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1. INTRODUCTION

Regulation (EU) 2024/1263 (the “Regulation”) on the effective coordination of economic policies and on
multilateral budgetary surveillance repealing Council Regulation (EC) No 1466/97, entered into force on 30
April 2024, with the aim to promote fiscal sustainability and sustainable and inclusive growth.

The Republic of Cyprus hereby submits its Medium Term Fiscal Structural Plan (“MTFSP” or the “Plan”) for the
period 2025-2028, in accordance with Articles 11 and Article 36.1(a) of the Regulation. Based on the
transitional provisions, as foreseen in Article 36.1(a) of the Regulation, Cypriot Authorities requested by letter
to the European Commission on 04 September 2024 the extension of the deadline for the submission of its
Plan until 15 October, given the time necessary to prepare the fiscal and macroeconomic forecasts and
conclude the national procedures. The European Commission, with a letter on 24 September 2024,
transmitted its agreement in extending the deadline.

The Plan has been prepared in line with the Guidance transmitted to Member States by the European
Commission on 20 June 2024, which sets out the information requirements and takes into account the
reference trajectory provided by the European Commission on the same date. The analysis and forecasts
contained in this document are based on data available until 06 September 2024. The macroeconomic
forecasts contained herein have been endorsed by the Fiscal Council. The opinion of the Fiscal Council in the
context of the 2025 budgetary process is presented in Annex 2, according to the European Commission’s
guidelines.

The Plan was approved by the Council of Ministers on 9™ October 2023, according to the relevant national
legislation. Given the provisions of Article 36.1(c) of the Regulation and the tighter schedule envisaged for the
preparation of the first Plan, a consultation of social partners, regional authorities, civil society organisations
and others was not conducted. However, significant number of structural reforms and investments included
in the Plan are also included in Cyprus’ Recovery and Resilience Plan, and therefore had already undergone
consultation with the social partners and civil society.

The rest of the document is organized as follows. Section 2 gives an overview of the fiscal commitment. Section
3 presents the macroeconomic forecasts, while Section 4 describes the fiscal and budgetary forecasts and
Section 5 provide information on contingent liabilities. The Debt Sustainability Analysis is presented in Section
6. Finally, Section 7 gives an overview of the major structural reforms and investments Cyprus is planning to
implement in the four-year period, in response to the country-specific recommendations (CSRs) (including
under the Macroeconomic Imbalance Procedure) and EU common priorities.



2. OVERVIEW OF THE FISCAL COMMITMENT

In accordance with Article 13 of the Regulation and to demonstrate compliance with the fiscal requirements
of Article 16(2) and (3) of the Regulation, the Plan follows a risk-based approach to identify an expenditure
path that will enable the sustainable and growth-friendly reduction of debt. Cyprus opts for a four-year plan
without extension of the adjustment period that sets the average annual net expenditure growth rate at 4.9%
during the period and expected to result in a debt ratio of 47.4% in 2028. The debt and budget balance levels
comply with the Debt Sustainability Safeguard and Deficit Resilience Safeguard, as described in Article 7 and 8
of the Regulation during the Plan’s horizon. Moreover, by the end of the Plan, Cyprus is expected to comply
with the Article 6, 7 and 8 of the Regulation, i.e. assuming that there are no further budgetary measures the
projected debt ratio will remain on a plausibly downward path and below the 60% of GDP reference value
over the medium-term and the projected general government budget balance is maintained below the -3% of
GDP over the medium-term.

Table 1: Main variables

2024 2025 2026 2027 2028

Real GDP growth (%) 3.7 3.1 3.2 33 3.0
Net nationally financed primary expenditure (annual A%) 7.0 5.9 5.0 4.5 4.3
Net lending/borrowing (% of GDP) 3.9 2.7 2.6 2.1 2.1
Structural balance (% of GDP) 2.7 1.8 1.6 1.1 1.2
Structural primary balance (% of GDP) 4.2 3.3 3.1 2.5 2.4
Gross debt (% of GDP) 68.9 64.1 58.8 53.3 47.4
Change in gross debt (% of GDP) -8.5 -4.8 -5.3 -5.6 -5.9




3. MACROECONOMIC DEVELOPMENTS AND PROJECTIONS

3.1 GDP GROWTH

The Cypriot economy continues to record remarkable growth, demonstrating resilience and dynamism in a
challenging global environment. Following the increase of real output by 5.1% in 2022, the economy in 2023
recorded a slowdown with a rate of increase of 2.5%. The 2023 growth, was driven mainly by the increase in
domestic demand, especially by private consumption and by a lesser extent, of investments. On the other
hand, net exports contributed negatively. This was mainly due to the decrease in exports of financial services
(due to the sanctions imposed against Russia), which outweighed the continued improvement of the tourism
sector and thus the expansion of tourism revenues, and as well due to the increase in imports of goods for
home consumption and investment.

From a sectoral point of view, GDP developments in 2023 were also reflected at the level of economic sectors,
where growth was positive and widespread with negative contribution only in sectors “Financial and insurance
activities” and “Professional, scientific and technical activities”.

For 2024 so far, real output (based on seasonally and working day adjusted data) increased by 3.5% in the first
half of 2024, compared to the first half of 2023. This high rate of growth demonstrates the gradual smoothing
of the economic impact of the ongoing sanctions against Russia, that had an impact in the slowdown in 2023
and the limited impact on the economy from conflicts in the Middle East.

From the expenditure side, in the first half of 2024 compared with the first half of 2023, growth was mainly
driven by export of services. From a sectoral point of view, value added increased in almost all sectors but it
was most pronounced in the following four sectors: “trade, transportation and storage, accommodation and

food service activities”, “information and communication”, “construction”, “public administration, education
and health” and “professional and administrative services”.

For 2024 as a whole, GDP is expected to increase by 3.7%. GDP is expected to grow at faster pace compared
with our previous projections as included in the Stability Programme 2024-27 forecasts (2.9% for 2024) and
European Commission’s 2024 Spring Forecast (2.8% for 2024) due to the momentum from the better-than-
expected economic results of the first half of 2024 in relation to the performance of sectors such as trade,
services related to tourism, technology and construction.

In the medium-term period 2025-2028, growth is forecast to remain robust. Real GDP growth is forecast at
3.1%in 2025, 3.2% in 2026, 3.3% in 2027 and 3.0% in 2028. The projected GDP growth in the years 2024-2028
is mainly due to the expected further rise in domestic demand as well as the recovery of the external demand.

A high degree of uncertainty is surrounding this year’s forecasting profile again due to the ongoing war
between Russia and Ukraine, the US/UK sanctions but also due to the conflict in the Middle East.

From a sectoral perspective, growth is expected to be broad based and it is not expected to denote any
negative growth in any sector. The sectors that are expected to contribute the most to growth over the period
2024-2028 include mainly those related to trade and tourist activities. Other growth drivers, but to a lesser
extent, include information and communication activities, the construction sector and lastly by the
manufacturing sector as well.



3.2 INFLATION

Inflation, as measured by the Harmonized Index of Consumer Prices (HICP), decreased significantly and
averaged at 3.9% in 2023 compared to a rate of 8.1% in 2022. Inflation was driven by lower international oil
prices, with a significant impact on domestic prices of the energy products. For the period January-December
2023, compared to the corresponding period of the previous year, the largest changes were noted in Food and
Non-Alcoholic Beverages (8.0%) and Restaurants and Hotels (6.4%). The HICP, excluding energy and
unprocessed food, in 2023 was 4.4%.

For the first eight months of 2024, the HICP rose by 2.3% compared to the corresponding period in 2023. For
the period January-August 2024, compared to the corresponding period of the previous year, the largest
change was noted in Restaurants and Hotels (5.6%). The HICP, excluding energy and unprocessed food, in
January-August 2024 was 2.4%. Inflation’s downward trend in the aforementioned period is mainly due to the
ECB’s monetary policy, of which the impact still has a suppressive effect with a time lag combined with energy
and industrial products excluding energy price developments as well as the Government’s relief measures for
the high energy prices.

Inflation, is estimated to decrease further compared with 2023, to 2.2% in 2024 and then hover around the
medium-term target of 2.0% in the years 2025-2028. The further decline of inflation is expected to occur due
to the projected continuous and complete weakening of the inflationary pressures created in previous years
by exogenous factors on the part of supply as well as due to the impact of the single monetary policy which
continues to have a repressive effect in the short-term horizon but also with a time lag in the medium-term
horizon. Additionally, the expected normalization both in business profit margins and in wage increases as
well as the projected slowdown in non-industrial product prices excluding energy are factors that are also
expected to contribute to the slowdown in the HICP over the period 2024-2028.

GDP deflator is projected to increase above inflation in 2024 and 2025 and in the period 2026-2028 to evolve
in line with inflation at around 2%. Thus, nominal GDP will increase by around 7% in 2024 and then will hover
around 5.3% in 2025-2028.

Oil Prices and interest rate assumptions used in the macroeconomic projections for inflation are presented in
Table A3 (Annex 1).

3.3 LABOUR MARKET

Regarding the labour market, it remains resilient despite of the effects of the war between Russia and Ukraine
and also the conflicts and geopolitical tension in the Middle East.

Recovery in employment continues in 2023, albeit at a slower pace. Employment in persons increased with an
annual growth rate of 1.5% in 2023, compared with 3.0% in 2022. In hours worked terms, employment
increased with an annual growth rate of 1.7% in 2023, compared with 4.1% in 2022.

In the first half of 2024, employment in persons increased with an annual growth rate of 2.1% in the first half
of 2023 and in hour worked terms, employment increased with an annual growth rate of 2.5% respectively.
The most significant increases in number of persons were observed in the economic activities of “Education”,



“Public Administration”, “Wholesale and retail trade”, “Accommodation and food service activities”,
“Administrative and support service activities”, “Manufacturing” and “Construction”.

In line with the positive trajectory of GDP, a rise in employment of around 2% is expected in 2024 and a further
increase of 1.5-2.0% annually in the years 2025-2028.

The unemployment rate in 2023, as measured by the Labour Force Survey (LFS), averaged at 5.8%, recording
a decrease of around 0.6 percentage points compared to the average of 2022 (6.2% in 2022). It’s worth
mentioning that the rate of 5.8% in 2023 was the lowest level in the last fourteen years (5.4% in 2009). The
composition of unemployment indicates that youth and long-term unemployment still remain the major
challenges of the labour market, but recording significant de-escalation since. Youth unemployment peaked
in the 2" quarter of 2013 reaching a rate of 40.3% of the labour force and pursued a downward path since
then. In 2023 it averaged at 16.6%, compared to 18.1% in 2022. A significant parameter in the labour market
analysis is the stabilization of long-term unemployment at low levels, remaining at 1.5% in the fourth quarter
of 2023, after peaking at 7.7% in 2014 and then follow a declining path, reflecting stability in the labour market.

In the first half of 2024, the unemployment rate in averaged at 5.2%, recording a decrease of 1.0 percentage
point compared to the average of the first half of 2023 (6.2%). In specific, the unemployment rate recorded in
the second quarter of 2024 was 4.6%, compared with 5.7% in the second quarter of 2023, thus indicating the
labour market is operating in full employment as also seen by the high vacancies ratio and the strong
employment growth. In the same period, youth unemployment reduced to 15.1% from 15.7% and long-term
unemployment to 1.6% from 2.1% in the 1% half of 2024 compared with the first half of 2023.

Unemployment is expected to continue its downward trend, reaching 5.0% of the labour force in 2024, from
5.8% in 2023. In the coming years, it is projected to approach full employment conditions, reaching 4.8% in
2026, 4.6% in 2027 and 4.5% in 2028. The downward revision in the unemployment rate in 2024 of 0.8
percentage point from the March forecast of 5.8% reflects the better outcome of the first half of the year
(5.2% in 2024H1 from 6.2% in 2023H1) and the revision of the historical data based on the new census results.

3.4 CURRENT ACCOUNT

According to the preliminary Balance of Payments data for 2023, the Current Account (CA) deficit widened to
€3,607.2 million (-12.1% of GDP) compared with a deficit of €2,202.7 million (-7.9% of GDP) in 2022. The
worsening of the CA deficit derives mainly from the deficits in the goods balance and the primary income
account, while the services balance surplus partially offset the result.

The deterioration in primary income account in recent years is related to the expansion of services exports
(especially ICT-related exports) due to the profits of the foreign companies that have established on the island
which are accounted for as outflows.

Adjusted for the impact of SPEs, that is, classifying SPEs as non-residents, the CA deficit in 2023 also recorded
a deterioration by €3,434.2 million (-11.5% of GDP) compared with €2,540.9 million (-9.1% of GDP) in 2022.

In the first quarter of 2024, the current account recorded an improvement, with the deficit decreasing from
€1,881.7 million (-6.3% of GDP) in the first quarter of 2023, to €890.2 million (-2.8% of GDP), in the first quarter
of 2024. The decrease in the CA deficit resulted mainly from the improvements of the deficit of Goods and the




surplus of Services. In particular, the decrease in the deficit of Goods, the increase in the surplus in Services
and to a lesser extent - the decrease in the deficit of Secondary Income, contributed to the shrinkage of the
deficit. The aforementioned developments were partly offset by the deterioration of the deficit of Primary
Income.

The resulting deficit adjusted for the impact of Special Purpose Entities (SPEs), that is, classifying SPEs as non-
residents, stood at €1,007.1 million (-3.2% of GDP) in Q1 2024, compared with a deficit of €1,234.5 million
(-4.1% of GDP) in Q1 2023.

Over the medium-term, the deficit is expected to gradually improve, but remain though at relatively high
levels, as long as the goods and services balances are expected to improve, and thus, the trade balance, which
is expected to gradually improve too. The income balance is also expected to gradually improve over time as
mentioned above.

Although the current account balance will decrease over time, it will still remain well above the threshold set
by the European Commission of -4/+6%.

3.5 POTENTIAL GROWTH AND OUTPUT GAP

For the calculations of the potential growth and the output gap, the Potential Output Gap Working Group
(POWGW) commonly agreed methodology was used with the Ministry’s macroeconomic assumptions for the
years 2024-2028. According to the results, the major contributor to potential is capital accumulation followed
by labour contribution.

Recently implemented structural reforms are considered in the potential growth projections in a prudent
manner. The impact is expected to be more gradual and not in the short term. Additionally, in potential growth
calculations, only implemented reforms and investments are taken into account, as included in the projected
path of gross fixed capital formation in the baseline scenario. The expected impact on economic activity of
not-yet-implemented reforms and investments are not be taken into account in the potential GDP estimates.
All not implemented investments consist an upside risk since the baseline follows a conservative approach.

Table 2: Main macroeconomic variables

2024 2025 2026 2027 2028
Real GDP growth (%) 3.7 31 3.2 33 3.0
GDP Deflator (%) 3.8 24 2.0 2.0 2.0
Nominal GDP growth (%) 7.5 5.6 5.3 5.3 5.0
Potential GDP growth (%) 3.9 3.6 3.3 33 3.1
Output gap (%) 2.4 1.9 1.9 1.8 1.7




3.6 EXTERNAL ASSUMPTIONS

The external assumptions that underpin the macroeconomic and budgetary projections presented in previous
sections are presented in Table A3 (Annex 1).

The exchange rate (USD / euro) is expected to decrease to 1.07 in 2024-2025 compared with 1.08 on average
in 2023. Oil prices (measured in Brent, USD/barrel) are expected to increase in 2024 to $85.4 per barrel and
then decrease to $80.0 per barrel in 2025. Oil prices assumptions are reflected in inflation, imports and imports
deflator projections.

short term interest rates are expected to peak in 2024 and then reduce in 2025 following the expected ECB
interest rate path for 2024-2025. Long term interest rates, are expected to marginally increased in 2025.
Interest rates assumptions are as used in the projections of consumption and investment paths.

Regarding the EU growth, the assumptions are for a low growth in real GDP in 2024 and a further improvement
in 2025 as reflected in the exports projections since the EU is a significant trading partner.

3.7 DEVIATIONS

The macroeconomic forecast of the Ministry of Finance deviates from the Spring Forecasts used by the
Commission in the calculation of the Reference Trajectory. Main differences concern the forecasts for the GDP
growth and the potential GDP growth rates of the economy, which have implications on the projected output
gap during the duration of the plan (2025-2028). More specifically:

. Regarding the years 2024-2025, the Commission’s forecasts were in line with the Ministry's forecast
in April 2024 for the Stability Programme 2024-2027 (2.9% for 2024 and 3.1% for 2025). At that time (March-
April 2024), no data on GDP were available and other indicators were limited. Commission’s Spring Forecasts
(SF24), which were used in the preparation of the reference trajectory, published in mid-May 2024 were 2.8%
for 2024 and 2.9% for 2025 (difference 0.1 and 0.2 respectively). The Ministry’s forecasting used for the
preparation of the Plan were prepared in early September 2024 for the 2025 Budgetary process, with a cut-
off date of 06 September 2024. At this date, the official GDP data for the first half of 2024 were available,
pointing out a growth of 3.5% compared to the equivalent first half of 2023.0ther soft data available at that
date, also point to a good performance. Thus, the Ministry has revised its forecast for 2024 by around 0.9 p.p.
from 2.9% to 3.7% due to the better-than expected performance, while maintaining its forecast for 2025, at
3.1% since no new indications were available for 2025 to justify a revision for this year. It should be noted that
the 3.1% forecast was also used in DBP 2024 based on the same economic arguments. To sum up, the main
reason for the deviation in 2024-2025 is: (i) the timing of the forecasting round and (ii) the available
information. If the Commission runs the output gap calculation taking into account the official data, the output
gap would have been smaller. The deviation in the 2024 growth rates (3.7% vs 2.8%) also causes a level effect
on the potential growth in euros curried out, thus making the gap more difficult to close by 2028, unless
growth rates become too low which we consider as a highly unlikely scenario.

. Regarding the years 2026-2028, the Commission uses the closure rule, a mechanical rule that
drives/forces the gap to close by 2028. Components in the mechanical rule, such as employment, become
almost zero or even negative and thus potential growth in these years is solely driven by TFP and Capital. The
implied real GDP growth to close the output gap by 2028, will be very low and “unrealistic”, which is rather
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conservative for this horizon. The labour market in Cyprus has proved resilient, which is in contrast with the
above. For a longer time horizons, for instance from 2030 onwards these contributions seem more realistic
to be used as a conservative scenario and for the output gap to close. The MOF estimates that real GDP will
hover around its potential growth of 1.5%-1.8% in the long term, and therefore similar provisions have been
used in the Stability Programme 2024-2027.

It should also be noted that, potential output projections make use of the Ageing Report 2024, which were
published in 2023 using data with 2022 as cutoff data. Data for Cyprus were revised afterwards, so the report
uses older historical data, which have an effect on forecasted potential figures. Furthermore, the anticipated
revisions of historical GDP of a great magnitude are expected to also make the output gap projections more
favourable compared to Ageing Report 2024.

Table 3: Deviations from Commission’s Spring forecasts

2024 2025 2026 2027 2028

Real GDP growth (%)

- CY authorities’ forecasts 3.7 3.1 3.2 3.3 3.0

- Commission’s Spring forecasts 2,8 3,0 2,2 1,5 1,6

Potential GDP growth (%)

- CY authorities’ forecasts 3.9 3.6 3.3 3.3 3.1

- Commission’s Spring forecasts 3,7 3,5 2,6 2,0 1,8

Output gap (%)

- CY authorities’ forecasts 2.4 1.9 1.9 1.8 1.7

- Commission’s Spring forecasts 1,6 1,1 0,7 0,2 0,0
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4. FISCAL DEVELOPMENTS AND PROJECTIONS

4.1 POLICY STRATEGY

The overall objective of the fiscal policy strategy is to support economic growth, while maintaining fiscal
sustainability through a sound fiscal position in the medium term and reducing public debt as a percentage of
GDP in a sustainable manner. The focus of the government strategy is driven by the implementation of the
Reforms and Investments presented in Chapter 7, which encompass the main national policies for sustainable
growth and competitiveness enhancement.

In 2023 the fiscal position improved further, despite the expansionary impact of the Energy-related measures
of about -0.6% of GDP on the accounts of the general government, with the budget balance reaching a surplus
of 3.3% of GDP compared to the surplus during 2022 of 2.7% of GDP. At the same time, the significant public
surpluses presented during the recent years, both in nominal and in structural terms, the normalisation of
inflation and in general, the favourable economic situation with the employment and GDP growing steadily,
have set the conditions for the decrease of public debt, by 8.3 percentage points of GDP, falling to 77.4% in
2023 from 85.7% in 2022, below its pre-Adjustment Programme levels.

4.2 DEVELOPMENTS 2023

In 2023, the general government budget balance improved significantly, from a surplus of 2.7% of GDP in 2022
to a surplus of 3.3% of GDP. The improvement in the fiscal position by 0.6 pp. of GDP during the year under
review is mainly attributed to the increases, which were recorded in most revenue categories, reflecting the
continuous improvements in the economy. In nominal terms, the budget balance of the general government
reached €993 million in 2023 compared to €758 million the year before. Primary balance increased to €1,400
million (4.7% of GDP) in 2023 from €1,166 million in 2022 (4.2% of GDP).

In structural terms the budget balance reached 2% of GDP recording an improvement of 1.4 percentage points
of GDP from 0.6% in 2022. Structural primary balance improved by 1.3 percentage points of GDP reaching
3.4% in 2023 from 2.1% of GDP in 2022.

Revenue, 2023

In 2023, total revenue as a percentage of GDP recorded an increase of 2 percentage points from 41.5% in 2022
to 43.5%. In value terms, total revenue increased significantly by 12.4% compared to 2022, from €11,539.8
million in 2022 to €12,972.6 million in 2023, with almost all revenue categories recording an increase
compared to the year before.

Tax revenue increased by 10.8% during 2023, from €6,958.2 million (25.1% of GDP) in 2022 to €7,706.9 million
(25.9% of GDP). Receipts from taxes on production and imports had the highest contribution to the growth of
tax revenue, of about 5.9 percentage points, which recorded an increase of 10.1% in value terms, from
€4,033.5 million in 2022 to €4,442 million in 2023, benefited from high inflation rates and increased
consumption.

