 in
 th

e
 re

so
lu

tio
n

 la
w

 in
 

a
cco

rd
a

n
ce

 w
ith

 th
e

 te
rm

s o
f re

fe
re

n
ce

 a
g

re
e

d
 w

ith
 th

e
 E

C
/E

C
B

/IM
F

E
n

d
-Ju

n
e

 2
0

1
3

F
o

r in
d

iv
id

u
a

l C
C

Is n
o

t co
v

e
re

d
 b

y
 th

e
 P

IM
C

O
 d

u
e

-d
ilig

e
n

ce
 e

xe
rcise

, th
e

 C
B

C
 jo

in
tly

 w
ith

 th
e

 C
C

I 

su
p

e
rv

iso
r w

ill co
m

p
le

te
 a

n
 a

sse
ssm

e
n

t o
f ca

p
ita

l n
e

e
d

s a
n

d
 v

ia
b

ility
 in

 a
cco

rd
a

n
ce

 w
ith

 te
rm

s 

o
f re

fe
re

n
ce

 p
re

p
a

re
d

 in
 co

n
su

lta
tio

n
 w

ith
 E

C
/E

C
B

/IM
F

E
n

d
-Ju

n
e

 2
0

1
3

D
e

v
e

lo
p

 a
 stra

te
g

y
 to

 re
ca

p
ita

lize
 a

n
d

 re
stru

ctu
re

 th
e

 C
C

I se
cto

r w
ith

 p
u

b
lic m

o
n

e
y

 a
s n

e
e

d
e

d
E

n
d

-Ju
ly

 2
0

1
3

R
e

v
ise

 th
e

 a
n

ti-m
o

n
e

y
 la

u
n

d
e

rin
g

 le
g

a
l fra

m
e

w
o

rk
 (T

M
U

 ¶
1

5
)

E
n

d
-S

e
p

te
m

b
e

r 2
0

1
3

CBC ƚŽ ƌĞƋƵŝƌĞ ƚŚĞ BŽC ďŽĂƌĚ ƚŽ ƉƌĞƉĂƌĞ Ă ƌĞƐƚƌƵĐƚƵƌŝŶŐ ƉůĂŶ ĚĞĨŝŶŝŶŐ ƚŚĞ ďĂŶŬ͛Ɛ ďƵƐŝŶĞƐƐ 
o

b
je

ctiv
e

s

E
n

d
-S

e
p

te
m

b
e

r 2
0

1
3

A
d

o
p

t th
e

 le
g

a
l fra

m
e

w
o

rk
 fo

r a
 ce

n
tra

l cre
d

it re
g

iste
r (T

M
U

 ¶
1

6
)

E
n

d
-S

e
p

te
m

b
e

r 2
0

1
3

B
. S

tre
n

g
th

e
n

 fisca
l in

stitu
tio

n
s, re

d
u

ce
 fisca

l risk
s a

n
d

 p
ro

te
ct v

u
ln

e
ra

b
le

 g
ro

u
p

s

RŽůů ŽǀĞƌ ĂŶĚ ĞǆƚĞŶĚ ƚŚĞ ŵ
ĂƚƵƌŝƚǇ ŽĨ Ăƚ ůĞĂƐƚ Φ

1
 b

illio
n

 o
f d

o
m

e
stic d

e
b

t h
e

ld
 b

y
 re

sid
e

n
ts 

th
ro

u
g

h
 a

 v
o

lu
n

ta
ry

 d
e

b
t e

xch
a

n
g

e
 co

v
e

rin
g

 m
a

tu
ritie

s fa
llin

g
 d

u
e

 in
 2

0
1

3
-1

5
 a

n
d

 ro
ll o

v
e

r th
e

        

Φ 1
.9

 b
illio

n
 re

ca
p

ita
liza

tio
n

 b
o

n
d

 o
f C

P
B

.

E
n

d
-Ju

n
e

 2
0

1
3

S
u

b
m

it to
 P

a
rlia

m
e

n
t a

 la
w

 o
n

 fisca
l re

sp
o

n
sib

ility
 a

n
d

 b
u

d
g

e
t sy

ste
m

s (T
M

U
 ¶

1
7

)
E

n
d

-D
e

ce
m

b
e

r 2
0

1
3

A
d

o
p

t m
e

a
su

re
s to

 im
p

ro
v

e
 th

e
 ta

rg
e

tin
g

 o
f so

cia
l a

ssista
n

ce
, co

n
so

lid
a

te
 w

e
lfa

re
 p

ro
g

ra
m

s, a
n

d
 

stre
a

m
lin

e
 a

d
m

in
istra

tio
n

 co
sts.

E
n

d
-D

e
ce

m
b

e
r 2

0
1

3



C
Y
P

R
U

S
 

  IN
T
E
R

N
A

T
IO

N
A

L M
O

N
E
T
A

R
Y

 FU
N

D
    1

9 

T
a
b

le
 3

. C
yp

ru
s: A

ctio
n

s T
a
k
e
n

 P
rio

r to
 th

e
 S

ig
n

a
tu

re
 o

f th
e
 M

E
FP

 

 

A
. S

tre
n

g
th

e
n

 fin
a

n
cia

l sta
b

ility
 

 

B
. S

tre
n

g
th

e
n

 fisca
l in

stitu
tio

n
s a

n
d

 re
d

u
ce

 fisca
l risk

s 

A
n

ti-m
o

n
e

y
 la

u
n

d
e

rin
g

. A
m

e
n

d
e

d
 le

g
isla

tio
n

 w
ith

 a
 

vie
w

 to
 p

ro
vid

in
g

 th
e

 w
id

e
st p

o
ssib

le
 ra

n
g

e
 o

f 

co
o

p
e

ra
tio

n
 to

 fo
re

ig
n

 co
u

n
te

rp
a

rts (D
e

ce
m

b
e

r 2
0

1
2

) 

Id
e

n
tifica

tio
n

 o
f ca

p
ita

l n
e

e
d

s. H
ire

d
 a

 co
n

su
lta

n
t to

 

a
sse

ss th
e

 ca
p

ita
l n

e
e

d
s o

f th
e

 fin
a

n
cia

l in
stitu

tio
n

s 

a
cco

u
n

tin
g

 fo
r a

b
o

u
t 7

5
 p

e
rce

n
t o

f to
ta

l fin
a

n
cia

l sy
ste

m
 

a
sse

ts (F
e

b
ru

a
ry

 2
0

1
3

) 

B
a

n
k

 R
e

so
lu

tio
n

. A
d

o
p

te
d

 le
g

isla
tio

n
 p

u
ttin

g
 in

 p
la

ce
 a

 

m
o

d
e

rn
 b

a
n

k
 re

so
lu

tio
n

 fra
m

e
w

o
rk

 (M
a

rch
 2

0
1

3
) 

D
e

le
v

e
ra

g
in

g
 o

f n
o

n
-co

re
 a

sse
ts. S

p
o

n
so

re
d

 th
e

 

a
g

re
e

m
e

n
t th

ro
u

g
h

 w
h

ich
 C

P
C

, B
o

C
, a

n
d

 H
B

 tra
n

sfe
rre

d
 

th
e

 a
sse

ts a
n

d
 lia

b
ilitie

s o
f th

e
ir b

ra
n

ch
e

s in
 G

re
e

ce
 to

 

th
e

 G
re

e
k

 b
a

n
k

 P
ira

e
u

s (M
a

rch
 2

0
1

3
) 

B
a

n
k

 in
te

rv
e

n
tio

n
 a

n
d

 re
so

lu
tio

n
. In

te
rve

n
e

d
 C

P
B

, sp
lit 

it a
cco

rd
in

g
 to

 a
 "g

o
o

d
 b

a
n

k
-b

a
d

 b
a

n
k

" stra
te

g
y

, so
ld

 th
e

 

"g
o

o
d

 b
a

n
k

" to
 B

o
C

 w
h

ile
 sa

fe
g

u
a

rd
in

g
 in

su
re

d
 d

e
p

o
sits 

(M
a

rch
 2

0
1

3
) 

R
e

ca
p

ita
liza

tio
n

. R
e

ca
p

ita
lize

d
 B

o
C

 th
ro

u
g

h
 th

e
 fu

ll 

d
ilu

tio
n

 o
f e

q
u

ity
 a

n
d

 b
o

n
d

 h
o

ld
in

g
s a

n
d

 co
n

ve
rsio

n
 o

f 

3
7

.5
 p

e
rce

n
t o

f u
n

in
su

re
d

 d
e

p
o

sits in
to

 p
re

fe
rre

d
 sh

a
re

s 

(M
a

rch
 2

0
1

3
). 