Revenue from taxes on income and wealth increased by 11.7%, from €2,924.2 million in 2022 to €3,264.9
million in 2023, reflecting the further improved performance of businesses, the sustained employment
growth, as well to the collections of the Tax Department related to a scheme for the clearance of the past tax
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arrears. As a percentage of GDP, current taxes on income and wealth increased by 0.5 percentage points
during 2023, from 10.5% in 2022 to 11%.

Revenue from social security contributions increased by 15% during 2023, from €3,122 million in 2022 to
€3,590.2 million, contributing the most to the increase of public revenue by 4.1 pp. attributed to the improved
labour market conditions and consequently to the increased contributions in the context of the Social Security
Fund (SSF) and the General Healthcare System (GHS). As a percent of GDP, revenue from social security
contributions increased from 11.2% in 2022 to 12% in 2023.

Property income as a percent of GDP increased to 0.5% in 2023 from 0.4% in 2022, and finally, category 'other
revenue' reached 5.2% from 4.8% of GDP in 2022, reflecting the continued pick-up in the rate of absorption
from the EU’s Structural and Cohesion Funds.

Expenditure, 2023

Total expenditure in 2023 as a percentage of GDP, exhibited an increase of 1.4 percentage points, from 38.8%
of GDP in 2022 to 40.2% of GDP in 2023. In value terms, public expenditure increased by 11.1%, from €10,781.8
million in 2022 to €11,980.1 million in 2023.

Compensation of employees increased significantly by 13%, from €3,179.2 million in 2022 to €3,591.8 million
in 2023, contributing the most to the growth of public expenditure by 3.8 percentage points. This was mainly
the outcome of the increased COLA adjustment (contribution +5.3 pp.) taking into account (i) the high inflation
rate during 2022 and (ii) the increased inflation incorporation to the index for COLA calculation purposes, from
50% to 66.7% as of 1st June 2023, the termination of the wage cuts as of 1st January 2023 (+2.3 pp.), the
increased expenditure for pensions and gratuities (+1.8 pp.), the contribution of the government as an
employer to the New Pension Scheme? (+0.7 pp.) and increments (approximately +1 pp.). As a percentage to
GDP, compensation of employees recorded an increase of 0.7 percentage points, from 11.4% in 2022 t0 12.1%
of GDP in 2023.

Intermediate consumption recorded growth rate of 4.9%, reaching €1,301.2 million in 2023 from €1,240.6
million in 2022, whereas as a percentage of GDP recorded a decrease of 0.1 percentage points, falling to 4.4%
in 2023 from 4.5% the year before.

Social payments increased at a rate of 7.2% during 2023, reaching €4,513.9 million from €4,211.7 million in
2022, contributing significantly to the growth of public expenditure by 2.8 percentage points. This outcome
was attributed both to the increased expenditure in the context of the GHS as well as to the expenditure for
old-age pensions (contribution 3.5 pp. and 1.9 pp., respectively). As a percentage of GDP, social payments
declined marginally by 0.1 percentage point, falling to 15.1% from 15.2% in the year before.

Expenditure category subsidies recorded an increase of 15.9%, from €139.3 million in 2022 to €161.4 million
in 2023, mainly due to the subsidisation of the electricity bills of consumers, in the context of the package of
the Energy related measures. As a percentage of GDP, subsidies remained at 0.5% as in the year before.

! Civil Servants Pension Scheme is based on a Law of 2022 which Benefits Civil Service Employees and the broader Public
Sector (including Municipalities and Community Boards) and it is in force since 1/1/2023. Members of the Scheme are
employees (permanent or indefinite time) serving since 10/2011.

13



Interest expenditure reached €407 million in 2023 from €407.8 million in 2022, recording a marginal decrease
of 0.2%. As a percentage of GDP, interest expenditure declined marginally from 1.5% in 2022 to 1.4% of GDP
in 2023.

Gross fixed capital formation recorded a significant increase of 38% during 2023 reaching €984.5 million from
€713.3 million in 2022, mainly due to increased expenditure for the purchase of a new building, for the
construction maintenance of roads and for defense purposes. It is noted that 2.1 percentage points of this
increase relates to expenditure under the RRP. As a percent of GDP this expenditure category increased to
3.3% from 2.6% in the year before.

Finally, category 'other expenditure' recorded an increase of 14.7% in 2023, from €889.9 million in 2022 to
€1,020.3 million in 2023, increasing as a percentage of GDP at 3.4% from 3.2% the year before.

Public debt, 2023

At the end of 2023, the debt-to-GDP ratio fell at 77.4% of GDP, recording a cumulative decline of 37.7
percentage points since 2020. This significant reduction was both attributed to the utilization of a significant
amount of cash reserves to cover a part of gross financing needs and to the increase of the nominal GDP. In
nominal terms, public debt fell at €23,075.8 million end-2023 from €23,813.3 million end-2022.

4.3 DEVELOPMENTS 2024

According to the most recently available data for current year, general government budget balance during the
period January-July 2024 recorded a significant increase as a percent of GDP of 1 percentage point, reaching
2.2% from 1.2% of GDP during the same period in 2023. In nominal terms, general government budget balance
reached €702.4 million from €345.8 million during January-July 2023, driven by the significant increase of
public revenue, which overpassed the increase of public expenditure that was recorded during the period
under review. Primary balance was in surplus of about €982 million (3.1% of GDP), compared to a primary
balance of €597.5 million (2% of GDP) during January-July 2023.

Revenue, January-July 2024

Public revenue recorded a significant y-o-y increase of 14.2% during January-July 2024, reaching €7,662.1
million from €6,709 million during January-July 2023, with revenue from social contributions contributing the
most to this y-o-y percentage change (+4.9 pp.). As a percent of GDP public revenue during the period under
review increased by 1.5 percentage points, from 22.5% during January-July 2023 to 23.9%.

More specifically, social security contributions reached €2,347.6 million from €2,019.7 million during January-
July 2024 exhibiting an increase of 16.2%, driven mainly from the increase in the contribution rates in the
context of the Social Security Fund as from 1st January 2024, from the increase in nominal earnings, as well as
from the retroactive payments under the New Pension Scheme, which will cover the years before 2023 and
that will take place during 2024-2026. As a percent of GDP social security contributions reached 7.3% from
6.8% during January-July 2023.

Tax revenue increased by 10.3% reaching €4,453.1 million in nominal terms from €4,038.9 million during the
same period in 2023. As a percent of GDP tax revenue during the period under review increased by 0.3
percentage points reaching 13.9% from 13.6% of GDP in during January-July 2023, driven mainly from the
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increase of revenue from current taxes from income and wealth, which contributed to the increase of tax
revenue with 3.6 percentage points.

Current taxes from income and wealth recorded a rate of growth of 14.6%, from €1,630.8 million during
January-July 2023 to €1,869.3 million during the period under review. This was mainly driven by increased
receipts from corporate tax of the order of 24.5% (from €578.2 million to €719.9 million), as well as from the
increased income tax receipts of employees by 12.4% (from €530.7 million to €596.4 million). As a percent of
GDP this revenue category increased at 5.8% from 5.5% during January-July 2023.

Revenue from taxes on production and imports reached €2,583.8 million during January-July 2024 from
€2,408.1 million in the same period of 2023, recording a rate of growth of 7.3%, remaining as a percent of GDP
at 8.1%.

Property income increased by 34.5% during the period under review, reaching €81.9 million from €60.9 million
during the same period in 2023, marginally increasing as a percent of GDP to 0.3% from 0.2%.

Finally, revenue under category ‘other revenue’ exhibited an increase of 32.2% during the period under
review, from €589.5 million to €779.5 million and as a percent of GDP reached 2.4% from 2% during the same
period in 2023.

Expenditure, January-July 2024

Public expenditure increased by 9.4% during January-July 2024, reaching €6,959.7 million from €6,363.2
million during January-July 2023, mainly attributed to the increases which were recorded for compensation of
employees and for social payments. As a percent of GDP public expenditure increased by 0.4 percentage
points, reaching 21.7% from 21.3%.

More specifically, expenditure for compensation of employees increased by 12.2% during the period under
review, reaching €2,138 million from €1,905 million during the same period in 2023. This was mainly the
outcome of (i) the increased COLA adjustment (+1.9 pp.), taking into account the high inflation rate during
2023 and the increased inflation incorporation to the index for COLA calculation purposes, from 50% to 66.7%
as of 1st June 2023, (ii) the retroactive payments to the New Pension Scheme as of 1st January 2024 (+3.1 pp.),
(iii) the increased contribution of the government as an employer in the context of the SSF (+0.9 pp.), (iv) the
provision of increments (approximately +0.9 pp.), and (v) the increased expenditure for allowances and
overtime payments (+0.6 pp.). As a percent of GDP expenditure for compensation of employees increased by
0.3 percentage points, reaching 6.7% from 6.4% during January-July 2023.

Expenditure under category social payments reached €2,772 million from €2,564 million in January-July 2023,
recording a rate of growth of 8.1%, mainly due to the increased compensations of Health Insurance
Organisation (HIO) to private health providers (+2.3 pp.), to the increased contribution of the government in
the context of SSF (+1.8 pp.), as well as to the increased payments for old-age pensions (+2.8 pp.). As a percent
of GDP social payments remained at 8.6% as in the same period in 2023.

Intermediate consumption increased by 17.8% during January-July 2024, reaching €723.1 million from €613.6
million during the same period in 2023, reaching 2.3% as a percent of GDP from 2.1%. The main driver of the
increase under this expenditure category was the increased expenditure for the purchase of desalinated
water, which contributed to this increase by 7.3 percentage points.
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Interest expenditure reached €279.6 million during January-July 2024 from €251.7 million during the same
period the year before, recording an increase of 11.1% and as a percentage of GDP it recorded an increase,
from 0.8% in 2022 to 0.9% of GDP.

Expenditure category subsidies fell at €80.6 million during the period under review, from €99.7 million during
the corresponding period in 2023, recording a negative rate of growth of 19.2%, mainly due to the decreased
cost for the subsidisation of the electricity bills of consumers, in the context of the package of the Energy
related measures. As a percentage of GDP, category subsidies remained at 0.3% as in the year before.

Gross fixed capital formation recorded a decrease of 17.4% during January-July 2024 falling to €352.3 million
from €426.3 million during January-July 2023, mainly due to increased expenditure that took place in the
corresponding period the year before.

Finally, category 'other expenditure' recorded an increase of 22.1% during January-July 2024 reaching €614.4
million from €503.1 million during January-July 2023, mainly due to the methodological treatment for the
neutralization? of New Pensions Scheme's surplus (+16.9 pp.). As a percent of GDP, this expenditure category
increased at 1.9% from 1.7% the year before.

Public debt, end-July 2024

Public debt continued its decreasing path falling to 71.4% end-July 2024 from 78.8% end-July 2023. In nominal
terms, public debt dropped from €23,489.3 million to €22,896.2 million recording a decrease of about €0.6
billion.

4.4 BUDGET 2024

According to the most recently available data and taking into account the baseline macroeconomic scenario,
the budget balance is expected to remain in surplus during 2024 reaching €1,261.4 million, driven mainly by
the expected economic performance during the year, benefited also by the increase in the Social Security
Fund’s contribution rates as from 1st January 2024. As a percent of GDP, general government budget balance
is forecast to reach 3.9% of GDP, recording an improvement of 0.6 percentage points compared to 2023.
Primary balance is forest to reach €1,717.1 million, corresponding to 5.4% as a percent of GDP compared to
4.7% in the year before, while in structural terms primary balance is expected to reach 4.9% of GDP.

Taking into account the output gap estimations, which are derived from the commonly agreed methodology,
the structural balance for 2024 is estimated to reach 2.7% from 2% of GDP in the year before, with structural
primary balance reaching 4.2% in 2024 from 3.4% of GDP in 2023.

Revenue, Budget 2024

In accordance with the baseline macroeconomic scenario, total revenue during 2024 is anticipated to record
a positive rate of growth of the order of 11.8% compared to 2023, reaching €14,498.4 million from €12,972.6
million in 2023, driven mainly by the expected increase from receipts from social contributions (+4.6 pp.) and
from taxes from income and wealth (+3.5 pp.), as well as from the expected increase of grants to be received

2 This methodology is under examination.
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in the context of the RRF. As a percent of GDP, public revenue is forecast to increase by 1.7 percentage points,
from 43.5% the year before to about 45.2% of GDP.

More specifically, tax revenue in 2024 is forecast to exhibit a significant growth rate of 10.1% and to reach
€8,485.8 million compared to €7,706.9 million in 2023, mainly due to the expected increase in the receipts
from current taxes from income and wealth (+6 pp.), taking into account the overperformance of this revenue
category during the first seven months of 2024. As a percentage of GDP revenue from taxes is forecast to reach
26.5% from 25.9% in the year before.

Revenue from social security contributions is forecast to exhibit an increase of about 16.6% in 2024, driven
mainly from the increase in the contribution rates in the context of the Social Security Fund as from 1 January
2024, as well as due to the expected increase in nominal earnings. As a percent of GDP, revenue from social
security contributions is expected to increase by 1.1 percentage points in 2024, reaching 13.1% from 12% of
GDP in 2023.

The growth in category “other revenue” is expected to reach 9.5% stemming mainly from the expected
increase of grants to be received in the context of the RRF (+7.4 pp.). As a percent of GDP, category “other
revenue” is expected to increase to 5.3% in 2024 from 5.2% in the year before.

Expenditure, Budget 2024

Public expenditure is expected to exhibit an increase of 10.5% and to reach 41.3% as a percent of GDP from
40.2% in 2023. In nominal terms public expenditure is forecast to reach €13,237 million from €11,980.1 million
during 2023, mainly due to the expected increases that will be recorded under payments for compensation of
employees and for social payments (+3.9 pp. and +3.1 pp., respectively).

In more detail, compensation of employees is forecast to exhibit a significant increase of 13.1% in 2024
compared to the year before and to reach €4,064 million from €3,591.8 million, contributing the most to the
growth of public expenditure. This y-o-y increase is expected to be brought mainly by the retroactive payments
paid by the government to the New Pensions Scheme, starting from 2024 until 2026, for public servants hired
after 2011 (+3.6 pp.), to the provision of Cost-of-Living Adjustment (+3 pp.), to the increased contribution of
the government as an employer in the context of the SSF (+0.9 pp.), as well as to the provision of annual
increments (+1 pp.). As a percent of GDP, compensation of employees is forecast to reach 12.7% from 12.1%.

Social payments are forecast to marginally increase as a percent of GDP and to reach 15.2% from 15.1% in the
year before, albeit increase in nominal terms by 8.2% reaching €4,882.4 million from €4,513.9 million 2023.
This increase is mainly attributed to the expected increased payments for old-age pensions, higher
expenditure of the HIO to public health providers, as well as to the increased SSF contribution of the
government as a third party.

The growth rate of net nationally financed primary expenditure is forecast to reach about 7% compared to
the year before.

Public debt, Budget 2024

Public debt is expected to decrease further by end-2024, falling at €22,088.8 million from €23,075.8 million
end-2023. As a percent of GDP public debt is forecast to exhibit a decline of 8.5 percentage points of GDP and
to drop below 70%, from 77.4% of GDP in 2023 to 68.9% of GDP by end 2024.
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4.5 MEDIUM-TERM BUDGET BALANCE 2025-2028

During the medium-term period 2025-2028 the budget balance of the general government is forecast to
remain positive and average at 2.4% of GDP, falling gradually from 2.7% of GDP in 2025 to 2.1% of GDP in
2028. Primary balance is estimate to average at 3.8% of GDP during the period under review, gradually falling
10 3.3% of GDP in 2028 from 4.3% of GDP in 2025. The forecast positive outcome in the accounts of the general
government during the medium term is attributed to the high revenue base levels in the years before, despite
the expected higher growth rates on the expenditure side.

In structural terms, the budget balance is estimated at 2.2% of GDP on average during 2025-2028, where the
structural primary balance is forecast to remain strong at 3.6% of GDP, on average.

Revenue, 2025-2028

During the medium term, public revenue is forecast to grow in line with the baseline macroeconomic scenario,
driven mainly by private consumption, albeit falling gradually as a percent of GDP, as the double-digit growth
rates of public revenues in 2024 are not expected to continue since the economy is reaching its potential
levels. More specifically, revenue as a percent of GDP is forecast to reach 44.7% in 2025 falling by 0.5
percentage point of GDP from 45.2% in 2024, and drop further by 0.8 percentage points at 43.9% of GDP in
2026. The expected significant fall of public revenue in 2027 by 1.9 percentage points of GDP, at 42% of GDP
from 43.9% of GDP the year before, is mainly attributed to the retroactive payments to the New Pension
Scheme, which took place during 2024, 2025 and 2026, as well as to the methodological treatment of revenue
under the RRP. In 2028, public revenue is forecast to reach 41.5% of GDP, well above its historical average.

Expenditure, 2025-2028

Public expenditure is forecast to grow during the medium term, mainly in line with the expected path of
Cyprus’ RRP. More specifically, public expenditure as a percent of GDP is forecast to reach 42% in 2025
exhibiting an increase of 0.7 percentage points compared to 41.3% of GDP in 2024. The forecasted increase of
7.4% in public expenditure in nominal terms during 2025, is attributed both to the expected projects that will
take place in the context of the RRP, as well as to the impact of the discretionary measure, especially regarding
the mortgage to rent scheme and the provision of general increases of the order of 1.5% on the basic salaries
of general government employees, applicable on 1st October 2024. In 2026 public expenditure is expected to
fall by 0.7 percentage points reaching 41.3% as a percent of GDP and then fall further by 1.4 percentage points
to 39.9% of GDP in 2027, due to the methodological treatment regarding the surplus of the Fund under the
New Pension Scheme of public sector’s employees, as the retroactive payments of the state to the Funds will
no longer take place, and to the termination of the RRP projects. Finally, in 2028 public expenditure is expected
to reach 39.3% of GDP, close to its historical average.

The growth rate of net nationally financed primary expenditure is forecast to reach about 5.9%, 5%, 4.5% and
4.3% in 2025-2028, respectively, averaging at 4.9% during the medium term.

Public debt, 2025-2028

Public debt as a percent of GDP is forecast to continue its downward trend, falling further by end-2025 to
64.1%. During 2026-2028 debt-to GDP ratio is expected to hover around 59%, 53% and 47%, respectively.
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Table 4: Main fiscal variables

2024 2025 2026 2027 2028
Net nationally financed primary expenditure 7.0 5.9 5.0 45 4.3
Net lending/borrowing 3.9 2.7 2.6 2.1 2.1
Primary balance 5.4 4.3 4.0 35 33
Structural balance 2.7 1.8 1.6 11 1.2
Structural primary balance 4.2 3.3 3.1 2.5 2.4
Debt 68.9 64.1 58.8 53.3 47.4
Gross debt -8.5 -4.8 -5.3 -5.6 -5.9

4.6 DISCRETIONARY REVENUE MEASURES

Table A5 (Annex 1) presents the estimated impact of discretionary revenue measures for 2023 and 2024. The
total impact from the revenue measures described below is estimated at around 0.3% and 0.9% of GDP in
2023 and 2024, respectively.

In the context of the high inflation rates and especially with regards to the significantly increased energy prices,
the Government has proceeded with packages of targeted and horizontal measures to cushion the impact of
the rising inflation. More specifically, from November-2021, the VAT rates on the electricity consumption on
electricity bills were reduced, from 19% to 5% for the vulnerable consumers and from 19% to 9% for the rest
of the households and businesses. The termination of the measure, in August 2022, resulted to the positive
impact on the accounts of the general government for 2023, of about 0.1 percent of GDP.

At the same time, the extension of the reduction of the excise duties on fuels (8.3 cents per litre for all
consumers), which started in March-2022, was set to end in June 2024. Its impact for 2023 and 2024 will
ameliorate the general government accounts at the magnitude of 0.04 and 0.1 percent of GDP, respectively.

As per the Social Security Contributions Law, the contribution rates in the context of the Social Security Find
increase every 5 years by 1pp (0.5pp paid by the employee and 0.5pp paid by the employer). The most recent
increase put into effect as of 1st January 2024 is estimated to impact positively the revenue side by 0.5 percent
of GDP.

Furthermore, the new Civil Servants Pension Scheme, which is based on a Law of 2022 benefiting Civil Service
Employees and the broader Public Sector (including Municipalities and Community Boards) employees was in
force on 1° January 2023. The employer and the employee pay a corresponding amount on both sides at a
rate equal to 5% of the member's monthly pensionable benefits. The payment of the amounts specified begins
on the day that the employee becomes a member of the Plan and ends with his/her retirement from the state
service or the broader Public Sector. The contributions received in the context of the Scheme benefited the

19



revenue side of the general government accounts by about 0.2 percent of GDP. In addition, the retroactive
payments covering the years before 2023, which will take place during 2024-2026, are estimated to increase
the revenue side by 0.4 percent of GDP in 2024.

In March 2024, the Council of Ministers decided the Abolition of the Annual Levy of €350 payable to the
Registrar of Companies and Intellectual Property by all registered entities. This measure will have an impact
of reducing revenues at around 0.1 percent of GDP per year, starting in 2024.

In the context of the 2025 budgetary process the extension of the zero VAT rate on basic goods until end-
September 2024 was added. More specifically, from early-May 2023 until end-September 2024 (initially
decided until end-October 2023, then until end-April 2024 and then until end June-2024), a zero VAT rate is
applied on bread, milk, eggs, baby foods, baby and adult diapers, as well as female hygiene products. Sugar
and coffee were added to the list as of November 2023, as well as meat and vegetables as of December 2023.
The measure is expected to have a cost of 0.06 percent of GDP in 2023 with an additional impact of 0.05
percent of GDP in 2024.

The House of Representatives voted, in December 2023, for the reduction of the extraordinary defence levy
on interest receivable from 30% to 17%. It is in force since 01/01/2024 with an annual fiscal cost of 0.05
percent of GDP and it concerns every resident taxpayer who receive interest subject to special defence
contribution.

Lastly, in order to follow Commission's intention to change the recording practices for fiscal policy measures
for countries that have maintained non-indexation of personal income tax brackets for a prolonged period of
time, a new measure has been introduced. In particular, the measure concerns a methodological treatment
to adjust the personal income tax brackets to the inflation rate. The difference between the non-indexation
and the hypothetical full annual indexation at the inflation rate is recorded as a revenue increasing measure
which it is estimated to have an impact of around 0.11 percent of GDP for 2024.
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5. CONTINGENT LIABILITIES

The Treasury of the Republic of Cyprus prepares a report which analyses the government's exposure to risks
arising from guarantees provided to various entities, the potential financial impact of events such as the
COVID-19 pandemic and the Ukraine war and expected losses from these guarantees. The report uses the
methodology recommended by the European Stability Mechanism (ESM) for managing credit risk on Cyprus
Government-guaranteed loans. It provides a detailed analysis of outstanding government-guaranteed loans,
loan status (e.g., performing, non-performing) and expected losses over three years based on different
scenarios. The report’s scope is to evaluate the risks associated with government guarantees and their
potential impact on public finances.

As of December 2022, the outstanding government guarantees total to €1.632 billion. These are distributed
across loans, guarantees related to Hellenic Bank Asset Protection Scheme (APS) and debt.

The Hellenic Bank Asset Protection Scheme (APS), which is a key part of the guarantees portfolio, has seen a
reduction in its covered loan balance to €1.561 billion by the end of 2022. The Cyprus government guarantees
90% of losses under this scheme, but no losses are expected due to the actions taken by SEDIPES (ex-Cyprus
Cooperative Bank). Most loans in the APS (92.06%) are performing, but non-performing loans (NPLs) represent
7.94% of the outstanding balances. The risk associated with NPLs is deemed high, especially for individual
loans, where the collateral is often located in occupied areas of Cyprus. A significant portion of the called
guarantees (those already demanded by lenders) remains unpaid.

The report also discusses the impact of two major external events, i.e. the Covid-19 Pandemic and the conflict
in Ukraine. Regarding Covid-19 Pandemic, while the immediate impact on the portfolio was limited, future
risks remain high due to individuals’ reduced ability to repay loans. Regarding the conflict in Ukraine, rising
commodity prices have impacted the financial stability of borrowers, increasing the risk of defaults,
particularly among individuals.

The expected losses for the government’s guarantee portfolio are calculated using the Probability of Default
(PD) and Loss Given Default (LGD) rates and amount to €83 - €120 million for 2023, €16 - €18 million for 2024
and €17 - €18 million for 2025. These losses represent the government’s exposure under different scenarios
and assumptions, including changes in economic conditions, such as the country’s credit rating.

In addition to the contingent liabilities arising from state guarantees, the Ministry of Finance is currently
working on integrating climate change risks into the macro-modelling and fiscal-budgetary planning. It should
be noted that in the Fiscal Risk Statement, which is submitted each year alongside the national budget, the
Ministry identifies contingent liabilities in relation to disaster, climate and nature event, however these are
not quantified. In this context, the Ministry of Finance has signed an MOU with the Economics Research Centre
of the University of Cyprus (ERC), to conduct a research study on the impact of climate change on the real and
potential GDP, on public finances and on key sectors of the economy of Cyprus. The study, which will be
delivered in three stages, is expected to be completed by December 2025. The thematic box in Annex 4
provides a summary of the findings of the study produced by the ERC until Summer 2024, on the
macroeconomic effects of the climate change.
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6. DEBT SUSTAINABILITY ANALYSIS

Given the fundamental challenge of resource constraints, borrowing is commonly used to finance important
development programs and projects creating a burden of debt repayment which could overwhelm a country’s
finances, at worst leading to default. Although the economic development is considered as a critical
component that drives economic growth in an economy, an elevated debt could likely heighten the tension
between meeting important country development goals and restraining debt vulnerabilities. To properly
assess a country’s debt sustainability, it is important to cover all types of debt that pose a risk to a country’s
public finances.

Fiscal sustainability is one of the key priorities of the authorities and economic policies are designed to
maintain fiscal position and debt at prudent levels, in line with the reference values included in the Treaty of
the functioning of the EU. Therefore, Cyprus prepared its plan in a manner that ensures the appropriate
political commitment and national ownership while debt sustainability is safeguarded.

In this context, the debt level evolution over the medium term is estimated using the Commission’s debt
sustainability analysis (DSA) model. Using the commonly agreed methodology and the authorities’
assumptions for 2024-2028, the debt level as percentage of GDP is estimated for the 10 years after the end of
the plan (2029-2028). The methodology assumes a “no-policy-change” scenario and takes into account the
fiscal position of 2028, the closure of the output gap (the economy grows at its potential level), the
development of interest rates in the medium term and the long-term challenge of ageing population, by
incorporating in the model the fiscal costs of ageing as calculated in the Ageing Report of 2023.

The DSA methodology is the same as the methodology used by the Commission to estimate the reference
trajectory, which the European Commission transmitted on 20 June 2024 to Cyprus as prior guidance for the
preparation of its Plan for the period 2025-2028, in line with Article 5 of Regulation. Based on the debt
sustainability analysis implemented by the European Commission for the reference trajectory, the average net
primary expenditure growth over the plan period 2025-2028 was determined at 4.9% with the debt path
indicating compliance with the requirements of the Regulation. Specifically, the said primary expenditure
growth ensures that, without further budgetary measures, gross public debt will follow a downward path over
the plan period with an average decline of 4.2% over the period plan reaching 53.6% of GDP at the end of
2028. It is highlighted that the projected gross public debt ratio is maintained below the reference value of the
Maastricht criteria from 2027 onwards. The Commission’s reference trajectory is presented in detail under
Annex 3.

Following the communications with the European Commission, the authorities proceeded to the acceptance
of the proposed methodology and general principles by the European Commission on debt sustainability
analysis.

6.1 DSA BASELINE SCENARIO

A no-fiscal-policy-change assumption is applied by the authorities, with the assumptions that primary
expenditure is modified by changes in the cost of ageing as projected in the 2024 Ageing Report and revenue
remaining broadly stable as a share of GDP. According to the DSA model, the gross public debt continues its
downward path after the end of the adjustment period (2029 -2038) with the annual average reduction being
1.0% and the public debt as a percent of GDP reaching 37.2% by the end of 2038. It is highlighted that the
projected gross public debt ratio is maintained below the reference value of the Maastricht criteria from 2026
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onwards. Figure 1 below illustrates the debt evolution of the public debt as a % GDP for the period 2023 to
2038, under the baseline scenario.

Figure 1: Evolution of gross public debt for the period 2023-2038
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Although the gross debt is on a downward path over the period 2025-2038, the debt change for the said period
is at a diminishing rate. The change of debt is affected by the primary balance, the snowball effect and the
stock flow adjustments over the selected period. Based on the DSA results, the main factor, which under the
primary balance, contributes to the diminishing rate of the debt change is the cost of ageing which is on an
upward path over the period 2025-2038. The snowball effect contributes positively to the reduction of the
public debt as a result of the projected high values of growth and inflation, however, the impact is eliminated
throughout the selected period as the values of said indicators move at their equilibrium levels. On the other
hand, the interest/growth- rate differentials are assumed to shrink and become less favourable to the debt
change due to the upward path of the nominal implicit interest rate on debt over time. In conclusion, the
negative effect on the debt change due to the increasing cost of ageing is eliminated by the favourable impact
of the primary balance and the snowball effect. Table 5 below, indicates the change in gross public debt and
the key debt drivers contributed to the change of debt over the period of the MTP 2025-2028 as well as over
a period of 10 years after the end of the MTP, under the baseline scenario.

Table 5: Debt change and key debt drivers under the baseline scenario

2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038

Primary balance 43 40 34 33 25 22 20 -18 16 14 -12 -0 09 -08
of which 400 400 +0.0 +0.0 +0.8 +1.0 +13 +15 +17 +18 421 422 +23 +24
ageing costs

Snowball effect 26 25 22 18 -06 05 04 -04 -03 -03 -03 03 03 -03

Stock flow

adjustment

Total change in
debt
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Based on the DSA model results, we can conclude that the net expenditure path proposed in Section 4 of the
Plan is adequate to ensure compliance with the fiscal requirements of Article 16(2) and (3) and the
requirements set out in Articles 6, 7 and 8 of the Regulation. More specifically, without further budgetary
measures, the following criteria are met:

(a) by the end of the adjustment period, the projected general government debt ratio is put or remains
on a plausibly downward path, or stays at prudent levels below 60% of GDP over the medium-term;

(b) the projected general government deficit is brought below 3% of GDP over the adjustment period and
is maintained below that reference value over the medium-term assuming that there are no further
budgetary measures;

In addition to the aforementioned DSA-based criteria, the proposed net expenditure path ensures that the
following three provisions are fulfilled:

(c) The “deficit benchmark”: It ensures consistency with the corrective path referred to in article 3(4) of
Regulation (EU) No.1467/97, where applicable (Excessive deficit procedure Regulation). A minimum
annual adjustment of 0.5 pp. of GDP if the deficit exceeded 3% of GDP in the previous year with the
adjustment to be measured in terms of structural primary terms over the transition period of 2025-
2027 and in terms of structural balance as from 2028.

(d) The “debt sustainability safeguard”: the projected general government debt-to-GDP ratio decreases
by a minimum annual average amount of 1 percentage point (pp.) of GDP as long as the general
government debt-to GDP ratio exceeds 90% and 0.5% pp. of GDP as long as the general government
debt-to GDP ratio remains between 60% and 90%;

(e) The “deficit resilience safeguard”: The fiscal adjustment continues until the deficit level in structural
terms reaches the common resilience margin of 1.5% of GDP. Until the structural balance is above or
equal to -1.5% of GDP, the annual improvement in the structural primary balance should be at least
0.4 pp of GDP or 0.25 pp of GDP in the case of an extension of the adjustment period.

Based on the debt sustainability analysis, an average annual net primary expenditure growth over the plan
period 2025-2028 of up to 6.5% can also result to the fulfilment of DSA-based criteria. However, the authorities
are proposing an average annual net primary expenditure growth of 4.9%, which is compliant with the
Commission’s reference trajectory, to decrease any risk of non-compliance.

It should be noted that the authorities’ projections do not take into account the upcoming revision of historical
GDP, which could possibly result in a higher potential GDP base. It is estimated that an underestimation of a 1
percentage point in the growth of the potential GDP, ceteris paribus, results to an increase in output gap of
about 1 percentage point of GDP and consequently to an underestimation of the structural balance of 0.5
percentage points of GDP. The authorities believe that the above-motioned should be taken into consideration
in the Commission’s assesment since the publication of the revised GDP and its components may prove the
need for the upward revision of the growth of the potential.

6.2 DSA STRESSED SCENARIA AND STOCHASTIC ANALYSIS

As in the common methodology, to account for macroeconomic uncertainty and ensure that debt plausibly
declines, even under more adverse assumptions, three stress tests are applied.
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For comparison purposes, the three stressed tests scenarios are assessed against the adjustment scenario, as
proposed by the Commission services, which assumes an adjustment period of 4 years followed by a 10-year
no-fiscal-policy change period. For the period 2029 to 2038, debt to GDP ratio in the adjustment scenario
continues its downward path at higher rates compared to the baseline scenario, reaching 27,9% of GDP by the
end of 2038. The annual average change in debt in 2029-2028 in the adjustment scenario is -2.0%, compared
to the -1.0% in the baseline scenario. This is attributed to the primary balance, which under the adjustment
scenario is higher compared to the baseline scenario due to the lower impact of the cost of ageing.

The first stress test is the “Financial stress” scenario under which it is assumed that market interest rates are
temporarily increase for one year by 1pp., plus a risk premium for high-debt countries. The second stress test
is the “Lower structural primary balance (SPB)” scenario under which it is assumed that the SPB will be reduced
by 0.5 pp. of GDP in total, with a reduction of 0.25pp. each year over the first two years, and to remain at that
level afterwards, plus changes in the cost of ageing and, the third stress test is the “interest/growth rate
differential (r-g)” scenario under which it is assumed to be increased by 1 pp. over the projection horizon.

Under the “Financial stress” scenario, the market interest rates both in the short-term and in the long-term
are assumed to be increased by 1pp. in 2029 compared to the adjustment scenario reaching 3.8% and 4.6%
respectively. As a result, the nominal implicit interest rate on debt marked an increase in 2029 by 0.1pp.
reaching 2.8% whilst the average nominal implicit interest rate for the period 2029-2038 is determined at
3.0%. Despite the increase on interest rates, the gross public debt is projected to reduce over the period 2029-
2038 by -1.9pp. on average, slightly slower than the -2.0% adjustment scenario, reaching 28.1% of GDP in
2038. The change of debt is mainly affected by the primary balance and the snowball effect and to a lesser
extent by the stock flow adjustments over the selected period. As mentioned above, based on the “Financial
stress” scenario, the main factor, which under the primary balance, contributes positively to the reduction of
the public debt is the structural primary balance (before the cost of ageing) which is on an upward path and
the cyclical component which is on a downward path. On the other hand, the factor, which under the primary
balance, contributes to the diminishing rate of the debt change is the cost of ageing which is on an upward
path over the period 2025-2038. Despite the increased average nominal implicit interest rate for the period
2029-2038, the interest expenditure is on a downward path due to the significant reduction of the public debt
to GDP. In conclusion, the negative effect on the debt change due to the increasing cost of ageing is eliminated
by the favourable impact of the primary balance and the snowball effect.

With regards to the “Lower SPB” scenario, the structural primary balance reduced each year by 0.25 pp. over
the first two years (2029-2030) after the adjustment period, from 2.4% in 2028 to 2.2% and remains at 1.9%
afterwards until to 2038. The reduction of the structural primary balance in conjunction with the upward path
of cost of ageing contribute to the diminishing rate of public debt over the period 2029-2038. Despite the
negative impact of the reduced structural primary balance and increased cost of ageing over the period 2029-
2038, the gross public debt continues to be on a downward path and reaches 39,5% of GDP in 2038, with an
average annual debt reduction of -0.8%, which is slower compared to -2.0% under the adjustment scenario.

The third stress test, “adverse r-g” scenario results to the diminishing rate of public debt over the period 2029-
2038 due to the reduced snowball effect compared to the adjustment scenario. Under this scenario, the gross
public debt continues to decline over the period 2029-2038 by -1.7% on average, compared to -2.0% under
the adjustment scenario, reaching 30.3% of GDP in 2038.

Figure 2 below, illustrates the debt trajectory under the above three stress tests compared to the adjustment
scenario for the period 2029 — 2038. It seems that under all scenarios, debt to GDP ratio continues its
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downward path with the “Financial stress” scenario following very closely the adjustment scenario. The “SPB”
scenario is considered as the less favourable scenario compared to the other two stress tests since the annual
average debt reduction over the period 2029-2038 is projected to be around -0.8% compared to -1.7% and
-1.9% under the “Adverse r-g” scenario and “Financial stress” scenario, respectively.

Figure 2: Debt trajectory under adjustment and deterministic stress tests scenarios
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Stochastic simulations are also applied by the authorities around the adjustment scenario to capture a wide
range of uncertainties surrounding debt dynamics by taking into consideration country-specific conditions
such as volatility in the past and the correlation between the different variables. Stochastic shocks are
simulated for five variables, namely primary balance, the nominal short and long-term interest rates, the
nominal GDP growth rate and the exchange rate which are derived from Eurostat, Organisation for Economic
Co-operation and Development (OECD) and the European Central Bank (ECB). Based on the stochastic analysis,
the sample period ranges from Q1_2000 to Q3_2023 covering the period 2009, 2012-2014 and 2020 when the
nominal growth rates of Cyprus were on a negative territory and the increased interest rates in period
Q1_2023 to Q3_2023.

Despite the above specific conditions, based on the stochastic analysis, debt to GDP ratio is projected to
decrease in the 5 years following the adjustment period to 29.4% with probability 70% by the end of 2033, in
line with the threshold used in the Commission’s reference trajectory.
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Figure 3: Stochastic debt redemptions in the period 2029-2033
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Based on the DSA model results, we can conclude that even under adverse scenaria, the proposed net
expenditure path is adequate to ensure compliance with the fiscal requirements of Article 16(2) and (3) and
the requirements set out in Articles 6, 7 and 8 of the Regulation.

To conclude, the main policy objective of the government remains the safeguarding of the macroeconomic
stability in order to facilitate growth and job creation. In addition, long-term fiscal policy will ensure fiscal
sustainability through a sound fiscal position in the medium term and reducing public debt in a sustainable
manner. At the same time, the Government of Cyprus is focusing on the implementation of key structural
reforms as underlined in the next section, in order to increase the potential output of the Economy.
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7. REFORMS AND INVESTMENTS

Cyprus continues to implement a comprehensive set of reforms and investments in its efforts to boost growth,
achieve a competitive and diversified economy, maintain macroeconomic stability and address the challenges
identified in the context of the European Semester under the country specific recommendations. It also
implements measures under the four European Union’s common priorities of (i) a fair green and digital
transition, (ii) a social and economic resilience, (iii) energy security, and (iv) the build-up of defence
capabilities.

The main reform and investments relate to improving the business environment, promoting the diversification
of the economy, addressing challenges and inefficiencies in the public sector, addressing labour market,
education, skills and social challenges, strengthening the resilience and capacity of the health system and
facilitating the green and the digital transition. These reforms and investments are financed by national funds,
as well as EU funds, such as the Recovery and Resilience Plan (RRP) and the Cohesion Policy Programme
“THALIA 2021-2027".

7.1 SOURCES OF FUNDING

The Cyprus RRP is the main source of financing of investments and reforms addressing the CSRs. It was
approved by the Council of Ministers on the 28th of July 2021 with an objective to strengthen the economy’s
resilience and the country’s potential for economically, socially and environmentally sustainable long-term
growth and welfare. It includes 136 measures, 61 reforms and 75 investments, with a total budget of €1.22
bin (1.02 bin in grants and €200 min loans). 45% of this budget is directed towards green transition and 25%
towards digital transition. It includes 282 milestones and targets that are distributed under the following 6
Axes:

e Public health, civil protection and lessons learned from the pandemic
e Accelerated transition to a green economy

e Strengthening the resilience and competitiveness of the economy

e Towards a digital era

e Employment, education and human capital

e RePower EU

In addition to the RRP, significant investments are promoted through the Structural Funds, under the
investment Programme “THALIA 2021-2027” that covers all four Cohesion Policy Funds (ERDF, Cohesion Fund,
European Social Fund+ and Just Transition Fund). The Programme was approved in July 2022, with Cyprus
being the first Member State that signed the Partnership Agreement and relevant Cohesion Policy Programme.
The Programme has a budget of €1.5 bin (EU contribution: €969 mIn and national contribution €519 min).
Apart from this allocation, the Government of the Republic of Cyprus committed to invest additional €300 min

to the Programme (20% overbudgeting), showing its dedication towards green and digital transition, which
make up the main pillars of investment in the Programme. THALIA 2021-2027 covers five Policy Objectives
with the allocation being:
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e Policy Objective 1 for a Smarter Europe 16%

e Policy Objective2 for a Greener Europe 45%

e Policy Objective 3 — A more connected Europe 2%
e Policy Objective 4 for a Social Europe 23%

e Policy Objective 5 for a Europe closer to citizens 9%

The Programme’ s activation is well under way with around €900 min (more than 60% of the Programme’ s
budget) already announced and published in calls for submitting proposals.

7.2 REFORMS AND INVESTMENTS ADDRESSING CSRS

Indicative reforms and investments that are currently being promoted to address the CSRs are listed below,
starting with those addressing the most recent CSRs (2024) and going backwards:

1. Submission of Medium-Term Fiscal-Structural Plan: The draft MTFSP has been submitted to the European
Commission on 15th of October. This responses to CSR 2024.1 Sub.1.

Priority: Social and economic resilience.

2. Revision and Update of the Cyprus National Strategy on Adaptation to Climate Change: The revision of
this strategy takes into consideration the new available information of climate change in the eastern
Mediterranean and Middle East region and the contents of the new EU adaptation strategy and foreseeing
to the support for the deployment of Cyprus climate-related risk assessment and stress test, institutional,
administrative and sectoral capacity building contributing to enhancing stakeholder engagement. A TSI
project was granted for this strategy that was signed in November 2023, started in January 2024 and
expected to be finalised in late 2025. This reform response to CSR 2024.2 Sub.1 and CSR 2024.4 Sub.2 as
the implementation of this strategy will focus on institutional framework governing climate adaptation
and will achieve sustainable water management practices in agriculture.

Funded by THALIA 2021-2027 Cohesion Policy- Cohesion Fund

Priority: A fair green and digital transition

3. Governance framework of State-Owned Entities (SOEs): This reform aims to further enhance the
governance framework of the State-Owned Entities. The Government of Cyprus has received relevant
technical assistance by the International Monetary Fund and the final technical report, entitled
“Strengthening the Governance of the State-Owned Enterprises”, was concluded in late August 2023.
Notwithstanding the positive steps that have been undertaken by the Ministry of Finance over the last few
years towards the improvement of the governance framework of the SOEs, the report recognizes that
additional measures are needed to strengthen SOEs corporate governance and accountability practices.
Following the detailed examination of the expert’s findings, as well as other horizontal initiatives, the
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Ministry of Finance submitted, in March 2024 an informative proposal to the Council of Ministers,
highlighting the main recommendations. Based on these, an Action Plan has been formulated, which
includes four pillars of actions, namely: (1) Categorization of the SOEs, (2) Enhancement of the monitoring
framework, (3) Strengthening of the SOE’s institutional framework and (4) Issues related with the SOE’s
boards. It is anticipated that the Action Plan, following the conclusion of the consultation with the main
public bodies, will be submitted to the Council of Ministers by the end of October 2024.This reform
responses to CSR 2024.3 Sub.1, CSR 2023.3 Sub.1, CSR 2022.3 Sub.1 and CSR 2019.1 Sub.2 as it promotes
the improvement of the governance of state-owned enterprises in line with international standards.

Funded by National Funds

Priority: Social and economic resilience

4. Addressing Skills Mismatch Between Education and the Labour Market: This reform aims to address the
skills mismatch between the labour market and the Secondary and Higher Education system. It started in
November 2022 with the implementation of the research project of the Department of Higher Education
(DHE) of the Cyprus Ministry of Education, Sport and Youth (MESY) entitled “Development of a National
Graduate Tracking Mechanism and Design and Implementation of an Employers’ Skills Survey”. The
following actions are currently under development and scheduled to be completed by end of 2026: Reform
of Curricula in Secondary General Education and Secondary Technical and Vocational Education and
Training, Upgrade of labs, Professional Development of educators, Development of new programs of
study. This reform responses to CSR 2024.3 Sub.2 by contributing to the improvement of skill levels and
bridging the gap between Higher and Secondary Education educational outcomes and labour market
needs.