 

C
O

LA
 re

fo
rm

. Im
p

le
m

e
n

te
d

 a
 re

fo
rm

 o
f th

e
 C

O
LA

 w
a

g
e

 

in
d

e
xa

tio
n

 m
e

ch
a

n
ism

 in
 th

e
 p

u
b

lic se
cto

r b
y

 e
xte

n
d

in
g

 

its fre
e

ze
 to

 th
e

 e
n

d
 o

f th
e

 p
ro

g
ra

m
 a

n
d

 lim
itin

g
 its 

a
p

p
lica

tio
n

 to
 5

0
 p

e
rce

n
t o

f th
e

 p
rice

 in
d

e
x th

e
re

a
fte

r. 

P
e

n
sio

n
 re

fo
rm

. In
tro

d
u

ce
d

 re
fo

rm
s to

 th
e

 G
e

n
e

ra
l 

S
o

cia
l In

su
ra

n
ce

 S
ch

e
m

e
, in

clu
d

in
g

 fre
e

zin
g

 p
e

n
sio

n
s 

u
n

d
e

r th
e

 S
o

cia
l S

e
cu

rity
 F

u
n

d
 u

n
til e

n
d

-2
0

1
6

 a
n

d
 ra

isin
g

 

e
m

p
lo

y
e

e
 a

n
d

 e
m

p
lo

y
e

r co
n

trib
u

tio
n

s in
 2

0
1

4
. A

lso
 

in
tro

d
u

ce
d

 re
fo

rm
s to

 th
e

 g
o

v
e

rn
m

e
n

t p
e

n
sio

n
 sch

e
m

e
 

a
n

d
 fro

ze
 p

u
b

lic se
cto

r p
e

n
sio

n
s. 

M
e

d
iu

m
-te

rm
 b

u
d

g
e

t fra
m

e
w

o
rk

. Le
g

isla
te

d
 a

 

fra
m

e
w

o
rk

 in
 lin

e
 w

ith
 E

U
 d

ire
ctiv

e
s, in

clu
d

in
g

 a
 ro

llin
g

 

th
re

e
-y

e
a

r b
u

d
g

e
t fra

m
e

w
o

rk
. 

2
0

1
3

 b
u

d
g

e
t. Im

p
le

m
e

n
te

d
 a

 b
u

d
g

e
t w

ith
 sig

n
ifica

n
t 

fisca
l co

n
so

lid
a

tio
n

 m
e

a
su

re
s fo

r 2
0

1
3

-1
5

, in
clu

d
in

g
: 


 

R
e

d
u

ce
d

 o
u

tla
y

s fo
r so

cia
l tra

n
sfe

rs th
ro

u
g

h
 th

e
 

a
b

o
litio

n
 o

f a
 n

u
m

b
e

r o
f re

d
u

n
d

a
n

t a
n

d
 o

ve
rla

p
p

in
g

 

sch
e

m
e

s. 


 

In
tro

d
u

ce
d

 a
 g

ra
d

u
a

te
d

 re
d

u
ctio

n
 o

f th
e

 

re
m

u
n

e
ra

tio
n

 o
f th

e
 p

u
b

lic a
n

d
 b

ro
a

d
e

r p
u

b
lic se

cto
r 

e
m

p
lo

y
e

e
s (6

.5
-1

2
.5

%
) a

n
d

 le
g

isla
te

d
 a

 3
%

 fla
t 

re
d

u
ctio

n
 fo

r 2
0

1
4

. 


 

E
xte

n
d

e
d

 th
e

 fre
e

ze
 o

f g
e

n
e

ra
l w

a
g

e
 in

cre
a

se
s in

 th
e

 

p
u

b
lic a

n
d

 b
ro

a
d

e
r p

u
b

lic se
cto

r a
n

d
 te

m
p

o
ra

ry
 

co
n

trib
u

tio
n

 in
 th

e
 p

u
b

lic, b
ro

a
d

e
r p

u
b

lic a
n

d
 p

riva
te

 

se
cto

rs o
n

 g
ro

ss e
a

rn
in

g
s a

n
d

 p
e

n
sio

n
s u

n
til e

n
d

-

2
0

1
6

. 


 

T
o

o
k

 ste
p

s w
ith

 a
 v

ie
w

 to
 re

d
u

cin
g

 th
e

 n
u

m
b

e
r o

f 

p
u

b
lic se

cto
r e

m
p

lo
y

e
e

s b
y

 a
t le

a
st 4

,5
0

0
 o

ve
r th

e
 

p
e

rio
d

 o
f 2

0
1

2
-1

6
. 


 

R
e

d
u

ce
d

 tra
n

sfe
rs to

 S
O

E
s a

n
d

 se
m

i-p
u

b
lic 

in
stitu

tio
n

s. 