Funded by RRF C5.1R1

Priority: Social and economic resilience

5. New System of Evaluation of the Educational Work and the Educators: This reform aims to improve the
quality of education and consequently students’ educational outcomes by modernizing and updating the
current teachers and schools’ evaluation system and developing a single evaluation scheme for primary,
secondary and technical and vocational education with differentiated elements. This contemporary
evaluation system of schools and teachers will incorporate the training of teachers and evaluators. Based
on the decision of the Council of Ministers (6" of September 2023) the process of the new Teacher and
School Evaluation mechanism is institutionalized. Consultation with the three major teacher unions
commenced in September 2024. The implementation of the reform will be completed by 30 June 2025.
The relevant law will be implemented from the school year 2025-2026 and upon its entry into force at
least 1100 teaching staff (teachers, deputy heads and school heads) will be trained for the new Teachers
and School Evaluation system. At the same time, the process of self-evaluation and development of a
Unified Action Plan for Improvement of the school unit is institutionalized. Its implementation in schools
started in the school year 2024-2025. This reform responses to CSR 2024.3 Sub.2 as it strengthens teacher
evaluation and improves skill levels and educational outcomes.
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Funded by RRF C5.1R2

Priority: Social and economic resilience

6. Teachers’ Professional Learning: This reform aims at providing opportunities for continuous professional
learning to all teachers of all levels, in a systematic way, on a needs assessment basis, both of school and
individual teachers. Around 45 schools of all levels participate in the program every year since 2017 when
the reform was started. Teachers’ professional development and learning is supported by the necessary
facilitators, supporters, trainers, tools, and resources to enhance teaching and learning and provide an all-
rounded experience to both educators and students. Also, around 13,000 in-service teachers attend
professional learning activities and programs (compulsory courses, optional courses, intervention
programs in schools) each year on different thematic areas. This reform responses to CSR 2024.3 Sub.2,
as it strengthens continuous teacher training and improves learning outcomes.

Funded by National Funds

Priority: Social and economic resilience

7. Development of Technical Vocational Education and Training (TVET): This reform aims to develop and
improve technical and vocational education and training in Cyprus, by improving the correlation between
technical and vocational education and training and labour market needs, facilitating the transition from
education to work, improving the overall quality of teaching and learning taking place in VET schools and
structures and increasing student participation in VET education. The project started under THALIA for the
period 2021-2027 with a total budget of €36 min. Indicative actions and initiatives implemented via this
project are the following: Introduction of new programmes of study in STVET, purchase of and access to
modern technical equipment and infrastructures, evaluation and improvement of curricula, preparation
of teaching materials, promotional actions to encourage increased student participation in STVET
Improvement of special rooms and laboratories, purchasing teaching services from business experts and
professionals, evaluations of STVET structures. Also, STVET Pupils’ and MIEEK Students’ work placements
in industry, Inspections of pupils during their work placement, actions to increase the general public’s
awareness about the advantages of STVET in contemporary economical and societal context, creation of
a national monitoring system tracking SVET graduates’ access and success in the labour market, creation
of a StVET online alumni community platform. This reform responses to CSR 2024.3 Sub.2 and CSR 2019.3
Sub.2, as it supports the increase of participation of learners in vocational education and training thus
addressing the imbalances between labour supply and demand and further increasing the capacity and
attractiveness of Vocational Education and Training programmes.

Funded by THALIA 2021-2027 Cohesion Policy- ESF+

Priority: Social and economic resilience

8. VET Strategy: A new Strategic Planning for Secondary Technical and Vocational Education and Training
(STVET) 2024-2028 is under preparation that will cover all the programs implemented under the
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Directorate of STVET: Initial TVET, Public School of Higher Vocational Education and Training (MIEEK),
Secondary VET Apprenticeship system, Evening Schools of Technical and Vocational Education (ESTEE) and
Lifelong Learning Programmes of Vocational Education and Training (afternoon and evening Classes). The
vision is to ensure an integrated, attractive, flexible and high-quality Technical and Vocational Education
and Training System, that responds to the current and future needs of the Cypriot economy and society
as they emerge from the constantly changing local and international economic and technological
environment, educate and empower individuals (pupils and students) in basic skills as well as in specific
professional knowledge, skills and competences to better exploit opportunities and address challenges in
society, the economy and workplace. The format of the new Strategic Planning includes the following
topics: Internal Environment, Initial TVET and Vocational training programs, External Environment
(Vocational training in Cyprus and Europe, Labor market, European recommendations), SWOT analysis,
Vision and Strategic Targets, Means for achieving strategic targets. The Strategy is estimated to be
completed by the end of 2024. This reform responses to CSR2024.3 sub?2, as it increases the attractiveness
of Vocational Education and Training programmes.

Priority: Social and economic resilience

9. VET school in Larnaca: Within the context of the Just Transition Fund, the planning of the new Technical
School of Green Professions in Larnaca has been completed with a budget of €34 mIn. The construction of
the school will begin in the early months of 2025. It is expected that a contract for the construction of the
school will be signed by the end of 2024. Submitted tender offers have already been evaluated. The
construction will be completed by the end of 2027. This reform responses to CSR2024.3 sub2, as it
increases the attractiveness of Vocational Education and Training programmes and upgrades the
education system in Cyprus.

Funded by THALIA 2021-2027, JTF

Priority: Social and economic resilience

10. Actions for School and Social Inclusion+ (DRA.S.E.+): This investment started in the school year 2021-
2022, has a budget of €60 mIn and it is applied to school units of all levels (Public Kindergartens, Primary
Schools, Gymnasiums, Lyceums, Technical and Vocational Education and Training Schools), which have
been selected on the basis of specific objective and measurable criteria, regardless of the geographical
area in which they are located. Among other things, the following actions are offered:

— Free supportive teaching and creative activity Projects for students and parents, in the morning
and afternoon time

— Teaching the Greek language in the morning and afternoon time, for students and parents with
an immigrant biography

— Additional psychosocial support services for students and parents, through the creation and
operation of Information and Psychosocial Support Centers

—  Supply of support/equipment and educational material to schools.
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During the school year 2024 - 25 it is applied to school units of all levels (55 Public Kindergartens, 91 Primary
Schools, 29 Middle/High Schools, 3 Technical and Vocational Schools, Education and Training), which have
been selected on the basis of specific objective and measurable criteria, regardless of the geographical area in
which they are located and covers approximately 27.18% of the student population in Cyprus. This investment
responses to CSR 2024.3 Sub 2 and CSR 2019.3 Sub 2, as it aims to upgrade the education system in Cyprus.

Funded by THALIA 2021-2027 ESF+ and National Funds

Priority: Social and economic resilience

11. Cyprus Lifelong Learning Strategy (CyLLLS): This reform provides a long-term strategic framework for the
development of a knowledge-based society, in which every citizen will have learning opportunities for his
knowledge, skills and attitudes, which will facilitate his personal and social growth, professional
development, social inclusion, resilience and well-being. This will be achieved by improving the quality of
the adult education sector, providing incentives to individuals and businesses, removing barriers, as well
as increasing the visibility and strengthening of information and communication. The CyLLLS 2021-2027
was approved by the Council of Ministers on 30™" of September 2022 (Decision No.: 93.682). This reform
responses to CSR 2024.3 Sub.2 with regards to enhancing adult learning.

Funded by National Funds

Priority: Social and economic resilience

12. Training programmes for young people aged 15-29 not in education, employment, or training (NEETS):
The acquisition of basic knowledge and skills to help young people aged 15-29 to enter the labour market.
The reform was adopted on 8™ July 2022 and it will be operational by Q4 2024. This response to CSR 2024.3
Sub.2, CSR 2020.2 Sub.4 and CSR 2019.3 Sub.2 by upgrading existing and acquiring new knowledge and
skills in order to help young people to exploit the employment opportunities that arise in dynamic sectors
of economic activity, such as the green and blue economy. Furthermore, it will prepare them suitably for
the changing nature of work, especially to that related to digital transition.

Funded by THALIA2021-2027 Cohesion Policy- ESF+

Priority: Social and economic resilience

13. Individual Learning Accounts (ILAs) (pilot project): This reform provides credits to eligible groups of
employed and unemployed persons to attend training programmes within the HRDA Scheme “Standard
Multi-Company Training Programmes”, in order to acquire new and/or upgrade existing knowledge and
skills. It was adopted on 8 July 2022 and it will be operational by Q1 2025. This response to CSR 2024.3
Sub.2, CSR 2020.2 Sub.4 and CSR 2019.3 Sub.2 as the involvement in training activities with the
opportunities provided for reskilling and upskilling can enable the participants to remain competitive in
the labour market, improve their employment opportunities, while at the same time enhances social
cohesion.
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Funded by THALIA 2021-2027 Cohesion Policy- ESF+

Priority: Social and economic resilience

14. Geographic Information System (GIS) to Support the Digital Transformation of Networks: This
investment concerns the development of infrastructure, equipment, systems and applications that will
render GIS as the backbone of the administration and support of smarter electrical grids that will feature
automated operational procedures. It will also enable the participation in the forthcoming digital one-
stop-shop for RES-E connection. The integration with MDMS and with ADMS is scheduled to be completed
by Q3 2027. This investment responses to CSR 2024.4 Sub.l as it contributes to the upgrading and
expanding the grid and storage to accommodate an increasing share of renewables.

Funded by THALIA 2021-2027 Cohesion Policy- JTF

Priority: A fair green and digital transition

15. Digitalization of the Distribution System and the development of a Supervisory Control and Data
Acquisition (SCADA) and Advanced Distribution Management System (ADMS): This reform consists of
two main objectives: (1) Digitalization and modernization of Medium Voltage and Low Voltage grids and
(2) Installation and operation of a modern SCADA/ADMS system and establishment of the National
Distribution Control Centre. The upgrade of existing IT infrastructure is scheduled to be completed by Q2
2026. This reform responses to CSR 2024.4 Sub.1 and CSR 2022.4 Sub.2 as it upgrades the safety and
functionality of the electricity grid and enhance the further penetration of Renewable Energy Sources
(RES).

Funded by THALIA 2021-2027 Cohesion Policy- JTF

Priority: A fair green and digital transition

16. Development of a Fiber Optic Telecoms Network to Support the Demanding Communication Needs of
the Distribution System in the Energy Transition: This reform consists of two main objectives: (1)
Installation, administration and maintenance of the passive equipment (FO cables, terminal and auxiliary
equipment) and (2) Installation, operation and maintenance of the active telecom’s equipment. The
definition of Topology and Selection of Technology/ Materials P.N., Pilot Optical Network, Tender for
Materials, Network Equipment & Installation Services Pilot Network are scheduled to be completed by the
end 2027. This reform responses to CSR 2024.4 Sub.1 and CSR 2022.4 Sub.2, as it upgrades the safety and
functionality of the electricity grid and enhance the further penetration of Renewable Energy Sources
(RES).

Funded by THALIA 2021-2027 Cohesion Policy- JTF

Priority: A fair green and digital transition
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17. Mass Installation and Operation by the Distribution System Operator (DSO) of Smart Metering
Infrastructure: This investment refers to the installation of smart meters aiming at the implementation of
dynamic tariffs, that will encourage consumer engagement in demand response, support the growth of
energy communities, and empower consumers to become active participants in the energy market. The
relevant contract was signed on 24 of July 2024 and 250,000 smart meters will be installed by Q2 2026.
According to CERA Regulatory Decision 02/2018, 400,000 smart meters should be installed by January
2027. This response to CSR 2024.4 Sub.1 and CSR 2022.4 Sub.2 by upgrading and expanding the grid and
storage to accommodate an increasing share of renewables.

Funded by RRF C2.117

Priority: A fair green and digital transition

18. Guidance Documents for Renewable Energy Sources (RES) applications: This reform concerns the
development of an online manual of procedures for developers of renewable energy production projects,
addressing distinctly also small-scale projects and renewables self-consumers projects. The online
information will indicate the One-Stop-Shop of the Ministry of Energy, Commerce and Industry, as the
single contact point for applications. The guidance documents are expected to be in place by the end of
2024. This reform responses to 2024.4 Sub.1, as it accelerates the deployment of renewables, in particular
by further streamlining permitting procedures.

Funded by RRF C2.1R3 and THALIA 2021-2027 Cohesion Policy- JTF

Priority: Energy security

19. Support Schemes for Energy Storage: This investment concerns the installation of energy storage systems
in combination with the scheme of renewable energy sources, with the aim to improve RES penetration
to Cyprus energy mix, reduce curtailments and enhance stability of the system. Three different schemes
(namely Part A1, A2 and B) are envisioned targeting existing and new RES producers. The first scheme (A1)
that involves existing RES producers with contract with the EAC Supply is expected to be completed by Q4
2024. Parts A2 and B are expected to be completed by Q1 2025. This investment responses to CSR 2024.4
Sub.1, as it facilitates targeted investments in the electricity system of Cyprus for enhancing efficient usage
of energy.

Funded by THALIA 2021-2027 Cohesion Policy- JTF and National funds

Priority: A fair green and digital transition

20. Provision of environmental incentives in maritime transport: This investment provides Green Tax
Incentives, as part of the Cyprus Tonnage Tax System, aiming to reward efforts to proactively reduce the
greenhouse gas emissions in maritime transport. The incentives provide for a reduction of tonnage tax up
to 30% for the qualifying owners of Cyprus and Community ships that use mechanisms - equipment for
the environmental preservation of the marine environment and the reduction of the effects of climate
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change. The incentives were adopted in March 2024. This investment responses to CSR 2023.4 Sub.1, CSR
2022.4 Sub.1 as investments are focused on the reduction reliance on fossil fuels and diversify the energy
supply.

Funded by National Funds

Priority: A fair green and digital transition

21. Grant Scheme for the Encouragement of the Use of Renewable Energy Sources (RES): This investment
promotes the installation of photovoltaic systems in existing dwellings, including residences used as the
main and permanent place of residence by vulnerable electricity consumers. The first grand scheme
launched in 2019 and over 30,000 dwellings have been granted. This response to CSR 2023.4 Sub.2 by
extending and accelerating energy efficiency measures and also addressing energy poverty.

Funded by RRF C2.112

Priority: A fair green and digital transition

22. Electricity Interconnection Between Cyprus, Greece, and Israel: This investment, the "Great Sea
Interconnector"” is a significant energy infrastructure project that aims to connect the electrical grids of
Israel, Cyprus, and Greece (via Crete) through a 1,000 MW subsea high-voltage direct current (HVDC)
cable. The project's implementation will end Cyprus's energy isolation, achieve the EU member states'
target of 15% electrical interconnection by 2030, contribute to the completion of the EU's internal energy
market, enhance supply security, and reduce carbon emissions through electricity generated from natural
gas and renewable energy sources. The project is in the final stage of permitting and is expected to be
operational by 2029. This investment responses to CSR 2023.4 Sub.3, as it contributed to the development
of electricity interconnection.

Funded by RRF C2.1111

Priority: A fair green and digital transition

23. Saving — Upgrading Houses" Programme: This investment provides grants related to thermal insulation
of the building shell, replacement of windows, installation of shading systems as well as the installation
and/or replacement of technical systems (such as solar, photovoltaic, air conditioners, storage batteries,
control systems, etc.) The first two calls of the scheme were announced in 2021 and 2023 with a total
budget of €85 min. By the end of July 2024, 1335 applicants finished their investments and received a total
subsidy amount of €20,6 min. The first two calls (total budget €85 miIn) are funded through the THALIA
2021-2027 Programme — Cohesion Policy- ERDF. The third call funded from RRF with a budget of €30 min
and was announced on July 2024. This investment response to CSR 2023.4 Sub.4 and CSR 2022.4 Sub.5, as
the extensive energy upgrading of existing households will enhance energy efficiency and use of
Renewable Energy Systems.
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Funded by RRF C2.115, THALIA 2021-2027 Programme — Cohesion Policy- ERDF and National Funds

Priority: A fair green and digital transition

24. PEDIA project: This investment aims to transform schools to zero energy schools and improve their energy
efficiency and resilience. It sets a procedural framework to select existing buildings, based on pre-defined
criteria, to implement energy renovations, while providing innovative financial solutions, which minimise
transaction costs and engage the private finance community. The selection process of 25 schools from all
the educational levels out of 167 which have applied was concluded in December 2021, the relevant
infrastructure works started in 2022. The project entered at the 3rd phase of implementation where the
first 5 schools have already been restructured and another 5 schools are in the process to become zero
energy schools. The project was initially funded by the project Horizon and National Funds with the
amount of €5 mln and now it is funded by THALIA with the amount of €22 min until 2027. This investment
responses to CSR 2023.4 Sub.4, CSR 2022.4 Sub.5, as investments are focused towards green transition.

Funded by THALIA 2021-2027 Cohesion Policy — ERDF

Priority: A fair green and digital transition

25. Promoting widespread use of electric vehicles (EVs): This scheme supports the purchase of Electric
Vehicles and until now 5,800 electric vehicles of categories M1, M2-3, N, L1e-L7e and bicycles have been
purchased. This investment will be completed by June 2026 and it responses to CSR 2023.4 Sub.6, CSR
2020.3 Sub.6, CSR 2019.4 Sub.1 as it promotes sustainable transport.

Funded by RRF C2.213

Priority: A fair green and digital transition

26. Installation of publicly accessible EV charging points: This Grant Scheme promotes the creation of the
necessary infrastructure for electrification with the installation of 1,000 recharging stations, with the aim
of providing free public access to an extensive network of recharging points for electric vehicles. It finances
the installation of charging stations for electric vehicles with a target to install 1,000 charging points, with
an intensity of 50% and a maximum amount of funding depending on the type of charger. Phase B of the
Scheme is currently in effect and the installations should be completed by end of 2026. This investment
responses to CSR 2023.4 Sub.6, CSR 2020.3 Sub.6, CSR 2019.4 Sub.1 as the use of electric vehicle is
becoming friendlier thus promotes sustainable transport.

Funded by RRF C2.2I2

Priority: A fair green and digital transition
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27. Digital One-Stop Shop to streamline RES projects permitting and to facilitate Energy Renovation in
Buildings: The objective of the measure is to promote the implementation of RES projects by streamlining
the RES projects permitting process. The reform also aims at accelerating the energy renovation of
buildings. The reform shall consist in digitalizing the licensing permitting process for RES projects and
establishing a single point of contact for technical and financial support for the purposes of energy
renovation of buildings. The first phase, which concerns the digital submission of applications for the
licensing of energy production projects from RES is under operation while, the second phase, which will
enable the full digitalisation of procedures and electronic approvals of applications is expected to be
completed before the end of 2024. This reform response to CSR 2022.4 Sub.2, as it accelerates the
deployment of Renewable Energy Sources by enable the permitting procedures.

Funded by RRF C2.1R3

Priority: A fair green and digital transition

28. Infrastructure projects on Sustainable Urban Mobility Plans: This investment includes public transport
infrastructure projects, such as new bus lanes (Nicosia, Limassol, Larnaca), new cycle lanes (Nicosia,
Limassol, Larnaca), manufacturing and installation of 4,450 new bus stops and shelters and refurbishment
of over 1,000 existing bus stops across Cyprus, 14 new bus stations with Infrastructure to support the
future charging of electrified public transport fleets. This investment will be implemented until 2029 and
it responses to CSR 2022.4 Sub.6 as it promotes the use of public transport and accelerates energy
efficiency measures, contributing to the National Goal for emission reduction (NECP) and special directives
for transport.

Funded by RRF C2.211 and THALIA 2021-2027 Cohesion Policy — ERDF

Priority: A fair green and digital transition

29. Enhancement, Modernization, and Upgrade of Cyprus Public Hospitals: This investment includes the
enhancement of the Makarios Hospital for Children to offer a complete treatment of cases to children
(June 2024 — June 2026), the construction of a new Mental Health Hospital and procurement of the latest
technology attendant equipment (Phase 1, will be completed by October 2024), and the enhancement of
the Limassol General Hospital & Construction and/or extension of Haemodyalisis Unit at Limassol Hospital
(completion by June 2026). This investment responses to CSR 2020.1 Sub.2 and CSR 2019.3 Sub.4 as it
strengthens the effectiveness, accessibility and overall resilience of the healthcare sector supporting the
recently introduced National Health System through various interventions. Investments towards this goal
will both serve the benefit of the patients and the operability of the hospitals and public health authorities.
They will also create the required environment that will enable the improvement of the working conditions
of the health workers and enhance their ability to provide better services to patients enabling better
health promotion and protection.

Funded by RRF C1.115

Priority: Social and economic resilience
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30. Establishment of home structures for children, adolescents with conduct disorders, persons with
disabilities and people in need of long-term care (LTC): This investment with a budget of €15,40 min
consists of the establishment of at least eight state structures for children or persons with disabilities and
the establishment or renovation of at least eighteen homes for children, adolescents with conduct
disorders and people in need of long-term care (through tender procedures and aid schemes). The
implementation of the investment will be completed by 30 June 2026. The draft Agreement for the 5
buildings that will be signed between the Department for Social Inclusion of Persons with Disabilities
(DSID) and the Cyprus Land Development Corporation (CLDC) has been submitted to the Law Office for
legal vetting since November 2023. Efforts are being made for speeding up the finalization of the legal
vetting. The design of the 5 buildings has been completed by the CLDC while building permits are still
pending. Regarding 15 Buildings, the Social Welfare Services (SWS) conducted meetings with the District
Local Government Organizations in July 2024 to discuss problems with the location of specific buildings.
In addition, contacts have been made with the Presidents of the Union of Municipalities and Communities
by the end of September 2024 and with the involved municipalities/communities for the exchange of
views in the framework of consultation, in the beginning of October 2024. It is expected that the type of
the projects and the location of the buildings will be finalised within October 2024 and that by mid-
November 2024 the SWS will submit to the Competent Ministerial Committee a request for the approval
of the state land that will be used for the development of the buildings. Regarding 6 Buildings a 1st Call of
a Grant Scheme has been launched in February 2023, 10 applications have been submitted and 4 have
been positively assessed. This investment responses to CSR 2020.1 Sub 2 as it strengthens the capacity of
the health and social system and ensures quality and affordable provided services by (i) supporting the
Republic of Cyprus to meet its obligations under the Refugee Act 2000 - 2016 to provide care and to
safeguard the rights of unaccompanied minors who arrive in the Republic, (ii) meeting the housing needs
for children and adolescents with particular difficulties who are placed under the guardianship of the social
welfare services, (iii) enhancing community-based supported living structures for persons with disabilities
to avoid institutionalisation and social exclusion and (iv) addressing gaps in long-term care services.

Funded by RRF C5.213

Priority: Social and economic resilience

31. Minimum Guaranteed Income (GMI): The scheme provides that any person whose income and other
financial resources are not sufficient to cover their basic and special needs, as defined by the relevant
legislation (L.109 (1)/2014), may request a granting of the minimum guaranteed income, which is provided
in the form of financial support and /or services. This reform address CSR 2020.2 Sub.1 as it ensures a
minimum socially acceptable standard of living for individuals and their families legally residing in the
Republic of Cyprus, as long as they meet the necessary conditions.

Funded by THALIA 2021-2027 Cohesion Policy- ESF+

Priority: Social and economic resilience
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32. Information and Training Centre for Employment and Entrepreneurial Action in Vulnerable Groups: This
investment with a budget of €1.8 mIn concerns the promotion of employment and the encouragement of
entrepreneurship, mainly among the most vulnerable groups of the population. Specifically, the Center
offers the following:

— Training and work integration / reintegration programs for people from socially vulnerable groups,
in the field of home care for infants, toddlers, the elderly and the disabled.

— Employment of caregivers and expansion of home Care services.

— Facilitating the integration and reintegration of people into the labor market through programs
and targeted actions that require their active participation.

— Raising awareness of professional bodies, businesses and employers on issues related to the
promotion of employment.

— Providing information regarding integration and reintegration into work.

— Referral of interested parties to the Public Employment Service (PSS).

— Promotion of cooperation and networking of employment support structures and agencies.
— Identifying and supporting the development of the beneficiary's business profile.

This investment responses to CSR 2020.2 Subl, as it offers networking and employment opportunities,
particularly for vulnerable groups, improving a good work-life balance, tackle social exclusion, help with
personal development, encourage business activity and offer social services in underdeveloped urban areas.

Funded by THALIA 2021-2027 Cohesion Policy- ERFD and National Funds

Priority: Social and economic resilience

33. Digitalization of services of PES: This investment concerns: (1) The development of the platform for
digitalision of the schemes offered by the Department of Labour, on an attempt to digitize the
management of the Subsidy Schemes that the Intermediate Body announces and operates. Citizens and
registered companies will be able to apply for participation in the schemes and have the ability to monitor
the progress of their applications. The platform will digitize the application examination and payment
processes and improve the services offered to citizens. Development is progressing according to plan with
expected go-live date in early December. (2) The development of a Performance Management System for
the PES. Through this platform PES will be able to set and monitor KPIs for all of its individual offices,
digitize and improve their services and at the same time work towards making PES a well valued
Employment Agency. Development is progressing according to plan with expected go-live in late
November 2024. (3) The development of a platform for NEETs. Through this platform, the Public
Employment Services (PES) will be able to identify early in the process and be able to track the status of
those unemployed individuals that are neither in employment, education, training (NEETs) and be able to
provide support to them. This platform is being developed internally by the Department of Information
Services. Development is progressing well and the platform is expected to go-live towards the end of
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November 2024. This investment responses to CSR 2020.2 Sub.2 and CSR 2019.3 Sub.1 as strengthens
public employment services.

Funded by RRF C5.2I1

Priority: Social and economic resilience

34. Outreach Activities for NEETs aged 15-29 with the development of four mobile unit of PES: This
investment with a budget of €3 min started in January 2024 with duration 20 months and it will be
completed in August 2025, while the contract can be renewed for another 21 months until May 2027. The
total amount for the first contract is €680,000 plus VAT and for the second €714,000 plus VAT in case of
the contract renewal. According to the results of the operation of the mobile units, until September 2024,
11,714 NEETs have been identified and approached by the Employment Counsellors for NEETs. After the
provision of consultation, only 357 of them agreed to be referred for registration with the Public
Employment Service (PES) and only 248 of them can be considered as beneficiaries of the project,
according to the PES’s evaluation. This investment response to CSR 2020.2 Sub.2 and CSR 2019.3 Sub.1 as
strengthens public employment services.

Funded by THALIA 201 -2027 ESF

Priority: Social and economic resilience

35. Subsidy schemes of employment /including flexible work arrangements: Different schemes are
promoted with response to CSR 2020.2 Sub.3 regarding flexible working arrangements that are funded
under ESF - THALIA 2021-2027. The most important undergoing scheme is the Scheme for providing
incentives for the employment of the unemployed by providing flexible forms of work through
teleworking. This reform involves subsidising part of the salary costs of staff as an incentive for employers
to hire unemployed people to work in various forms of telework. The duration of the scheme is until 2027.

Funded by THALIA 2021-2027 - ESF

Priority: Social and economic resilience

36. Training programmes focused on digital, green, blue, and entrepreneurship skills: This investment refers
to training programmes implemented by certified Vocational Training Centres, for the acquisition of new
and upgrading of existing digital skills, knowledge and skills related to the green and blue economy, and
entrepreneurship knowledge and skills of the human resources of Cyprus (public, broader public and
private sector employees, the self-employed and the unemployed). The investment began in December
of 2023 and will be completed by 31t of December 2025. This responses to CSR 2020.2 Sub.4 and CSR
2019.3 Sub.2 as it increases participation in vocational education and training and helping persons to
exploit the employment opportunities that arise in dynamic sectors of economic activity, such as the green
and blue economy and will prepare them for the changing nature of work, especially to that related to
digital and green transition.
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Funded by RRF C5.112

Priority: Social and economic resilience

37. National Promotional Agency (NPA): This reform aims to address market failures in SMEs’ access to capital
and to promote the Government policy objectives, via the provision of tailored-made financial instruments
and advisory services support. The roadmap for the creation and establishment of the NPA was approved
by the Council of Ministers in April 2024 and the Ministry of Finance is currently working on the tender
documents for acquiring the services of Legal Consultants for the drafting of the relevant legislation and
regulations for the NPA’s operations. This reform responses to CSR 2020.3 Sub.1 and CSR 2019.4 Sub.7 as
it improves SMEs’ access to finance.

Funded by RRF C3.3R4

Priority: Social and economic resilience

38. Cyprus Equity Fund: This investment supports the government’ s efforts to enhance access to alternative
sources of finance, both by supporting innovative SMEs and attracting private investments. The Fund will
be split into two compartments: a) the Acceleration Compartment which will provide initial financing to
emerging entrepreneurs to research, assess and develop an initial concept and, b) the Venture Capital
Compartment which will provide follow-on financing to successful graduates from the Acceleration
Compartment, as well as direct investments to innovative companies which are not part of the
Acceleration Compartment. The Government has entrusted the selection of the Fund Managers and the
monitoring of the operations of the Fund to EIF. The EIF has selected the Fund (East Venture Capital Fund)
which was established in December 2023 and it is expected to start investing in companies in autumn
2024. This investment responses to CSR 2020.3 Sub.1 and CSR 2019.4 Sub.7 as it facilitates access to
finance for innovative SMEs and start-ups active in Cyprus.

Funded by RRF C3.316

Priority: Social and economic resilience

39. Municipal Waste Management Plan: This Plan aims to fulfil the obligations of Cyprus under Article 28 of
the Waste Framework Directive (WFD) and identifies measures and actions to be implemented for
sustainable waste management and to the transition of Cyprus towards a circular economy. The focus of
the Plan which was adopted by the Council of Ministers on 28" of July 2022, is on moving away from mixed
waste disposal and towards sustainable waste management, including measures to further promote
separate collection, reuse and recycling, infrastructure measures for the appropriate management of
waste, measures to improve extended producer responsibility systems, regulatory and economic
measures, such as the establishment of deposit-refund systems and the introduction of a landfill tax. The
Plan includes a total of 65 measures with a budget of more than €90 min. The implementation of a number
of these measures is supported by EU funding under the Cohesion Funds, the RRF, Life IP CYzero WASTE
Program and Common Agricultural Policy. This reform response to CSR 2020.3 Sub.5 and CSR 2019.4 Sub.2
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as by the implementation of the Plan and the related measures, investments are being focused towards
water and waste management.

Funded by RRF C3.1112 and THALIA 2021-2027 Cohesion Policy

Priority: A fair green and digital transition

40. Implementation of a Nationwide System for the Separate Collection of Municipal Waste: The
implementation of this system, aims to the support of local authorities for the establishment of a separate
collection system for municipal solid waste and the implementation of the Pay-As-You-Throw Schemes,
the prevention, separate collection of waste in coastal and mountainous areas, the installation of green
recycling kiosks and community composters in remote and semi-remote rural areas and the creation of
repair and reuse centers. This reform started in 2021 and will be implemented until 2029. This reform
response to CSR CSR 2020.3 Sub.5 and CSR 2019.4 Sub.2 as it promotes the separate collection of waste
through the implementation of a number of EU funded programmes and focuses infrastructure measures
and related investments on the creation of a appropriate network of facilities for the appropriate
treatment of separately collected and mixed waste.

Funded by THALIA 2021-2027 Cohesion Policy

Priority: A fair green and digital transition

41. National Circular Economy Action Plan: This Plan includes targeted policies and actions aimed to
strengthen and promote the Circular Economy in Cyprus. It also includes measures to promote separate
collection and appropriate management of waste. The Action Plan, with an implementation period up to
2027, includes 22 measures 10 of them to be funded by the RRF and the rest by national or EU Cohesion
Policy funds. It addresses specific priorities such as the promotion of synergies in achieving economies of
scale, creating favourable market conditions to boost circular products, boosting new economic activities,
restructuring existing modes of operations and regulatory reform requirements. This reform response to
CSR 2020.3 Sub.5 and CSR 2019.4 Sub.2 as it focuses on promoting circular economy in businesses and
industry.

Funded by RRF C3.1R4, C3.1112, C3.119 and THALIA 2021-2027 Cohesion

Priority: A fair green and digital transition

42. Water Treatment Plants: This investment involves the refurbishment of the treatment systems at Water
Development Department’s water treatment plants in order to conform with the requirements of the new
Directive (EE 2020/2184) on the quality of water intended for human consumption. These refurbishments
will include installation of activated carbon polishing units at three water treatment plants (WTPs)
(Tersefanou, Asprokremmos, Lemesos), the replacement of chlorination infrastructure at five WTPs
(Kornos, Lemesos, Asprokremmos, Tersefanou, Kanaviou) and the expansion of the Asprokremmos WTP
capacity by 10,000 m3/day. The installation at Tersefanou WTP was completed in March 2024, the
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Contract for the installation at Asprokremmos WTP was signed on 31° of July 2024, the contract for the
installation of activate carbon polishing for Lemesos WTP is expected to be signed in the end of October
2024, the Contract for Kornos WTP was signed on 28.06.2024, The Tender documents for the WTPs of
Lemesos, Asprokremmos, Tersefanou, Kanaviou are currently under preparation. This reform response to
CSR 2020.3 Sub.5 and CSR 2019.4 Sub.2 as by the implementation of the Water Treatment Plants,
investments are being focused towards water management.

Funded by RRF C2.312

Priority: A fair green and digital transition

43. Kokkinokremmos Conveyor Project: The aim of this investment is to provide sufficient water to the
District of Famagusta (Ayia Napa, Paralimni, Deryneia and Sotira Municipalities), ensuring a 48-hour water
storage supply in the case of disruption to supply, while also providing an additional conveyor pipeline
once the existing one is rehabilitated. The works include a 25km pipeline, 2 water storage tanks, a pumping
station and chlorination building. The Contract on the delivery of the pipes and parts for the conveyor
system was signed in 02/2024 and delivery will be completed in the end of October 2024. The tender for
the construction of the water storage tanks and the chlorination building are expected to be announced
in Q1 2025. This investment response to CSR 2020.3 Sub.5 and CSR 2019.4 Sub.3 as investment are being
focus toward water management.

Funded by THALIA 2021-2027 Cohesion Policy — ERDF

Priority: A fair green and digital transition

44, E-Skills Action Plan: This reform includes (i) development of an e-skills policy framework and action plan,
(ii) the design and delivery of targeted programmes for public sector professionals promoting cross-
sectoral competencies, as well as (iii) the design of reskilling/upskilling interventions enhancing the digital
literacy of the workforce in the private sector and unemployed persons, with a special focus on women
and vulnerable groups. Furthermore, it entails a communication strategy to promote lifelong learning and
a digital culture in Cyprus, investments in digital infrastructure to support digital learning and the
development of an e-learning platform with key content material on digital skills and cross-sectoral
competences accessible to all target groups. The implementation of this reform will be completed by the
end of 2025. This reform responses to CSR 2020.3 Sub.7 and CSR 2019.4 Sub.4 as it enhances digital
competences across all population groups.

Funded by RRF C5.1R5

Priority: A fair green and digital transition

45. Digital Transformation of School Units: This reform aims in enhancing digital skills and skills related to
STEM education by transforming the curriculum and by upgrading the educational material. The
procurement procedure for the transformation of the existing curricula of 120 content domains is
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underway and the tender procedure for the development of the materials is expected to be announced in
late October 2024. Moreover, the development of e-classes in 700 schools project has started and the
schools have received equipment, which have been installed and are in full operation mode. Also, the
financing for the acquisition of tablets by students has been completed successfully. This reform responses
to CSR2020.3 Sub.7 and CSR 2019.4 Sub.4 as investments are focused towards digitilization.

Funded by RRF C5.1R4

Priority: A fair green and digital transition

46. Aggressive Tax Planning: This reform aims to increase the effectiveness, efficiency and fairness of the tax
system by combatting tax evasion and aggressive tax planning by Multinational Enterprises. The measure
consists of three different reform sub-measures: (1) Imposing a withholding tax on outbound payments of
interest, dividends and royalty payments and the introduction of a further corporate tax residency test
based on the incorporation of each entity, (2) Introducing a withholding tax on outbound payments of
interest, dividends and royalty payments to low tax jurisdictions. In respect of interest and royalty
payments, the Cypriot authorities may explore instead the approach of applying non-deductibility. Such
legislative change will enter into force by 31 of December 2024. The draft legislation is still pending, (3)
Assess the effectiveness of the overall set of measures related to aggressive tax planning, via an
independent evaluation that will be completed by 31 of December 2024. This evaluation will assess the
Cyprus tax framework holistically including all measures adopted by then. The report is at its final stages
and it is pending final submission by the Ministry of Finance. The evaluation shall lead to policy action to
be undertaken by Cyprus to address any shortcomings identified, including in the form of legislative
changes, which shall enter into force by 30™" of June 2026. This reform responses to CSR 2020.4 Sub.1 and
CSR 2019.1 Sub.4 as it addresses features of the tax system and especially aggressive tax planning.

Funded by RRF C3.5R10

Priority: Social and economic resilience

47. Digitalization of public services: The project is promoted through G-Cloud, Electronic Identity and
Upgrade/Expansion of the Land Information System.

— The G-Cloud involves the development of a government cloud environment that will host the IT
systems and digital services of various government departments and ministries. The G-Cloud will
provide a secure, scalable, and efficient platform for the delivery of digital services, enabling the
government to streamline operations, reduce costs, and improve service delivery to citizens. The
initiative also includes the development of local data centers and the acquisition of consultancy
services to support the implementation and management of the cloud environment. By
centralizing and modernizing its IT infrastructure, the government aims to enhance the security
and efficiency of its digital services, thereby improving the overall governance framework. It is
included in the RRF C4.2R2.
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The Electronic Identity (elD) is a crucial component of Cyprus’s digital transformation strategy and

it aims to provide secure and efficient authentication methods for citizens accessing digital
government services. By introducing electronic identities, the government seeks to enhance the
development and use of digital services, making it easier for citizens to interact with the state and
conduct transactions online. The elD initiative is expected to significantly boost the adoption of e-
government services, improve the security of online transactions, and contribute to the overall
digitalization of the public sector.

Upgrade/Expansion of the Land Information System of the Department of Lands and Surveys. The
objective of the Project is the set-up of an integrated modern Land Information System with

updated, enhanced and redesigned functions, designed in an efficient manner, in order to serve
efficiently, seamlessly and reliably the operational processes of the DLS as well as the provision of
services to all independent services of the wider public sector, other organizations and to the
citizens

These investments response to CSR 2020.4 Sub.3 as they promote the digitalization of public sector.

Funded by THALIA 2021-2027 Cohesion Policy- ERDF

Priority: A fair green and digital transition

48. Strategic development projects: This reform concerns the development of a new system supporting

strategic development projects, aiming at stimulating developments in the country through streamlined
rules and mechanisms, simplifying the licensing and permit procedures, reducing the administrative
burden and making the strategic development environment more efficient. The relevant law entered into
force on December 2023 and the secondary legislation for the implementation of the Law is pending for
approval by the House of Representatives. This reform responses to CSR 2019.1 Sub.3 as key legislations
for simplifying the procedures for strategic development projects are adopted to improve the efficiency
in the public sector.

Funded by RRF C3.3R1

Priority: Social and economic resilience

49. Improving the effectiveness of the Department of Labour and Public Employment Services and
reinforcing support for young people: This investment with a budget of €13,64 mIn, will be completed by
30 June 2026 and consists of:

A platform for digitalising the hiring schemes of the Department of Labour is being developed
within the framework of the MoU signed between Cyprus and Austria in 19" of January 2023.
Implementation of the project is according to the agreed timetable and the platform is expected
to be completed by end of 2024.

The Performance Management System for the Public Employment Services is being developed
within the framework of the MoU signed between Cyprus and Austria in 19" of January 2023.
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Currently, implementation is at the final phase and it is expected that the system control will start
in October 2024. No delays are expected.

— The early warning and tracking system is being developed by the Department of Information
Technology Services of the Deputy Ministry of Research, Innovation and Digital Policy. Progress is
according to agreed timetable.

— A grant awarded to employers for hiring at least 600 young people not in employment or in
education or training (NEETs) has started and 500 applications have been submitted.

— Coaching and career guidance for young people not in employment or in education or training
(NEETSs): the tender documents are under preparation.

This investment responses to CSR 2019.3 Sub 1 as it increases the effectiveness of the public employment
services and reinforce outreach and activation support for young people by (i) safeguarding the successful
implementation of employment schemes through digitalisation of their administration, (ii) improving the
operational performance of the PES, (iii) minimising the risk for young persons not in employment, education
or training (NEETs) to become long-term unemployed, (iv) supporting NEETs who are not yet registered with
the PES by facilitating the integration of young registered unemployed in the labour market.

Funded by RRF C5.211

Priority: Social and economic resilience

50. Employment incentive scheme for young people aged 15 to 29 not in employment, education or
training: This investment aims to mitigate unemployment among young people aged 15-29 years old who
are not participating in an education or training programme and to sustainably integrate young people
into the labour market by placing them in subsidised jobs. The grant is given for the first ten months of
employment with an obligation of the employer to maintain the employee's employment for two
additional months without a grant. The maximum grant amount is €8,600. The total budget of the Scheme
is €15 miIn, and three calls for proposals were launched. A total of 2297 applications were received and
2109 beneficiaries were included in the Scheme. The deadline for receiving applications was 21 of January
2022 and implementation is expected to be completed by the end of December 2024. This investment
responses to CSR 2019.3 Sub 1, as it promotes the integration of young people in labour market.

Funded by THALIA 2021-2027, ESF+

Priority: Social and economic resilience

51. Transition of students with disabilities to Higher Education, including accessibility and support: Facilities
are provided to students with disabilities for their transition to Higher Education, which include according
to the disability, additional examination time, reading and simplifying the language formulation of the
examination essay, spelling, punctuation and grammar free, exam essay explanation for candidates with
hearing loss, clerk to faithfully copy the answer book of the candidates at the end of the examination and
short breaks. The provision of facilities aims to ensure the statutory rights of persons with special needs
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during the exams that the Cypriot students take for the entrance to public universities in Cyprus and
Greece, as compensation for the disability or special problem they face, protects the inviolability of these
exams, while it does not give preference to any candidate or group of candidates. This reform responses
to CSR 2019.3 Sub 2, as it strengthens the reform of the education system in Cyprus, as well as promotes
social inclusion.

Priority: Social and economic resilience

52. Pre-primary education from the age of four: This reform aims at the gradual extension of free compulsory
pre-primary education from the age of four years old. By 30" of June 2026, the reform will provide free
and compulsory pre-primary education to children as of the age of 4 years and 5 months and subsidise
tuition fees for children between the age 4 years and 4 years and 5 months enrolled in private
kindergartens. The cost for the full implementation of the extension, from September 2026 until June
2031, will be covered by national funds. The relative law was approved by the House of Representatives
on 21t of March 2024 and was entered into force with its publication in the Official Gazette of the Republic
on 26 of March 2024. This reform responses to CSR 2019.3 Sub.3 as it enhances the availability and
affordability of early childhood education and care promoting the (re-)entry of people with childcare
responsibilities, mostly women, into the labour market as well as children’s educational outcomes and
social inclusion.

Funded by RRF C5.1R3

Priority: Social and economic resilience

7.3 INVESTMENT NEEDS

Information with regards to investment needs that are promoted relating to the common priorities of the
Union is listed below.

I A fair green and digital transition, including consistency with the European Climate law

1. Cyprus phases many challenges towards green transition and in achieving the new targets of emission

reduction from 24% to 32% by 2030 in ESR sectors, as well as more demanding targets for RES and
energy efficiency. The way the new targets would be achieved as well as the necessary measures are
set out in the revised Cyprus National Energy and Climate Plan (NECP), the final form of which will be
submitted to the EU by December 2024. The implementation of these measures will require significant
investments, both public and private amounting to €21.6 bin. It is noted that the majority concerns
private investments mainly for clean vehicles and energy upgrades, estimated at €18 bln, while public
expenditure is estimated at €3.6 bIn. So far about €1 bln of public funds including from European funds
has been allocated, while the remaining must be made available until 2030.