 

In
cre

a
se

d
 e

xcise
 d

u
tie

s o
n

 to
b

a
cco

 p
ro

d
u

cts, 

a
lco

h
o

lic b
e

v
e

ra
g

e
s, a

n
d

 o
il p

ro
d

u
cts w

ith
 e

ffe
ct in

 

2
0

1
3

; a
n

d
 le

g
isla

te
d

 a
n

 a
d

d
itio

n
a

l in
cre

a
se

 fo
r e

n
e

rg
y

 

p
ro

d
u

cts in
 2

0
1

4
. 


 

In
cre

a
se

d
 th

e
 sta

n
d

a
rd

 V
A

T
 ra

te
 fro

m
 1

7
 to

 1
8

%
 in

 

2
0

1
3

 a
n

d
 to

 1
9

%
 in

 2
0

1
4

, a
n

d
 th

e
 re

d
u

ce
d

 ra
te

 fro
m

 

8
 to

 9
%

 sta
rtin

g
 in

 2
0

1
4

. 


 

In
cre

a
se

d
 fe

e
s fo

r p
u

b
lic se

rvice
s b

y
 a

t le
a

st 1
7

%
. 


 

A
b

o
lish

e
d

 a
ll e

xce
p

tio
n

s fo
r p

a
y

in
g

 th
e

 a
n

n
u

a
l 

co
m

p
a

n
y

 le
vy

 o
f E

U
R

 3
5

0
. 

For m
ore inform

ation, see A
rgentina and the IM

F


The follow
ing item

 is a Letter of Intent of the governm
ent of A

rgentina,
w

hich describes the policies that A
rgentina intends to im

plem
ent in the

context of its request for financial support from
 the IM

F. The docum
ent,

w
hich is the property of A

rgentina, is being m
ade available on the IM

F
w

ebsite by agreem
ent w

ith the m
em

ber as a service to users of the IM
F

w
ebsite.

 B
uenos A

ires, A
rgentina

D
ecem

ber 21, 2000

D
ear M

r. K
öhler:

In our m
em

orandum
 of econom

ic policies dated February 14, 2000, w
e outlined the

A
rgentine governm

ent's policy fram
ew

ork for 2000-02, in support of w
hich w

e requested a
three-year stand-by arrangem

ent from
 the IM

F, w
hich w

e have been treating as
precautionary. These policies aim

ed at prom
oting a sustained recovery of output and

em
ploym

ent, w
ith price stability and a continuing im

provem
ent in the external accounts. The

program
 centered on fiscal consolidation and w

ide-ranging structural reform
 efforts.

A
lthough, as outlined in our subsequent policy m

em
orandum

 of Septem
ber 5, 2000,

substantial progress w
as m

ade in the im
plem

entation of these policies, in recent m
onths

adverse dom
estic and external developm

ents have hindered a sustained recovery of
confidence and activity. This, in turn, contributed—

in an international environm
ent of

heightened m
arket concerns about em

erging econom
ies—

to a sharp tightening of financing
constraints for both public and private A

rgentine borrow
ers, m

aking it m
ore difficult to

restart grow
th, and im

pacting adversely the fiscal perform
ance. The governm

ent is reacting
to this m

ore adverse environm
ent by strengthening its econom

ic program
, as outlined in

President D
e la R

ua's speech on N
ovem

ber 9, and further detailed in the attached policy
m

em
orandum

.

To strengthen m
arket confidence in the appropriateness of this policy response, and its

prospects of success, w
e are seeking enhanced financial support from

 the official and private
international com

m
unity. In particular, w

e are requesting an increase of the am
ount m

ade
available by the IM

F under the stand-by arrangem
ent, from

 SD
R

 5,399 m
illion to

SD
R

 10,586 m
illion (500 percent of A

rgentina's quota), of w
hich SD

R
 2,117 m

illion w
ould

be provided under the Supplem
ental R

eserve Facility (SR
F). W

e are also requesting the
W

orld B
ank and the ID

B
 to increase their new

 loan com
m

itm
ents to U

S$2.4 billion each
over the next tw

o years. W
e have obtained assurances from

 the governm
ent of Spain that it

w
ill extend A

rgentina a loan of up to U
S$1 billion, to be disbursed pari-passu w

ith the
resources under the IM

F stand-by arrangem
ent. A

nd w
e have secured, on a strictly voluntary

basis, financing assurances from
 m

ajor dom
estic and international financial institutions

active in A
rgentina of around U

S$10 billion.