2. Upgrade of the Integrated Financial Management System (FIMAS): The Treasury of the Republic of
Cyprus is upgrading its Integrated Financial Management System (FIMAS), which currently records
governmental transactions and monitors the annual budget. This upgrade is pivotal for the
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digitalization of public financial management processes. The new version will introduce features such
as accruals accounting, Activity-Based Budgeting, enhanced economic and managerial reporting, and
a redesigned Fixed Assets module. This will support decision-makers, the public, and stakeholders by
providing timely and accurate information. Negotiations with the vendor are ongoing, with project
initiation expected by November 2024.

New e-Procurement System: The new e-procurement system will revolutionize public procurement
in Cyprus by incorporating new technologies, supporting data sharing between public entities,
integrating additional services, and enabling statistical reporting. It will also enhance the user
experience for economic operators, particularly SMEs, and ensure transparency by publishing open
data on procurement procedures. The contract for this system was signed in January 2024, with full
operationalization expected by the end of 2025. Professionalization of Public Procurement: To address
inefficiencies in public procurement, Cyprus is implementing a professionalization scheme for
procurers. This reform includes academic and practical certification and aims to create a skilled
workforce capable of effectively managing procurement activities. The contract for this initiative,
signed in 2022, is expected to conclude by September 2025.

Energy Efficiency Upgrades in Public Hospitals: By 2026, all public hospitals in Cyprus will undergo
energy efficiency upgrades with national funds, including the installation of photovoltaic panels,
contributing to the country’s green transition goals.

Immigration Policy Management / Digital reformation using RECAMAS: The new Cyprus’ IT system for
Return Case Management (CIT-RECAMAS) will be interconnected to the existing databases/systems of
Cyprus’ Asylum Service (CASS) and of Civil Registry and Migration Department (ARS). Every person
issued with a return decision (after a negative asylum decision, after a rejection of a legal migration
application or after an apprehension as an illegal migrant) will be registered within CIT-RECAMAS and
all data available in the three systems (CIT-RECAMAS, ARS, CASS) will be inter-linked. After the initial
registration, all aspects of the return procedures will be managed through CIT-RECAMAS, including
not only return decisions, detention and implementation of the return, but also return counselling,
issuance of travel documents, identification missions, reintegration and all other necessary modules.
It will be available to all national stakeholders and based on the needs of each authority and of the
specific users, access to some of the modules will be given. This investment has a budget of €3.5 min
and it will be funded by national funds.

Social and economic resilience, including the European Pillar of Social Rights

Improving the health System: by measures including among others

(i) Creation of a mobile Health Application for Cypriot Citizens (myHealth@CY) funded by
national funds.

(i) Development of a single bank of electronic files by the National e-Health Authority (NeHA).
This development aims at providing a single repository of healthcare data in Cyprus and
making it available in a secure and reliable way to all entities. This investment will be funded
by national funds.

49



(iii) Strengthening the national Health Technology Assessment and successful implementation of
Health Technology Assessment Regulation by Cyprus Authority by January 2025. A relevant
requested will be submitted to DG Reform under the TSI 2025 Programme.

1l. The build-up of defence capabilities

1. Expansion and upgrade of the existing Infrastructure Units such as:

a. Naval base Evangelos Florakis: To bolster national naval defence capabilities and
accommodate both national and partner naval assets, the MoD plans to expand and upgrade
the Evangelos Florakis Naval Base. This project has been approved at the ministry level, and
efforts are underway to secure EU funding schemes for co-financing the project.

b. Airforce Base Andreas Papandreou: Similarly, to enhance national air defence capabilities and
support both national and partner air assets, the Ministry of Defence is planning to expand
and upgrade the Andreas Papandreou Airforce Base. This project has also been approved at
the ministry level, with ongoing efforts to identify EU funding schemes for co-financing.

2. Development of Defence Capabilities through:

a. co-funding of Research and Development Joint European Projects (Participation in European
Defence Fund (EDF)and European Defence Industrial Program): The Ministry of Defence is
participating in the European Defence Fund (EDF) and the European Defence Industrial
Program, co-funding research and development projects that address both European and
national defence needs. This initiative is ongoing, with the budget unofficially agreed upon
with the Ministry of Finance.

b. Funding National Research & Development Projects in the Defence Domain: To address
national defence needs, the MoD is funding various national research and development
projects. This initiative has been approved at the ministry level, and the budget has been
unofficially agreed upon with the Ministry of Finance.
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ANNEX 1: STATISTICAL TABLES

2024 2025 2026 2027 2028

1. Net nationally financed primary expenditure (growth rate) 7,00 5,90 5,00 4,50 4,30

2. Net nationally financed primary expenditure (cumulative growth rate) 7,00 13,31 18,98 24,33 29,68

2024 2025 2026 2027 2028

1. Potential GDP 4,07 3,86 3,63 3,27 3,28 3,10
2. GDP deflator 2,47 3,66 3,14 3,24 3,26 2,98
T
3. Net lending/borrowing 3,33 3,94 2,73 2,55 2,06 2,11
4, Structural balance 2,03 2,74 1,77 1,61 1,13 1,24
5. Structural primary balance 3,40 4,16 3,34 3,06 2,53 2,44
6. Gross debt 77,42 68,90 64,15 5882 53,26 47,39
7. Change in gross debt -8,31 -8,51 -4,76 -5,33 -5,56 -5,87
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Table A2. Macroeconomic scenario

GDP

1. Real GDP

2. GDP deflator

3. Nominal GDP

Components of real GDP

4. Private consumption expenditure

5. Government consumption expenditure

6. Gross fixed capital formation
7. Changes in inventories and net acquisition of valuables (% of
GDP)

8. Exports of goods and services

9. Imports of goods and services
Contribution to real GDP growth

10. Final domestic demand

11. Changes in inventories and net acquisition of value
12. External balance of goods and services
Deflators and HICP

13. Private consumption deflator

14. p.m. HICP

15. Government consumption deflator

16. Investment deflator

17. Export price deflator (goods and services)

18. Import price deflator (goods and services)

2023
Levels

29,807

2023

2,47
2,47
4,99

4,25
2,33
12,47

0,00
-1,25
1,72

5,51
-0,19
-2,83

3,18
3,90
8,26
2,83
2,16
0,54

2024

3,66
3,66
7,45

3,40
4,11
-5,72

0,00
0,98
-1,75

1,61
0,00
2,56

2,20
2,20
6,00
2,03
2,20
1,60

2025

3,14
3,14
6,38

2026

3,24
3,24
6,58

2027

3,26
3,26
6,62

2028

2,98

2,98
6,04
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Labour market

19. Domestic employment (1000 persons, national accounts)
20. Average annual hours worked per person employed

21. Real GDP per person employed

22. Real GDP per hour worked

23. Compensation of employees (bn NAC)

24. Compensation per employee (= 23 / 19)

25. Unemployment rate (%)
Potential GDP and components
26. Potential GDP

27. Labour

28. Capital

29. Total factor productivity

30. Output gap

474,2
1.830,8

12233,7

1,49
0,25
0,96
0,71
7,42

5,80

4,07

1,62

1,77

0,69

2,58

2,10
0,20
1,52
1,33
7,07

5,00

3,86

1,37

1,72

0,77

2,38

3,14
3,14

3,63

1,89

3,24
3,24

3,27

1,87

3,26
3,26

3,28

1,34

2,97
2,97

3,10

1,72
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Table A3. External assumptions

. Short-term interest rate (%, annual average)

. Long-term interest rate (%, annual average)

. USD/EUR exchange rate (annual average)

. NAC/EUR exchange rate (only for non-EA Member States) (annual average)
. World real GDP (excluding EU) (growth rate)

. EU real GDP (growth rate)

. World import volumes, excluding EU (growth rate)

. Oil prices (Brent, USD/barrel)

W N o unn A W N R

2023

Table A4. Budgetary projections Levels
Revenue

1. Taxes on production and imports 4,442
2. Current taxes on income, wealth, etc 3,265
3. Social contributions 3,590
4, Other current revenue 1,317
5. Capital taxes 0,000
6. Other capital revenue 0,359
7. Total revenue (= 1+2+3+4+5+6) 12,973
8. Of which: Transfers from the EU (accrued revenue, not cash) 0,000
9. Total revenue other than transfers from the EU (= 7-8) 12,973

10. p.m. Revenue measures (increments, excluding EU funded
measures)

2023
3,91
3,43
1,08

3,60
0,40
0,90
82,50

2023

14,90
10,95
12,05
4,42
0,00
1,20
43,52
0,00
43,52

2024
3,32
3,56
1,07

3,50
1,00
3,20
85,40

2024

14,85
11,62
13,06
4,58
0,00
1,12
45,23
0,00
45,23

2025
3,32
2,82

2025

2026
3,38
2,81

2026

2027
3,45
2,79

2027

2028
3,51
2,78

2028



10b. p.m. Revenue reductions funded by transfers from the EU
(levels)

11. p.m. One-off revenue included in the projections (levels,
excluding EU funded measures)

Expenditure

12. Compensation of employees

13. Intermediate consumption

14. Interest expenditure

15. Social benefits other than social transfers in kind
16. Social transfers in kind via market producers

17. Subsidies

18. Other current expenditure

19. Gross fixed capital formation

20. Of which: Nationally financed public investment
21. Capital transfers

22. Other capital expenditure

23. Total expenditure (= 12+13+14+15+16+17+18+19+21+22)
24, Of which: Expenditure funded by transfers from the EU (= 8-
10b)

25. Nationally financed expenditure (23-24)
26. p.m. National co-financing of programmes funded by the Union

27. p.m. Cyclical component of unemployment benefits

28. p.m. One-off expenditure included in the projections (levels,
excluding EU funded measures)

29. Net nationally financed primary expenditure (before revenue
measures) (= 25-26-27-28-14)

Net nationally financed primary expenditure

3,592
1,301
0,407
3,515
0,999
0,161
0,809
0,985
0,000
0,203
0,009
11,981

0,000
11,981
0,321
-0,023

0,000

11,276

12,05
4,37
1,37

11,79
3,35
0,54
2,71
3,30
0,00
0,68
0,03

40,19

0,00
40,19
1,08
-0,08

0,00

37,83

12,68
4,22
1,42

11,66
3,57
0,38
3,02
3,49
0,00
0,83
0,03

41,29

0,00
41,29
1,55
-0,03

0,00

38,35

1,57

0,00

1,45

0,00

1,40

0,00

1,20

0,00
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30. Net nationally financed primary expenditure growth
Balances

31. Net lending/borrowing (= 7-23)

32. Primary balance (= 31+14)

Cyclical adjustment

33. Structural balance

34. Structural primary balance

Debt

35. Gross debt

36. Change in gross debt

37. Contributions to changes in gross debt
38. Primary balance (= minus 32)

39. Snowball effect

40. Interest expenditure (= minus 14)
41. Growth

42. Inflation

43. Stock-flow adjustment (= 36-38-39)

44. p.m. Implicit interest rate on debt (= 14 / DEBT(t-1))

0,992
1,399

23,076
-0,737

3,33
4,70

2,03
3,40

77,42
-8,31

-4,70
2,71

1,37
-2,01
-2,06
-0,90

1,59

7,00

3,94
5,36

2,74
4,16

68,90
-8,51

-5,36
-3,94
1,42
-2,63
-2,73
0,79

1,34

5,90

2,73
4,29

1,77
3,34

64,15
-4,76

-4,29
-2,57
1,57
-2,03
-2,10
2,10

2,27

5,00

2,55
4,00

1,61
3,06

58,82
-5,33

-4,00
-2,52
1,45
-1,95
-2,01
1,19

2,25

4,50

2,06
3,46

1,13
2,53

53,26
-5,56

-3,46
-2,25
1,40
-1,80
-1,85
0,15

2,38

4,30

2,11
3,31

1,24
2,44

47,39
-5,87

-3,31
-1,83

1,20
-1,49
-1,54
-0,73

2,25
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Table A5: Estimated impact of discretionary revenue measures

Exp / Sub-

2023 2024 2025 2026
Rev sector

Title/description measure

% %

0, 0,
ESA Code % GDP % GDP GDP

Reduction of the VAT rate (from 19% to 5%) on electricity consumption for
the vulnerable consumers:

Reduction of the VAT rate (from 19% to 5%) on electricity consumption for
the vulnerable consumers, who are included in the special tariff 08 of the
Electricity Authority of Cyprus, from November 2021 — August 2022

Reduction of the VAT on the rest of consumers’ electricity bills (from 19%
to 9%):

Reduction of the VAT rate (from 19% to 9%) on electricity consumption for
the rest of the consumers, from November 2021 — August 2022

Increased contribution rates in the context of the SSF:
Increase in contribution rates as of 1st January 2019; further increase as of
1st January 2024 as per the related to the Social Security Contributions Law

Reduction of excise duties on gasoline, diesel and on transport fuel:
Reduction of excise duties on gasoline and diesel of 8.3 cents per litter for
transport fuel and 6.4 cents per litter for heating fuel, in the context of the
measures to compact the consequences of the high inflation rates.

No

No

No

No

Revenue

Revenue

Revenue

Revenue

D.2 - Taxes
on production
and imports

D.2 - Taxes
on production
and imports

D.61 - Social
contributions

D.2 - Taxes
on production
and imports

0.0

0.1

0.0

0.0

0.0

0.0

0.5

0.1

57



Zero/ reduced VAT rate in a number of goods/ services:

From early-May 2023 until end-June 2024 (initially decided until end-
October 2023, then until end-April 2024 and then until end June-2024), a
zero VAT rate is applied on basic goods, and more specifically on bread,
milk, eggs, baby foods, baby and adult diapers, as well as female hygiene
products. Sugar and coffee were added to the list as of November 2023 as
well as meat and vegetables as of December 2023

Extension of the zero/ reduced VAT rate in a number of goods/ services:
During the budgetary process, the extention of the reduced VAT rate in a
number of goods/ services was decided until end-September 2024

Civil Servants New Pension Scheme, government contribution as employer:
Civil Servants Pension Scheme is based on a Law of 2022 which Benefits
Civil Service Employees and the broader Public Sector (including
Municipalities and Community Boards) and it is in force since 1/1/2023.
Members of the Scheme are employees (permanent or indefinite time)
serving since 10/2011. The employer and the employee pay a
corresponding amount on both sides at a rate equal to 5% of the member's
monthly pensionable benefits. The payment of the amounts specified
begins on the day that the employee becomes a member of the Plan and
ends with his/her retirement from the state service or the broader Public
Sector.

D.2 - Taxes
No Revenue 0 on production
and imports

D.2 - Taxes
No Revenue 0 on production
and imports

D.61 - Social

No Revenue 0 L
contributions

0.0

0.1

0.0

0.0

0.0
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11

Civil Servants New Pension Scheme, employees' contribution:

Civil Servants Pension Scheme is based on a Law of 2022 which Benefits
Civil Service Employees and the broader Public Sector (including
Municipalities and Community Boards) and it is in force since 1/1/2023.
Members of the Scheme are employees (permanent or indefinite time)
serving since 10/2011. The employer and the employee pay a
corresponding amount on both sides at a rate equal to 5% of the member's
monthly pensionable benefits. The payment of the amounts specified
begins on the day that the employee becomes a member of the Plan and
ends with his/her retirement from the state service or the broader Public
Sector.

Civil servants pension scheme retroactive payments:

Civil Servants Pension Scheme is based on a Law of 2022 which Benefits
Civil Service Employees and the broader Public Sector (including
Municipalities and Community Boards) and it is in force since 1/1/2023.
The retroactive payments covering the years before 2023 will take place
during 2024-2026.

Abolition of the Annual Levy of Companies:
Abolition of the Annual Levy of €350 payable to the Registrar of Companies
and Intellectual Property by all registered entities

Defence levy on interest receivable:
Reduction of the extraordinary defence levy on interest receivable from
30% to 17%.

D.61 - Social

No Revenue 0 L
contributions

D.61 - Social

No Revenue 0 .
contributions

D.5 - Current
taxes on
income,
wealth, etc

No Revenue 0

D.5 - Current
taxes on
income,
wealth, etc

No Revenue 0

0.1

0.0

0.0

0.0

0.0

0.4

0.0
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Methodological treatment of the non-indexation of personal income tax
brackets:

Methodological treatment in order to adjust the personal income tax
brackets to the inflation rate. The difference between the non-indexation
and the hypothetical full annual indexation at the inflation rate is recorded
as a revenue increasing measure.

TOTAL

No

Revenue

0

D.5 - Current
taxes on
income,
wealth, etc

0.3

0.0

0.9

0.1
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Table A7a. Debt and headline balance projections and key underlying assumptions (under the planned fiscal path)

2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038

1. Gross debt 77,42 6890 64,15 5882 53,26 47,39 44,30 41,50 39,10 36,80 34,90 33,20 31,60 30,30 29,00 27,90
2. General government
balance 3,33 3,94 2,73 2,55 2,06 2,11 2,20 2,00 1,80 1,60 1,40 1,30 1,10 1,00 0,90 0,80

3. Structural primary balance 3,40 4,16 3,34 3,06 2,53 2,44 2,40 2,40 2,40 2,40 2,40 2,40 2,40 2,40 2,40 2,40

4. Cyclical component -1,30 -1,20 -100 -0 -09 -0 -0 -0 -0 -09 -0 -0 -0,9 -0, -0,9 -0,90
5. One-off measures 0,00 0,00 1,95 1,84 1,83 1,77 2,00 1,70 1,50 1,20 1,00 09 060 050 0,30 0,20
6. Interest expenditure 1,37 1,42 1,57 1,45 1,40 1,20 1,30 1,20 1,20 1,10 1,10 1,10 1,00 100 09 0,9
7. Long-term interest rate 2,43 2,43 2,46 2,45 2,45 2,45 3,60 3,60 3,70 3,80 3,80 3,90 30 390 3,9 3,9

8. Short-term interest rate 343 356 282 270 250 230 28 280 270 2,70 2,70 2,70 2,70 260 2,60 2,50
9. Implicit average interest

rate 1,59 1,84 2,27 2,25 2,38 2,25 2,86 2,82 3,01 2,93 3,11 3,28 3,14 3,30 3,10 3,24
10. Stock-flow adjustment -0,90 0,79 2,10 1,19 0,15 -0,73 0% 09 09 09 09 095 09 095 059 0,9
11. Potential GDP 4,07 3,86 3,63 3,27 3,28 3,10 1,70 1,60 1,50 1,50 1,50 1,50 160 1,70 180 1,80
12. Real GDP 2,47 3,66 3,14 3,24 3,26 2,98 1,70 1,60 1,50 1,50 1,50 1,50 1,60 1,70 1,80 1,80
13. GDP deflator 2,47 3,66 3,14 3,24 3,26 2,98 2,50 2,50 2,50 2,50 2,60 2,50 2,50 2,50 2,40 2,40
14. Nominal GDP 4,99 7,45 6,38 6,58 6,62 6,04 4,24 4,14 4,04 4,04 4,14 4,04 4,14 4,24 4,24 4,24
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2023 2024 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038

1. Gross debt 77,42 68,90 64,20 58,80 53,30 47,50 44,30 41,60 39,10 37,00 35,10 33,30 31,80 30,50 29,20 28,10

2. Long-term
interest rate 2,43 2,43 2,46 2,45 2,45 2,45 4,60 360 3,70 3,80 3,80 390 39 39 390 3,90
3. Short-term

interest rate 3,43 3,56 2,82 2,70 2,50 2,30 3,80 280 270 2,70 2,70 2,70 2,70 2,60 2,60 2,50

4. Gross debt 77,42 68,90 64,20 58,80 53,30 47,50 44,40 42,40 41,00 40,10 39,70 39,30 39,10 39,10 39,20 39,50
5. Structural

primary

balance 3,40 4,16 3,30 3,10 2,50 2,40 2,20 1,90 1,90 1,90 1,9 1,90 190 190 190 1,90

6. Gross debt 77,42 68,90 64,20 58,80 53,30 47,50 44,60 42,00 39,80 37,80 36,20 34,60 33,40 32,20 31,20 30,30

7. Long-term
interest rate 2,43 2,43 2,46 2,45 2,45 2,45 4,10 4,10 4,20 430 430 4,40 440 4,40 4,40 4,40
8. Short-term

interest rate 3,43 3,56 2,82 2,70 2,50 2,30 330 3,30 320 320 320 320 320 310 3,10 3,00

9. Real GDP 2,47 3,66 3,10 3,20 3,30 3,00 1,20 1,10 1,00 1,00 1,00 1,00 1,10 1,20 1,30 1,30
10. Potential
GDP 4,07 3,86 3,63 3,27 3,28 3,10 1,20 1,10 1,00 1,00 1,00 1,00 1,10 1,20 1,30 1,30

11. Probability of debt being below its value in T+4/7 80,7
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Table A7c. Debt and headline balance projections and underlying assumptions (under 'no-fiscal-policy-change' baseline)

1. Gross debt

2. General government
balance

3. Structural primary
balance

4. Cyclical component

5. Interest expenditure

6. Long-term interest rate

7. Short-term interest rate
8. Implicit average interest
rate

9. Potential GDP
10. Real GDP

11. GDP deflator
12. Nominal GDP

13. Fiscal multiplier

2023

77,42

3,33

3,40
-1,30
1,37

2,43
3,43

1,67

4,07
2,47
2,47
4,99

0,75

2024

68,90

3,94

4,16
-1,20
1,42

2,43
3,56

1,97

3,86
3,66
3,66
7,45

2025

64,20

2,70

3,30
-1,00
1,60

2,46
2,82

2,40

3,63
3,10
3,14
6,34

2026

58,80

2,50

3,10
-0,90
1,40

2,45
2,70

2,25

3,27
3,20
3,24
6,54

2027

53,30

2,00

2,50
-0,90
1,40

2,45
2,50

2,46

3,28
3,30
3,26
6,66

2028

47,50

2,10

2,40
-0,90
1,20

2,45
2,30

2,32

3,10
3,00
2,98
6,06

2029

45,20

1,20

2,40
-0,90
1,30

3,60
2,80

2,81

1,70
1,70
2,50
4,24

2030

43,40

1,00

2,40
-0,90
1,30

3,60
2,80

2,95

1,60
1,60
2,50
4,14

2031

41,90

0,70

2,40
-0,90
1,20

3,70
2,70

2,83

1,50
1,50
2,50
4,04

2032

40,60

0,60

2,40
-0,90
1,20

3,80
2,70

2,94

1,50
1,50
2,50
4,04

PAVKK]

39,60

0,30

2,40
-0,90
1,20

3,80
2,70

3,03

1,50
1,50
2,60
4,14

2034

38,80

0,20

2,40
-0,90
1,20

3,90
2,70

3,11

1,50
1,50
2,50
4,04

2035

38,20

0,00

2,40
-0,90
1,20

3,90
2,70

3,17

1,60
1,60
2,50
4,14

37,70

-0,20

2,40
-0,90
1,20

3,90
2,60

3,22

1,70
1,70
2,50
4,24

37,40

-0,30

2,40
-0,90
1,20

3,90
2,60

3,26

1,80
1,80
2,40
4,24
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37,20

-0,40

2,40
-0,90
1,20

3,90
2,50

3,29

1,80
1,80
2,40
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Table A9: Other reforms and investments

Submission of Medium term Fiscal Structural Plan

RRF / PA

2024.1
Sub.1

THALIA 2021-2027 Cohesion Policy 2024.2

— Cohesion Fund

RRF - C5.1R2

1
Revision and Update of Cyprus National Strategy on Adaptation to Climate Change
2
Governance framework of the State-Owned Entities
3
Addressing skills mismatch between education and labour market (Secondary and Higher RRF — C5.1R1
o8N | ducation)
New system of evaluation of the educational work and the educators
5

Teachers’ professional learning

Development of Technical Vocational Education and Training

VET Strategy

VET school in Larnaca

Actions for School and Social Inclusion+ (DRA.S.E.+)

Cyprus Lifelong Learning Strategy (CyLLLS) for the years 2021-2027

training (NEETS)

Sub.1

2024.3
Sub.1

2024.3
Sub.2

2024.3
Sub.2

2024.3
Sub.2

THALIA 2021-2027 Cohesion Policy 2024.3

— ESF+

THALIA 2021-2027, JTF

THALIA 2021-2027 ESF+

— ESF+

Sub.2

2024.3
sub 2

2024.3
sub 2

2024.3
Sub 2

2024.3
Sub.2

Training programmes for young people aged 15-29 not in education, employment, or THALIA 2021-2027 Cohesion Policy 2024.3

Sub.2

Common priorities

Social and
economic resilience

A fair green and
digital transition

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

64



Individual Learning Accounts (ILAs) THALIA 2021-2027 Cohesion Policy 2024.3 Social and
— ESF+ Sub.2 economic resilience

GIS to support the digital transformation of networks, the transition to green energy = THALIA 2021-2027 Cohesion Policy 2024.4 Energy security
-JTF Sub.1

Digitization of Distribution System and development of a SCADA/ADMS system for the THALIA 2021-2027 Cohesion Policy 2024.4 Energy security
monitoring and control of the system -JTF Sub.1

Development of a Fiber Optic Telecoms Network to Support the Demanding THALIA 2021-2027 Cohesion Policy 2024.4 Energy security
Communication Needs of the Distribution System in the Energy Transition -JTF Sub.1

Mass installation and operation by the Distribution System Operator (DSO) of Smart RRF — C2.117 2024.4 A fair green and

Metering Infrastructure (Advanced Metering Infrastructure) Sub.1 digital transition

Guidance Documents for Renewable Energy Sources (RES) applications RRF — C2.1R3 THALIA 2021-2027 2024.4 Energy security
Cohesion Fund - JTF Sub.1

Support Schemes for Energy Storage THALIA  2021-2027 Cohesion2024.4 Energy security
Policy- JTF Sub.1

Provision of Environmental Incentives in maritime transport 2023.4 A fair green and

Sub.1 digital transition

Grant Scheme for the encouragement of the use of RES RRF - C2.112 2023.4 A fair green and
Sub.2 digital transition
Electricity interconnection between Cyprus - Greece - Israel (Great Sea Interconnector) RRF—C2.1111 2023.4 Energy security
Sub.3
Saving — Upgrading Houses Programme RRF - C2.115, THALIA 2021-20272023.4 A fair green and
Programme — Cohesion Policy-Sub.4 digital transition
FONF mmmA NMadrinmal Fiiwmda
PEDIA Project THALIA 2021-2027 Cohesion Policy 2023.4 A fair green and
- ERDF Sub.4 digital transition
Promote widespread use of Electric Vehicles (EVs) RRF —C2.213 2023.4 A fair green and
Sub.6 digital transition
Installation of publicly accessible EVcharging points RRF - C2.212 2023.4 A fair green and

Sub.6 digital transition
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Digital One-Stop Shops to streamline RES projects permitting and to facilitate Energy RRF - C2.1R3 2022.4 A fair green and

Renovation in Buildings Sub.3 digital transition
Infrastructure Projects on Sustainable Urban Mobilities Plans RRF C2.211 and THALIA 2021-20272022.4 A fair green and

Cohesion Policy — ERDF Sub.6 digital transition
Enhancement, modernization and upgrade of Cyprus Public Hospitals RRF - C1.115 2020.1 Social and
23 Sub.2 economic resilience
Establishment of Home structures for children, adolescent with conduct disorders and RRF - C5.213 2020.1. Social and
30 persons with disabilities and people in need of long-term care (LTC) Sub 2 economic resilience
Minimum Guaranteed Income (GMI) THALIA 2021-2027 Cohesion Policy 2020.2 Social and
31 — ESF+ Sub.1 economic resilience
Information and Training Centre for Employment and Entrepreneurial Action inTHALIA  2021-2027 Cohesion2020.2 Social and
Vulnerable Groups Policy- ERFD Sub.1 economic resilience
Digitalization of services of PES RRF —-C5.211 2020.2 Social and
Sub.2 economic resilience
Outreach Activities for NEETs aged 15-29 with the development of four mobile unit of THALIA 2021 - 2027 - ESF 2020.2 Social and
PES Sub.2 economic resilience
Subsidy schemes of employment /including flexible work arrangements THALIA 2021-2027 Cohesion Policy 2020.2 Social and
— ESF+ Sub.3 economic resilience
Training programmes for the acquisition of digital, green, blue and entrepreneurship RRF — C5.112 2020.2 Social and
skills Sub.4 economic resilience
National Promotional Agency (NPA) RRF — C3.3R4 2020.3 Social and

Sub.1 economic resilience

Cyprus Equity Fund RRF—-C3.316 2020.3 Social and
Sub.1 economic resilience

Municipal waste Management Plan RRF - C3.1112 and THALIA 2021-2020.3 A fair green and
2027 Cohesion Policy Sub.5 digital transition

Implementation of a Nationwide system for the separate collection of municipal waste THALIA 2021 -2027 Cohesion2020.3 A fair green and
Policy Sub.5 digital transition
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National Circular Economy Action Plan

Partly THALIA 2021-2027 Cohesion 2020.3

Policy Sub.5
Water Treatment Plants RRF —C2.312 2020.3
¢ Sub.5
Kokkinokremmos Conveyor Project THALIA 2021-2027 Cohesion Policy 2020.3
& - ERDF Sub.5
E-Skills Action Plan RRF - C5.1R5 2020.3
44 Sub.7
Digital Transformation of school units RRF — C5.1R4 2020.3
45 Sub.7
Aggressive tax planning reform RRF - C3.5R10 2020.4
Sub.1
Digitalization of public services RRF — THALIA 2021 - 20272020.4
Cohesion Policy - ERDF Sub.3
Strategic Development Projects RRF—-C3.3R1 2019.1
Sub.3
Improving the effectiveness of the Department of Labour and Public EmploymentRRF - C5.2I1 2019.3
Services and reinforcing support for young people Sub 1
Transition of students with disabilities to Higher Education, including accessibility and THALIA 2021-2027 ESF+ 2019.3
support Sub 2
Employment incentive scheme for young people aged 15 to 29 not in employment, 2019.3
education or training Sub 2
Pre-primary education from the age of four RRF - C5.1R3 2019.3
Sub.3

A fair green and
digital transition

A fair green and
digital transition

A fair green and
digital transition

A fair green and
digital transition

A fair green and
digital transition

Social and
economic resilience

A fair green and
digital transition

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience

Social and
economic resilience
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Table A10: Investment needs

Common priorities

Description of investment needs

I A fair green and digital transition, including
consistency with the European Climate Law

1. Investment needs for the implementation of the national energy and Climate Plan for green
transition measures.

2. Upgrade of the Intergrated Financial Management System (FIMAS) of the Treasury of the
Republic of Cyprus

3. New e-procurement system: Professionalization of Public Procurement in Cyprus

4.Energy efficiency upgrading of Public Hospital Buildings and installation of photovoltaic panels
across all Public Hospitals, by 2026.

5. Immigration Policy Management

A Social and economic resilience, including the European
Pillar of Social Rights

1.Improving the health System by measures including among others
(i) Creation of a mobile Health Application for Cypriot Citizens (myHealth@CY)
(ii) Development of a single bank of electronic files by the National e-Health Authority (NeHA)
(iii) Strengthening the national Health Technology Assessment

Energy security

3
Where necessary, the build-up of defense capabilities 1.Expansion and upgrade of the existing Infrastructure Units such as:
(i) Naval base Evangelos Florakis
4 (i) Airforce Base Andreas Papandreou
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ANNEX 2: IFI OPINION
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KYNPIAKH AHMOKPATIA

Ap. Eyypdoov: 1150

30 ZentepPpiov 2024

ITpog
Ymovpyd Owovopkav
K. Mdxn Kepoavvo

Ofino: MoKpPOOIKOVOUIKES KO 0T|OGLOVOULKES TPOPAEWEIS 6TU TAUICLO
Tov IIpovmoroyionov Tov 2025

A&dtipe Kople Ymovpyé,

AvoQépopol GtV EMOTOA GOC UE TO 7o wave 0Oéua, muepounviag 17.09.24 kar Ap.Dox.
Y.0.13.24.009.003 kot embBoud vo oog eVNUEPDOO® TMG, HE amdpactn Ttov muep. 24.09.2024, to
Anpocrovopkd Zoppooito Kompov (AXK) emkvpmvel Tig mopadoyés PAcel Tov omoimv ETOYUACTNKE O
[Ipovmoroyiopog 2025 ko MAIT 2025-2027, Bewpdviag g avtég Ppiokovior eviog TG ooipos Tov
PEOMOTIKOV GEVOPIMV.

EmumAéov, onpeidvooue tmg, Pacel Tov otoryeiov Tov tpocyediov tov IIpoimoroyicpod 2025 ko MAII
2025-2027, 1 0poen TOV TPOTOYEVOV KOOOP®OV damavdv TG ANUoKPATIOg Yo, TV ETOUEVT TPIETIO, €K
TPOTNG OYeWS Tapapével gviog tov Opilov Avagopds Omwe avtd mpokvntel kKatw amd 1o véo IThaicto
Owovopkng AtakvBépvnong. Q¢ amoTéAEGL, 1] SNUOGLOVOUIKT TTOPEIL TNE YDPOG, OTTMG QLTI KOTOYPAPETOLL
610 Ttpocyédio Tov [Ipovmoroyiopon 2025, Bpicketar vIOg TV VIOXPEDCEMVY TNG ANUOKPOTIOG.

Y1UEIDVOVUE TOPAAANA, TG 0 GYESAGHOG, PAGEL TOV 000V 0 PLOUOG AVENGNC TV KADUPDY TPOTOYEVDV
damavadv mopopével katd péco opo yaunAidtepo amd to Opro Avoagopds (p.o. 2025-2028 oto 4,95%),
TPOodidel TNV evkapio 6T ANUoKpaTioo Vo, aVTILETOTIGEL VEES damdveg oL 0moieg dev TpoPAEmovial 6To
VOLOTANEVO TAOLG1O TOL TPOVTOAOYIGHOV, OALA givol TOAD THAVOV VO TPOKOWYOUV GTNV GUVEYELD. Ol EV AOY®
domavec, yuo Tig omoieg to ALK e&éppaoce kot emavainymn avnovyia, ovapéverol Tog 0o dlapopewndody
petayevéotepa tov 2025. Eival, emopévmg Aydtepo avnouynTikég ¢ SUVNTIKO OiTI0 EKTPOYLOCUOD TV
OMNUOGI®Y OIKOVOIK®DV, €@ OGOV VEIGTATAL OIUOGIOVOUIKOS XDPOG Y10, TOLAGYIGTOV UEPTKN KAAVYN TOLC
yopig va tebel 1 yOpa EKTOG TOV VTOYPEDCEDV TNG.

Qo1660, €MOT HOIVETOL TTOG O ONUOGIOVOUIKOG GYEJAGHOC Pacel Tov TIpovimoroyicpod 2025 kor MAIT
2025-2027, ohokAnpaveratl o 2027, Eva ypdvo vopitepa and 10 Oplo Avapopas Kol 6og VToPaiiovue TV
glonynon nws, oto e&ne, ou Kpatucoi Ipovmoroyiopol ko Meconpofespa Anpociovopkd Iiaicio Oa
TPENEL VO £(OVV TETPUETN OeoUEVTIKO opilovTa Ko Oyl TPIETH, UE OKOTMO VO GLVAOOVY UE TOVEC VEOLC
dnpoclovopkovg kavoveg dtakvPépvnong g EE.

Inuovtikn dlamioTmon Eival TO¢ 0 VEIOTAREVOS oYEdoUOC TPOPAETEL GLUYKPATNON TOV OUTOVAOV
picBoroyiov TG Anpoxpatiog, aAAd Kot YEVIKOTEPH GUYKPATION TMV OVEANGTIK®V damavav pe opilovta o
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2027. Haporo 6Tt o1 gv AOY®m damdveg cuveyilovy va KOTaypaoovy avéncelg, Kol 6TV TEPITTMOOT TOL
pioBoroyiov, ot avénoelg etvar peyoivtepeg amd v adENOT TOV €600V, EVIOVTOLS GTUELOVOVUE TMG
KATOYPAPETUL, TOVAGYIGTOV, EMPPAdVVON, KATL TOL VITOVOEL TG PpickeTol Lo avimTuén 1| VIdpyEL TPOOeoN
Y AVATTUEN GYETIKTG TOALTIKNG,.

[Ipémet, dpmg, va onpewwdel n onpovikn emPpadvvon TV avarnTuEloKOY Samavdy OT®S TapovcldleTol Yo
70 2027, omdte Kot avopUEVETOL VO OAOKANP®OEL GELPA 0O TPOYPOUUATIGUEVE £pY0 ONUOGI®Y ETEVOIVGEMV, KATL
mov Ba ennpedoel Kal TIG AvamTLEIKES TTPOOTTIKES TNG OLKOVOLLOG.

IMepartépo mapatnpeitor noe, pe v emPpadvvon tov damavav to 2027, katd tnv mepiodo 20272028,
dnpovpyeitor SMpoclovopkds ydPog yro avénon dAlmv damavedv kdto ard toug véovg Kavdveg Otkovopikng
AwxvBépynong g EE. Avtdg o ydpog petappaletol o€ UeEYOAO TEWPUCUO Y10, ATOPACEIS LE TPOTIOTOS
TOMTIKA KprTnpla, ot omoieg oyetiovtor pe TV OAOKANP®GT TOL EKAOYIKOD KUKAOL €V OWEL TPOESPIKMV
EKAOYDV, LE OmOTEAECUO Vo gival avénuévog o NBkog Kivouvog Yo amo@dcels damavav mov dev Oa ivat
Béitioteg yuo ta ool owovopkd. H avnovyia yuoo v Aqyn pun BEATIGTOV OmOQAcE®Y €V LECH
TPOEKAOYIKNC TEPLOOOV, JEV ATOTEAEL TOMTIKO GYOAL0 KT TN GNUEPIVIG dlakvPEpynong, KaBMG 1 TOATIKY
mieon evoéyeton va TpogABel amd omolovonmote KOUPo moAtikng nyecsiag. H 1dpBpwon tov damavav, o kibe
TePITTOOT, EVOUPPUVEL TETOL0 TOMTIKN TEST), KATL TO 07010 emBupovpe va BEcovue VITOYTN GOC.

Abdyo ™G kabvotepnuévns eEacpdiiong twv ototyeiwv Tov Ilpotimoloyiopov and to Ymovpyeio Otkovopk®dv
npog 10 AXK, emimAéov enl pépovg molOTIKY aviivon dev gival dvvatn ) dedouévn otyun kot to AXK
EMPLAACTETOL VO EMOVELDEL G GYECT e TNV TEMKT EMTELEN TOV OMNUOGIOVOUIKDOV GTOY®V, BAcEl TV VEnY
Kavévev Owovopuig Ataxvfépvnong g EE, aAAd kot o€ oyéon pe v didpHpmaon tov e60dmV Kot dumavmv.

Me amdeacn tov nuep. 24.09.2024, 1o ZvpPoviio ekppdlel, og, TNV avnovyio Tov yuo TV Kabvotepnuévn
TPOGPOCT) TOL GTO GYETIKA GTOLYELD, TEPA ATTO TOV OTAD TIVOIKO TOV POKPOSKOTIKGV Tapadoymv. Omwmg éyovpe
ONUEUDGEL KO TOAOIOTEPO, OAOKANPOUEVT] ETKVPMCT TOV TAPASOYDV deV UTOPEL Vo Tpayuatomombei oty
OmoVGio EVUEPMONG Y10 TOV ONUOGLOVOIKO oXedlaoHd Kol enopéveg 1 kabuotépnon oty Tpocfact oto
OYETIKA oToLYEln, 0moTeAEl oNUOVTIKO gpnddio oty epyacia tov AZK. Emumiéov, dev 660nke ypovoc oto AXK
Yo EMKVPOOT] TOV TOPAS0YDV TPV TV Voo tov I[Ipocyediov tov Ilpotimodoyiouov 2025 oto Ynovpyiko
Svppovio.

Exoppalovpe, meportépm, TNV OTOYONTELGT LOG YO TO YEYOVOG OTL 1] TANPOQOPN o1 TToL d601Ke oTov Tumo NTay
O £YKOLPT] KO OAOKAN p®UEVT 0TI TNV TANPOQOPNOT) TTOL apyoTEPa 300 KE 6T0 AXK. Osmpovue avopHddoén
TNV TPOKTIKY] VO EVNHEP®VETAL 0 TOTTOC vopiTepa Kot TTo 0AOKANPOUEVA atd TOVG Becpovg TG Anpokpatiog
HLOG.

Onwe onpetdvovie Kot To TAVO, ETLPUAOCCOLOGTE Y10 TLO OAOKANPMUEVT TOLOTIKT] KOl TOGOTIKY] ovaAvon
TV Oepdtov g apuoddmrag Hog, PACEL TG TANPOVE EVNUEPMONG Kol TNG OVTOAANYNG GTOLEIOV GTO
EMOUEVO O1G.0TN A,

Ye kGOe mepintwon, OUMS, ekEPAlovpE TNV IKOVOTOINGY WO YLoL TNV ONUOGIOVOULKT Topeio. OTMC vt
dwypapeton oto Ilpooyédio tov Tlpovmoroyiopov 2025, kKabdg kot Yo 10 yeyovog OTL 0 SNUOGLOVOUIKOS
OYEOIOOOC TOPUUEVEL UE GVEST] EVTOG TV vroypedcemv ¢ Kompov, Pdosl tov vémv Kovovmv mwov
ATOQOCIoTNKAV 0 EVPOTAIKS eninedo. QoTOGO, 1 HEIMON JATOVAOV GE GUYKEKPIUEVES KOTNYOpieg, OTT®G M
Aoctovopevon, ot petafipdacelc ecmtepicov (og NuKpatikovg Kot o€ Emttponéc/Opyavooeic/Zopfoviia) kot
01 Ae1ToVpYIKEG damdveg, dev cuvodevovTal, PACEL TV GTOXEI®V TTOL €yovue oNUEPO ot dtibecn pag, amod
TOPUAANAES TOMTIKEG OTOPACELG. Aev glval, EMOPEVOS, EEKABOPO KOTA TOCOV OLTEG Ol LEUDGELS, Ol OTOIES
EVEYOLV KOl DYNAO TOMTIKO pioKO VAOTOINGNG GTNY TEPINTOON HeTAPIPACEDY EcmTEPTKOD, ol pmopécovy va
viomomBovv mg Exel Tpoypappatiotel otov Ipotimoroyiopd 2025 kot MAIT 2025-2027.
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Mopd v Betikn] mopeia oe eminedo opopadv oTilg damdveg, ol Ilopeiec Avagpopdg ce oyxéon HE TO
dnpoclovopkd  EhAelppo kot to dNuocto ypéog, Onmg avtéc epgavifovior oto IIpooyédio oL
[Ipovmoroyiopod 2025, Bpickovral vYNAOTEPO -0AAL KOVTA- GTNV TOPEID, TOL TPOKVATEL KAT® OO TOVG
VEOug ONUOGloVOUKoDg Kovoves. ‘Etol, dev eyegipetan coPapn avnovyic Kot To picko OMUOCIOVOULKOD
EKTPOYLAGLOV 6TO Bpayd Sdotnua Kpiveton oG YoaUnAo.

Avantoén

Ye oyéon LE TNV LOKPOOIKOVOUIKT TPOOTTIKN, 1) avanTuén cuveyilel va KOTOYPAQPEL OTLOVTIKT ETITAYLVON
Katd to o e&dpmvo Tov TPEYOVTOC £TOVLG, Kot Topd TO OTL aVOUEVETOL UEPIKT) OHOAOTOINGY| NG, LE
AmOTEAECUO O TEAKOG pLOUOG avamTuéng eival Katd mdoo TOavOTNTA YUUNAOTEPOG TOV TPOPAETOUEVOD
3.7%, N dUVOIKT] AVATTUENG TOPAUEVEL QVENUEVT). ZNUEUDVOVLE TG, KATMO OO TO GEVAPLO LIE TO 0010 O
puOuUoc avantuéng Ba etvar, TehMkd, xoUNAdTEPOG TV TaPAdOXDY Kot EVTOS TOL PacpaTog 3.3% ue 3.5%, ot
VoBéoeElg epyaciog Yo Ta KpuTikd €600a dev emnpedlovtal g peyaro Pabud. H mo cuvinpntikni vadheon
Yo TV avantuén, dev el ONUOGIOVOUIKO OVTIKTUTO OTIC EKTIUTGELS Y10 TOL EMOUEVA ETT), AOY® TNG EMLOPAOTS
AoV, eEoyevav, petafintov, onmg etvar 1 peiwon tov Goporoyuov Kevov, nv omoia TopatnpicopLe Kot
kataypayape oty Evoidueon ExBeon 2024 tov AZK. EAagppidg ais1000EeG evOgyouEVMG Vo 0modeLyfovv,
emionc, Kot ot Tapadoyég yio TV avamtuén tov etdv 2026 kot 2027.