W
e trust that the determ

ined im
plem

entation of the governm
ent's strengthened econom

ic
strategy, in conjunction w

ith this enhanced financial support package, w
ill be instrum

ental in
bolstering m

arket confidence in A
rgentina, facilitating a progressive return of borrow

ing
costs to m

ore norm
al levels, and a sustained pickup in dom

estic activity and investm
ent. W

e

W
hat's N

ew
S
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S
ite Index
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w
ill m

aintain the custom
ary policy dialogue w

ith the Fund in the m
onths ahead, and take any

further steps that m
ay be needed to prom

ote the achievem
ent of the governm

ent's econom
ic

policy objectives, in the light of evolving circum
stances. R

eview
s of the program

 w
ill be

carried out w
ith the Fund before M

ay 30, 2000, A
ugust 31,2000, N

ovem
ber 30, 2000, and

February 28, 2001.

Sincerely yours
 

/s/

Pedro Pou
President

C
entral B

ank of the
R

epublic of A
rgentina

   

/s/

Jose Luis M
achinea

M
inister of Econom

y
 
  

 M
r. H

orst K
öhler 

M
anaging D

irector 
International M

onetary Fund 
700 19th Street N

W
W

ashington, D
.C

. 20431 

A
ttachm

ents:
M

em
orandum

 on Econom
ic Policies

Technical M
em

orandum
 of U

nderstanding

 M
em

orandum
 of E

conom
ic Policies

I. B
ackground

1. A
s described in detail in the M

em
orandum

 of Econom
ic Policies (M

EP) of February 14,
2000, the econom

ic program
 of the A

rgentine governm
ent supported by the stand by

arrangem
ent (SB

A
) from

 the Fund aim
ed at creating conditions for a sustainable recovery of

output and em
ploym

ent, w
ith continued price stability and im

provem
ent in the external

accounts, through policies geared to increasing national savings and investm
ent, and

prom
oting further m

odernization and com
petitiveness of the econom

y. B
uilding on the

im
portant gains in financial stability and structural reform

 already achieved under the
convertibility regim

e, these policies centered on a progressive reduction of the public sector
deficit (including the provinces) from

 over 4 percent of G
D

P in 1999 to under 3 percent of
G

D
P in 2000, w

ith further reductions in subsequent years, to reach equilibrium
 by 2003; and

on a w
ide-ranging structural reform

 effort in the public finances, the financial system
, the

labor m
arket, the health system

 and other im
portant sectors of the econom

y.

2. The progress m
ade in the im

plem
entation of these policies in the first several m

onths of
the governm

ent's tenure w
as outlined in the M

EP of Septem
ber 5, 2000, w

hich also review
ed

econom
ic developm

ents in the first half of 2000, and prospects for the rest of this year.
Econom

ic indicators available at that tim
e, albeit m

ixed, provided som
e com

fort that a
recovery of dom

estic dem
and w

as under w
ay and, in conjunction w

ith a robust volum
e

grow
th of exports, especially in m

anufacturing, w
ould lead to a sustained pickup in output in

the second half of 2000 and into 2001. This, together w
ith continued expenditure restraint,

w
as expected to facilitate a strengthening of the fiscal perform

ance, and help reduce the
federal deficit from

 the equivalent of 2.5 percent of G
D

P in 1999 to 1.8 percent of G
D

P in

For m
ore inform

ation, see A
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The follow
ing item

 is a Letter of Intent of the governm
ent of A

rgentina,
w

hich describes the policies that A
rgentina intends to im

plem
ent in the

context of its request for financial support
from
 the IM

F. The docum
ent,

w
hich is the property of A

rgentina, is being m
ade available on the IM

F
w

ebsite by agreem
ent w

ith the m
em

ber as a service to users of the IM
F

w
ebsite.

 B
uenos A

ires, A
rgentina

M
ay 3, 2001

M
r. H

orst K
öhler 

M
anaging D

irector 
International M

onetary Fund 
W

ashington, D
.C

. 20431

D
ear M

r. K
öhler:

O
ur m

em
orandum

 of econom
ic policies dated February 14, 2000 outlined the A

rgentine
governm

ent policy fram
ew

ork for 2000-02, in support of w
hich w

e requested a three-year
stand-by arrangem

ent from
 the Fund. This program

 centers on fiscal consolidation and
w

ide-ranging structural reform
s aim

ed at prom
oting a sustained recovery of output and

em
ploym

ent, w
ith price stability and a continuing im

provem
ent in the external accounts. A

s
outlined in our subsequent policy m

em
oranda of Septem

ber 5, 2000 and D
ecem

ber 21,
2000,
substantial progress w

as m
ade in the im

plem
entation of these policies. H

ow
ever,

adverse
dom
estic and external developm

ents have repeatedly led to crises that resulted in a
sharp
tightening of the financing constraints and hindered a sustained recovery of
confidence and
activity. A

s a result, the governm
ent w

as not able to observe the deficit,
prim

ary expenditure, and
debt targets specified under the program
 for M

arch 31, 2001, for
w

hich w
e are requesting
w

aivers. The governm
ent believes that the resum

ption of strong
econom

ic grow
th and attainm

ent
of a sustainable fiscal position are at the core of the
success of its program

. To that effect, it is
im
plem

enting a com
prehensive package of fiscal

and pro-grow
th, pro-com

petitiveness m
easures,
w

hich is described in the attached
m

em
orandum

 and annexes outlining the policies of the
governm
ent for 2001 and beyond.

D
uring the period of the arrangem

ent, w
e w

ill m
aintain the custom

ary dialogue w
ith the

Fund, and take any further steps that m
ay be needed to prom

ote the achievem
ent of the

governm
ent's econom

ic policy objectives, in the light of evolving circum
stances. R

eview
s

of the
program
 w

ill be carried out before Septem
ber 15, 2001, D

ecem
ber 15, 2001, and

M
arch 15, 2002.

Sincerely yours,

/s/

R
oque M

accarone
President

   
/s/

D
om

ingo C
avallo

M
inister of Econom

y

W
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S
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S
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C
ontact U

s
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B
uenos A

ires, A
ugust 30, 2001

The follow
ing item

 is a Letter of Intent of the governm
ent
of A

rgentina, w
hich

describes the policies that A
rgentina intends
to im

plem
ent in the context of its

request for financial support from

the IM

F. The docum
ent, w

hich is the property
of A

rgentina, is being
m
ade available on the IM

F w
ebsite by agreem

ent w
ith the

m
em

ber as
a service to users of the IM
F w

ebsite.

M
r. H

orst K
öhler

M
anaging D

irector
International M

onetary Fund
700 19 th Street, N

.W
.

W
ashington, D

.C
.  20431

D
ear M

r. K
öhler,

1. The econom
ic policy fram

ew
ork of the governm

ent of A
rgentina

for the
period  2000-02, in support of w
hich w

e requested a three-year
Stand-B

y
A
rrangem

ent from
 the Fund, w

as outlined in our
m

em
orandum


of econom
ic policies dated February 14, 2000. These

policies
center on fiscal consolidation and w
ide-ranging structural

reform
s aim

ed
at prom
oting a sustained recovery of output and

em
ploym

ent, w
ith price
stability and a continuing im

provem
ent in the

external accounts.

2. Substantial progress has been m
ade in the im

plem
entation of these
policies, as described

in the policy m
em

oranda accom
panying the previous
review

s under this program
.

N
evertheless, adverse dom

estic and external
developm
ents have continued to im

pede a
sustained recovery of confidence
and have led to a sharp tightening of financing constraints
for both public
and private A

rgentine borrow
ers, m

aking it m
ore difficult to restart grow

th
and affecting adversely the fiscal perform

ance. C
onfronted in early July
w

ith a sharp
w

orsening of financing conditions, the governm
ent decided
to m

ove boldly to correct the
fiscal im

balance and set the public finances
on a sustainable path. To this end, it proposed,
and obtained legislative
approval for, a zero-deficit law

 designed to m
aintain fiscal

equilibrium

from

 July onw
ards. Firm

 and continued im
plem

entation of this law, to w
hich

the governm
ent, as w

ell as the provincial governm
ents, is fully com

m
itted,
w

ill result in a
m

ajor strengthening of the fiscal adjustm
ent, and therefore
in the attainm

ent of fiscal
balance and a sustainable public debt position
m

uch earlier than anticipated in our original
program

. O
n the basis of
this new

 program
, and to strengthen m

arket confidence in the
appropriateness
of this policy response, and its prospects of success, w

e are requesting
an
increase in the am

ount m
ade available by the IM

F under the Stand-B
y
A

rrangem
ent, from

SD
R

 10,586 m
illion to SD

R
 16,937 m

illion
(800 percent of A
rgentina's quota), of w

hich
SD

R
 6,087 m

illion
(288 percent of quota) w
ould be provided under the Supplem

ental
R

eserve
Facility (SR
F).

W
hat's N

ew
S
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S
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C
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3. W
e trust that the determ

ined im
plem

entation of the governm
ent's strengthened
econom

ic
strategy, in conjunction w

ith this enhanced financial support
package, w
ill bolster m

arket
confidence in A

rgentina, facilitating a progressive
return of borrow
ing costs to m

ore norm
al

levels, and a sustained recovery
of dom
estic activity and investm

ent. W
e w

ill

m
aintain a close policy dialogue w

ith the Fund, and take any further
steps that m
ay be

needed to prom
ote the achievem

ent of the governm
ent's
econom

ic policy objectives, in the
light of evolving circum

stances. R
eview

s
of the program
 w

ill be carried out before
D

ecem
ber 15, 2001
and M

arch 15, 2002.

Sincerely yours,

/s/

R
oque M

accarone
President

C
entral B

ank of the
R

epublic of A
rgentina

   
/s/

D
om

ingo C
avallo

M
inister of Econom

y

M
em

orandum
 of E

conom
ic
Policies

I. B
ackground

1. D
espite a difficult environm

ent, the governm
ent im

plem
ented decisively
the m

easures
agreed under the program

 and the quantitative targets for
end-June w
ere m

et, som
e w

ith
large m

argins. H
ow

ever, financial m
arket
sentim

ent about A
rgentina took a negative turn in

July: spreads on A
rgentine
bonds reached peak levels, bank deposits and international

reserves declined,
interest rates rose sharply, and the governm
ent lost access to the credit

m
arkets. The governm

ent responded quickly to this deterioration w
ith m

easures
aim
ed at

elim
inating the fiscal deficit and speeding up structural reform

.
This m
em

orandum
 of

econom
ic policies (M

EP) describes
recent developm
ents and the policies adopted by the

governm
ent to strengthen
the program

.

II. R
ecent D

evelopm
ents

2. In recent m
onths, the governm

ent has m
oved to address a series of
adverse

developm
ents:

E
conom

ic activity continues to be w
eak. R

eal G
D

P declined
by 2.1 percent (year-on-
year) in the first quarter of 2001,
after falling by ½

 percent in 2000. H
ow

ever, indicators
of
econom

ic activity, such as industrial production and construction
activity show
ed m

odest
increases in the second quarter. D

espite the
creation of 275.000 jobs relative to the previous
year, the unem

ploym
ent
rate rose to 16 percent in M

ay from
 15 percent a year earlier.

C
onsum

er prices fell further in July 2001 to 1.1 percent below

their level a year earlier,

w
hile w

holesale prices fell by 1.8 percent.

Financial m
arket indicators deteriorated sharply in recent
m

onths, w
ith spreads on

A
rgentine bonds w

idening to over 1,700 basis
points in July, before narrow
ing

subsequently; dom
estic interest rates
increased; and international agencies dow

ngraded
A

rgentina's debt further
in the sam
e m

onth.

D
espite the w

eak econom
y, the fiscal targets of the program

 for
June w
ere m

et w
ith

com
fortable m

argins. Tax revenue w
as A

rg$160 m
illion
low

er than program
m

ed,
reflecting also the deterioration in financing
conditions, and continued difficulties w

ith tax

A
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L
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 of E

conom
ic

Policies, and Technical M
em

orandum
 of U

nderstanding

B
uenos A

ires, A
rgentina

January 16, 2003

The follow
ing item

 is a Letter of Intent of the governm
ent of A

rgentina, w
hich

describes the policies that A
rgentina intends to im

plem
ent in the context of its

request for financial support from
 the IM

F. The docum
ent, w

hich is the property
of A

rgentina, is being m
ade available on the IM

F w
ebsite by agreem

ent w
ith the

m
em

ber as a service to users of the IM
F w

ebsite.

M
r. H

orst K
öhler

M
anaging D

irector
International M

onetary Fund
W

ashington, D
.C

. 20431

D
ear M

r. K
öhler:

The attached M
em

orandum
 of Econom

ic Policies describes the
econom

ic program
 and objectives of the G

overnm
ent of A

rgentina for
the first six m

onths of 2003. In support of this program
, the

G
overnm

ent requests a Stand-B
y A

rrangem
ent in the credit tranches

from
 the Fund for the period through A

ugust 31, 2003 in an am
ount

equivalent to SD
R

 2.1745 billion. W
e also request that the repurchase

expectations arising during the arrangem
ent period be m

oved to an
obligations basis, and hereby cancel A

rgentina's existing Stand-B
y

A
rrangem

ent, w
hich w

as approved by the Fund in M
arch 2000.

W
e are firm

ly com
m

itted to ensure the continued tim
ely honoring of

the obligations that the R
epublic of A

rgentina has to the International
M

onetary Fund. In this context, w
e request that under the proposed

new
 Stand-B

y A
rrangem

ent, am
ounts be disbursed in SD

R
s and held

in the SD
R

 account of the R
epublic of A

rgentina, solely for the
purpose of the tim

ely honoring of the obligations of A
rgentina to the

International M
onetary Fund. W

e do not intend to convert SD
R

am
ounts in foreign currencies for other purposes. A

ccordingly, w
e

confirm
 that the Treasurer's D

epartm
ent of the International M

onetary
Fund is authorized to debit the SD

R
 account of the R

epublic of
A

rgentina w
hen obligations of the R

epublic to the Fund becom
e due.

D
uring the period of the requested arrangem

ent, the G
overnm

ent w
ill

m
aintain a continuous dialogue w

ith the Fund, in accordance w
ith the

policies on such consultations, on the adoption of any m
easures that

m
ay be appropriate to achieve the objectives of the program

. R
eview

s
under the arrangem

ent w
ill be com

pleted by M
arch 14, 2003, M

ay 15,
2003, and July 15, 2003. These review

s w
ill be associated w

ith
financing assurances review

s and w
ill assess overall perform

ance

W
hat's N

ew
S
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S
ite Index
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under the program
, com

pliance w
ith the IM

F's Lending into A
rrears

Policy, and observance of the perform
ance criteria for end-January,

end-M
arch, and end-M

ay, respectively.

Sincerely yours,/s/

D
r. R

oberto Lavagna
M

inister of Econom
y

  
/s/

Lic. A
lfonso Prat-G

ay
President of the C

entral B
ank

 

M
em

orandum
 of E

conom
ic Policies of the G

overnm
ent


of A
rgentina for a Transitional Program

 in 2003

I. Introduction

1. The governm
ent has form

ulated a short-term
 transitional program

 aim
ed at m

aintaining
m

acroeconom
ic stability and strengthening econom

ic recovery during the upcom
ing

political transition. Presidential elections are scheduled for A
pril 2003 and a new

ly elected
governm

ent w
ill take office in late M

ay. The transitional program
 w

ill lay the foundation
for a m

ore com
prehensive program

 of fundam
ental reform

s that w
ill be developed after the

elections and that is needed to tackle the deep structural problem
s that confront A

rgentina.
The key objectives of the transitional program

 are to ensure fiscal, m
onetary, and banking

soundness and to rebuild dom
estic and foreign investor confidence by m

aintaining equal
treatm

ent of all parties, protecting contract rights, and defending the rule of law.

2. The m
ain com

ponents of the transitional program
 are: (i) the 2003 budget, w

hich seeks to
keep the federal fiscal deficit under control; (ii) im

plem
entation of the federal-provincial

bilateral pacts; (iii) a m
onetary program

 to m
aintain inflation at a low

 level; (iv) preparatory
steps tow

ard structural m
easures needed to strengthen the fiscal position over the m

edium
term

; (v) progress tow
ard debt restructuring; (vi) a strategy to restore the health of the

banking system
; and (vii) ensuring full respect for the rights of creditors, restoring legal

certainty, and m
aking a start on corporate restructuring.

3. W
e w

ill observe the standard perform
ance criteria against im

posing or intensifying
exchange restrictions, m

ultiple currency practices, and im
port restrictions for balance of

paym
ents reasons. Q

uantitative perform
ance criteria and indicative targets of the program

are set out in Table 1 and in the attached Technical M
em

orandum
 of U

nderstanding (TM
U

).
There w

ill be three program
 review

s, including for financing assurances.

II. M
acroeconom

ic Policies for 2003

A
. M

acroeconom
ic Fram

ew
ork

4. The m
acroeconom

ic fram
ew

ork for 2003 assum
es that real G

D
P grow

s by about 2-
3 percent (com

pared to an estim
ated decline of 11 percent in 2002) and that 12-m

onth
consum

er price inflation could be held w
ithin 35 percent by the end of the year. A

significant current account surplus is projected of about U
S$6.5 billion in 2003. G

ross
international reserves are targeted to be broadly unchanged over the period of the
arrangem

ent. IFI lending to A
rgentina is assum

ed to cover obligations falling due to these
institutions during the period January-A

ugust 2003, including the clearance of arrears.

B
. Fiscal Policy and the Social Safety N

et