Y1UEIDVOVUE TMG CNUAVTIKT GUUPOAN OTIG EKTIUNGELS Yo TNV avATTLEN, dtadpapatilel 1 exttdyvven TV
eEayaydv kol on Tov egaynydv texvoloyiag. H guodva mov mapovctdaletar eVioyveL TIG avnovyies oG yio
v MM cLALOYN oToyEiY oV oyeTilovTal e TV €16poTN EEVAOV ETEVOVGE®V Y10 TNV OTTOL0, GUUPOVO, [LE
ToALEG evdeilelc, sivarl avénpévog o kivouvog amdtoung 5000V Katw and mpobmobécelg ol omoieg, otV
amovGio GToYEIV Kol TOMTIKNG, Topapuévouy eEolokinpov e€myeveic, yopic omotovonmote EAeyyo omd
mAgvpdg ™G Anpoxpartiog.

I0owpropdg

Ocov agopd otnv extipnon ywo enoavagopd tov pubudv tinbopicpod 6to 2%, TopaTNPOVHE TMS 1
yevikotepn ewdvo tov Evoppovicuévou Acgiktn Tuodv Katavoio, oe cuvovacpud Kot pe v eupitepn
gwova mov emikpatel otn {ovn tov Evpd (mepilopfovopévng kot TG VOUICUATIKNAG TOATIKNG), €ivat
dwkaroroynuévn. Kataypdeovpe doume tnv évrovn dapoporoinocr otov puiud avénong tov Tudv, HeTasd
EYYDOPLOV KOl EIGAYOUEVMV TPOTOVIMV KOl VINPECLOV.

H ovykpdnon tov puOucdv tov IAinbmpiopnod eaivetol vo opeiletat oxed0V AmOKAEIGTIKA TNV HEI®OT TOV
TILAOV EIGAYOUEVOV TPOTOVTIOV (TEPIAAUPAVOUEVOV TV KOVGIU®V, TNG EVEPYELNS, TOV VINPECIHV, TOV
TPOPIN®V OAAY Kol TV Bropnyovikeov mpoidviev). Avtifeta, mapatnpovpe cuoveyllopevn dudyvon Tov
ALENCEMVY OTIG TYEC TOV EYYDOPLOY TPOIOVIMV KOl VINPECIHOV. AVTH 1 SLTTH EIKOVA SIKOLOAOYEL KOl TNV
OTOKAION TV EVIVITMCEMY IOV EMIKPATOVV GE OTL APOPd [LE TO KOGTOG (NG, GE OYEDN L€ TOVG EMIGTLOVG
pLOUOVE TANOWPIGHOD.

[8iwg 660V apopd 6TIg UN EUTOPEVCIUES VTN PEGIES, 1] O1d VO™ TOV AENCEDY GTIG TYHEG CLVEXILETOL AKOLLOL KoL
dev dlagaivovtor evoeiEelg emPpadvvong. Iapd to yeyovog 0Tt To eMimMEdD TIUDV GE GMUOVTIKEG KOTNYOpiEs,
omwg eivor n vyeto kKo M wodeia, Eyovv BwpoKioTel Omd KPATIKEG TOMTIKEG, OTtmG eivar To T'eXY, GAAeg
Katnyopieg cuveyilovv va onueidvovy puiuovg avénong Temv Tidmv vaepdmAdoiong tov Ievikov Asiktn Tipumv
Kartavalwot.

Avtéc mepAapuPivouy VINPEGIEC KOWMVIKNG TPOCTAGING, VANPECIEG CUVINPNONG OWKiOG KOl GAAEG un
gumopevoyeg vanpeoiec. To id10 woyvel ko Yo T picbmoelg. Tlapd v oyeTikn GLYKPATNON OTIS TIES
aKwvnTov, ol ebnoelg cuveyilovv va avavovrtal pe puouovg vymidtepovg tov I'evikov Agixtn. Tavtoypova,
OGOV aPOPE GTA TPOPLULA -KOiL O1) TOL PPECKO KO EMOYLOKA- 01 puOpol mapapévouy eniong vymioi.
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dvucloroyikn extipnon PAcel TV To TAVO, (TEPA ATO TNV CNUAVTIKT KOW®VIKT TOVG ENITT®MON, 1 otoia Ha
avénoel MV avaykn vyl Kowovikég damdvec) eivor 1 SdPpmon TG avIay®VIGTIKOTNTOS TNG KLTPLOKNG
owovouiag, kKatt mov Oa TpEmel va TPOPANUATICEL TPV TO PAVOUEVO EKONADGCEL «GLUTTOMNOTOY. H gv Adoy®
SuPpmon, TEpa and TNV T TAVE TOLOTIKY| TPOGEYYIGT, diKatoAoYeiTal Kot amd deikteg dmmg ivar ot Epmopuxot
Opot ¢ owovopiog kot o Ilpaypatikog Xrtabuopévog Zuvvoriaypotikods Acgiktng (REER), 6mwmg
mapoTnpoape Kot onpewdoope oty Evoidpeon ‘ExBeon 2024. Emumiéov, o amominbmpiotg tov AEIL, mov
ekTipdTon 6to 3.9, cuvnyopet VIEP ™S O TAV® EKTIUNOMG.

210, ototyeln TV e&aymyav dev epeaviletar avtiotoyn ddfpwor, KaboTL avtég kKabodnyovvTal, G GTLOVTIKO
Babuo, and eEaywyég mpoidovimv kat vanpesiov [TAnpoeopiag kot ITAnpoeopiknc, ol omoieg dev emnpealovral
ONUOVTIKA oo TG T TAve GLVONKES Kot o1 omoieg Tovg TeElevTaiovg unveg opeidovial oty iopon Evav
EMYEPNOE®V O eumOAepeC {DVEC.

Me Bdaon v gkova tov TANOOPIGHOY, Kol TNV EKTIUNGCT] TOL OTOPPEEL OO QLTI GE GLVILAGUO KOl TOVG
VYNAOUE pLOUODS avAmTLENG KO TNV €1KOVO TANPOVG AOCYOANGNG, GLVICTOVUE O10iTEPT) TPOCOYN OTNV
Swyeipion TV Toltik®dV TG Anpokpartiog, ol onoieg oyetilovion pe To enimeda Tydv. Eravaiappdvovpe mwg
1 OTOYEVCT] TOV OTOIWV UETP®V Oo ATOTELEGEL KAELDT Y10 TNV ATOTEAEGLATIKOTITO, TOV KOWVOVIKMOV SOTAVMY.

Yoiotator «kekpoppévog mAn0mpioosy 6e GNUAVTIKES VIGIOEG TG OKOVOuiaG, KaBodnyovuevog g Heydio
Babuod amod v eyydpia {Tom, o 0moiog EKKOAATTEL KOWOVIKNAG OONE (Tt Kol 0 070io¢ dafpmvel v
OVTOYOVICTIKOTNTA TNG OWKOVOUING. X& OYECT HE TOVTO, €10MYOVUAOTE WOHTEPT] TPOGOYN GTOV TPOTO
dlyelptong TV OTOL®Y OTOPACEMY TOV GYETILOVTOL UE TNV SLOEIPIOT TILDY, TNV EUUEST QOpPOoAOYin Kal Ta
omotladnmote mbavd oploviia

Katodnyovtag, 10 AXK onpeimvel mog n tiqpng viomoinon tov véov Kavovav Ouovoutkng Atakv BEpvnong
dgv €xel 6To MOPOV 0TAS OAOKANP®OEL, OTT®G elvarl Puatoloykd. Q¢ TpdT™ TPAEN KAT® 0md TOVG VEOLG
Kavoveg, Oumc, o [lpobmoAoyioudg yio to 2025 amotelel GNUOVTIKT, KOl GE YEVIKEC YPOUUES ETITVOYN EKKIvNON
610 véo mepifdirov. O Tlpotmoroyiopdc 2025 avtikatontpilet T yevikdtepT, GUVETH 6Tdon Tov YTovpyeiov
Owovopkav, 1 omoio dcporilel dnuociovoky zweldapyeion Kot divel ot ydpo T0 TEPDPO Yia
OVTHETOMIOT TOV 0VENUEVOV ploK®V, TO60 e£@yevdv 0G0 Kot eKeivav mov oyetilovtal pe kabuoTtepnoelg otV
wpactvn kot tn Pnelokn petafaon.

Me Baomn toug véoug Kavoveg Otkovoutkng Ataxvfépvnong, kalobe To Yrovpyeio vo vrofdAilel oto AXK
VOPITEP KOl GE O OAOKAT|PMUEVT] LOPPT TO GYETIKA GTOLYXEID, OVTOGC MOTE VO KATAGTEL SOLVOTN 1) £YKOLPN
KoL TANPNG 0vEAVGT] TOVS, XOPIG TOVG CTUEPIVODS ETEPOYPOVIGLOVG.

Muydéing [epoidvng

Kow.: TIpoedpo Kowopovievtikng Emitponng Oucovoukdv
Yovrovpyd napd to [1poédpw,
T'evikd AevBuvt Yrovpyeiov Okovopukmy
I'poppatéa Ymovpyukod Zvppoviiov
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ANNEX 3: REFERENCE TRAJECTORY

In line with Article 5 of Regulation (EU) 2024/1263 (1), the European Commission transmitted on 20 June 2024
to Cyprus a reference trajectory as prior guidance for the preparation of its Plan for the period 2025-2028. The
reference trajectory provides the European Commission’s views on the appropriate growth rate of the
nationally financed net primary expenditure for the four-year period.

According to the Reference Trajectory provided, Cyprus should limit its net expenditure growth to 4.9% on
average over the period 2025-2028. The net expenditure growth corresponds to a decrease of the public debt
from 65.8% in 2025 to 53.6% in 2028. Moreover, the public debt is expected to reach the level below the
reference value of 60% of the EU Treaty by 2027, one year before the end of the Plan. Table Al provides a
summary of the reference trajectory in case of a four-year adjustment period.

Table Al: Summary of reference trajectory

Average 2025 2026 2027 2028

I8 Net expenditure growth 4.9 5.9 5.0 4.5 4.3
A Structural primary balance 3.5 3.5 3.5 3.5 3.5
e Annual change in the structural primary balance of | 0.00 0.00 0.00 0.00 0.00

4 DSA-based criteria 0.00 0.00 0.00 0.00 0.00

5 Impact of the benchmark and safeguards 0.00 0.00 0.00 0.00 0.00

(3 Headline balance 1.8 24 1.9 1.5 1.2

Y28 Public debt - 65.8 60.9 57.1 53.6

The net expenditure growth proposed in the reference trajectory does not require any further adjustment,
indicating that the current fiscal policy of the Government is sufficient to meet the risk-based requirements.
More specifically, no change in the fiscal policy is required in order to keep the public debt on a plausibly
downward path by the end of 2028 and maintain budget surpluses over the medium-term. Furthermore, no
adjustment is required in order to comply with the common safeguards and benchmarks. Overall, assuming
that there are no further budgetary measures, the net expenditure growth is not constrained by the risk-based
requirements and the safeguards and benchmarks.

Under no policy change scenario, the debt level decreases every year in the ten-year period after the end of
the adjustment period and reaches 31.4% of GDP by 2038. The evolution of public debt over the period 2029-
2038 is depicted in diagram Al.
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Diagram Al: Public debt evolution
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The main driver of the debt decrease is the structural primary surpluses that are expected to continue
throughout the Plan and in the ten-year period after the end of the Plan. However, public debt decreases at a
diminishing rate, primarily as the cost of ageing on public finances are increasing over time. The snowball
effect (denominator effect through developments in interest expenditure, growth and inflation) is also
contributing to debt reduction during the first years of the Plan, as inflation and growth are expected to be
high, however its effect fades out as these variables reach their long-term equilibrium levels. The interest-
growth rate differential becomes less favourable for debt reduction over time, mainly due to rising implicit
interest rates and normalization of growth. Overall, the primary structural balance and the favourable impact
of the interest-growth rate differential are sufficient to mitigate the increasing pressure of ageing costs on
public finances. Diagram A2 provides more insights into the drivers of the debt reduction.

Diagram A2: Change in debt levels and drivers
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The macroeconomic assumptions used in the DSA model are based on the European Commission’s 2024 spring
forecast and its medium-term extension up to 2033, while the long-term macroeconomic assumptions (GDP
growth and ageing costs) are in line with the joint European Commission-Council 2024 Ageing Report.

In addition to the baseline projections, the DSA model includes three more alternative scenarios to account
for uncertainty. These are the ‘financial stress’, ‘lower SPB’ and ‘adverse interest-growth rate differential (r-
g)’. Ontop of these three scenarios, the DSA model undertakes stochastic analysis, where a very large number
of shock simulations are created, based on the historical volatility and the correlation of shocks. This analysis
is particularly challenging for Cyprus, given that the poor fiscal conditions of the past decades are taken into
consideration when the simulations are created, however results are not indicating any severe risk. Overall, it
is noted that the risk-based requirements, both under the baseline and under the alternative scenarios and
stochastic analysis do not suggest that any fiscal adjustment is required.

Debt sustainability safeguard

The risk-based requirements suggest an annual average debt reduction of 4.2% of GDP, which is significantly
higher than the 0.5% of GDP that is required by the debt sustainability safeguards. Therefore, the debt
sustainability safeguard is satisfied without any required fiscal adjustment.

Deficit resilience safeguard

Cyprus is expected to maintain structural budget surpluses throughout the duration of the Plan, therefore the
debt sustainability safeguard is satisfied without any required fiscal adjustment.
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ANNEX 4: MACROECONOMIC EFFECTS OF CLIMATE CHANGE

Thematic Box: Study on the “Macroeconomic effects of climate change: the impact of energy

transition on the economy of Cyprus”3

1. Background and policy context

The Economics Research Centre of the University of Cyprus conducts a model-based assessment of the
macroeconomic impacts of energy transition policies aimed at reducing carbon emissions and increasing the
share of renewable energy resources in the economy of Cyprus, within the framework of the revised
Integrated National Energy and Climate Plan (NECP).

The consequences of the energy transition, particularly the "net-zero transition" outlined in the European
Green Deal and the recently adopted Fit-for-55 package, may have significant implications for macroeconomic
dynamics and the transmission of policy shocks, especially those of a fiscal nature. Specifically, we assess the
impact of selected "green" fiscal discretionary measures and their contribution to achieving various NECP
targets, such as a 28% reduction in greenhouse gas emissions (GHG) by 2030 (compared to 2005 levels) and
an increase in the share of renewable energy in total energy consumption from 20% to 28%. To this end, we
illustrate the short- to medium-term macroeconomic impact under different policy scenarios using model
simulations.

Discretionary 'green' fiscal measures are typically implemented either on the revenue side, through energy
taxes (primarily targeting carbon-intensive goods like fuels), or on the expenditure side, via green subsidies
for clean energy production. These measures can be tailored to households or firms, such as specific taxes on
high-emission production activities or subsidies supporting clean energy production, household income and
consumption. Ultimately, these 'green' measures are expected to positively contribute to climate change
adaptation by promoting energy transition and improving energy efficiency.

Given the significant role of the tradable sector (e.g. tourism and financial services) compared to the non-
tradable sector in Cyprus's economic structure, our analysis evaluates the energy transition's impact at both
aggregate and sectoral levels. This is crucial because, although the Cypriot economy is not heavily reliant on
high-emission industries, the introduction of a carbon tax still generates widespread effects across sectors
through inter-sectoral forward and backward linkages.

2. Model description

We use the in-house Small Open Economy DSGE model developed by the Economics Research Center of the
University of Cyprus augmented with an energy production sector, where intermediate-goods firms in the
tradable and non-tradable sectors and households demand an energy composite for production and
consumption purposes.* We follow closely the methodology in Coenen, Losej and Priftis (2024), where the

3 The findings in this summary report are derived from a project funded by the Ministry of Finance and the Economics Research Centre
on "Climate Change and its Impacts on the Cypriot Economy," as well as from the research grant "Economic Policy Modelling Hub,"
financed by the European Commission's Recovery and Resilience Plan (RRP) for Cyprus. Specifically, these results are part of the
ongoing study, "Macroeconomic Impact Assessment of the Energy Transition Using a Three-Sector DSGE Model for the Cypriot
Economy" (Mavrigiannakis K. and Sakkas S., 2024, forthcoming).

4 See Mavrigiannakis and Sakkas, 2024, EU Sanctions against Russia and implication for a Small Open Economy: the case of Cyprus,
Open Economies Review, for the baseline model.
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energy composite is produced using “dirty” and “clean” inputs.’> These inputs are in turn produced from
imported fossil resources, the use of which causes carbon emissions, and from domestic renewable resources
respectively.

3. Simulation design

We conduct a number of energy transition simulation scenarios that provide us a qualitative, and to some
extent, a quantitative assessment on the impact of carbon taxes and the main channels through which they
affect macroeconomic aggregates such as output, employment and inflation. We also examine to what extent
these measures contribute to the fulfillment of the Fit-for-55 targets such as GHG emission reduction and the
increase in the share of renewable energy We also examine policy mixes, that is we combine fiscal policy
discretionary measures along with structural policies affecting productivity in the clean energy production
sector. Finally, we propose ways of leveraging taxation policies to strengthen price incentives and to create
the context for broad-based tax reforms, shifting the tax burden from labour income to pollution or from
corporate income to pollution. All of the scenarios under consideration are assumed fiscally-neutral. The
scenarios are described below:

S1. Effective Carbon tax rate increase (benchmark): This benchmark scenario is grounded on Effective Carbon
Tax Rates changes and their contribution in the total tax revenues as share of GDP. ¢ More concretely, we
assume an increase in the effective carbon tax rate of about 32.5%, linearly for 6 years (from 2025 to 2030)
so that tax revenues from energy taxes are increased by 0.8% as share of GDP (by 2030), that is from 1.8% to
2.6% as a share of GDP. Carbon taxes are imposed both on the households’ side (e.g. tax on motor fuels) and
on the firms’ side (e.g. motor fuel for industries, production tax) at equal shares of the total carbon tax.” Note
that the final increase in the level of the effective carbon tax rate of 32.5% is substantially lower than the
increase suggested by international organizations and energy authorities for achieving the net-zero target.®

S2. Green subsidies: In the second scenario we assume an increase in subsidies in clean energy production.
To give a more functional role to energy taxation schemes, other than revenue generation, we assume that
these subsidies are financed from the revenues generated by the increase of carbon taxes in S1.

S3. Policy mix (fiscal and structural changes): The third scenario assumes a policy mix. That is on top of the
measures examined in S2 we assume a simultaneous gradual increase of 10% in the productivity of the clean
energy production sector.’ This is grounded on technological and innovation improvements in the clean energy
production along with possible legislative and environmentally friendly reforms that will also take place during
the energy transition period. 1°

S4 and S5. Tax shifts: The fourth scenario considers a tax shift from labour income taxation to energy
taxation, while the fifth scenario considers a tax shift from capital/corporate income taxation to energy
taxation. Empirically this is grounded on empirical evidence showing that in Cyprus, in recent years, energy tax

5 See Coenen, Losej and Priftis, 2024. Macroeconomic Effects of Carbon Transition Policies: An assessment based on ECB’s New Area
Wide Model with a disaggregated energy sector, European Economic Review.

6 European Commission, Annual Taxation Report 2023.

7 Based on Economic Research Center’s estimates in the context of the Cyprus Tax Reform.

8 See International Energy Agency, World Economic Outlook 2023.

9 See OECD Green Growth Papers, 2023-01, Environmentally Adjusted Multifactor Productivity: Accounting for renewable natural
resources and ecosystem services.

10 The number of green reforms and initiatives is vast and diverse. A macroeconomic model cannot possibly reflect this diversity;
however, we assume that all this boils down to productivity enhancement.

77



revenues (in particular environmental) are not increasing as much as labour tax revenues do.'! On theoretical
grounds it is widely accepted that environmental taxes are less distortive than other more commonly used
types of taxation (e.g., labour or capital taxation) that were designed mostly for revenues raising purposes
while at the same time they are supposed to correct negative externalities.

Simulation results

Figure 1 shows the evolution of the main aggregate macro variables for each scenario studied. The figure also
shows the evolution of energy related measures. Overall, there is a trade-off between the macroeconomic
outcomes and the EU targets.

The benchmark scenario, S1 implies that an increase in carbon taxes lower the demand for dirty energy and
induce firms to substitute less costly clean energy for production of the aggregate energy good. The increase
in the post-tax price of dirty energy, combined with the rise in the price of clean energy due to substitution
effects, results in aggregate energy prices increases which pass through the rest of the production sectors in
the economy by increasing their respective marginal costs. In turn this translates into an inflation increase in
the short run. Consequently, firms’ and households’ real profits and real income fall, which in turn slices
investment and consumption, and hence GDP and employment. The reduction in GDP and employment is
0.43% and 0.48% respectively, by 2030. When we disaggregate output at the sectoral level we see that the
non-tradable sector is the one carrying most of the burden, since it is more energy and emissions intensive.
This translates into a 0.37% drop in tradable’s sector output versus a 0.61% in the non-tradable by 2030. Note
also that the recovery in the tradable sector is faster while the effects in the non-tradable are persistent. The
inflationary pressures are mild, that is 0.03 percentage points increase in the first 5 years.

On the positive side, dirty energy production and carbon emissions decline by 2.4% and 1.7% respectively (or
about 22% relative to 2005). However, the economy cannot experience a “green transition”, since the share
of clean energy to total energy barely increases (from 20.0% to 20.2%). This means that, even a substantial
increase of 32.5% in carbon taxes is not enough to meet the EU targets in terms of emissions and renewable
resources share.

In the second scenario (S2), when we assume that all the revenues generated by the increase in carbon tax
can be used for the financing of green subsidy model simulations show that the negative effects on aggregate
and sectoral output still persists, though attenuated (0.32% compared with 0.43% in S1, that is 26% reduction).
Interestingly, output in the tradable sector increases, rising by almost 0.5% in 2030, pointing to the fact that
green subsidies have productivity enhancing effects and mitigate the carbon tax distortion for a large share
of the production activity in Cyprus. Regarding the energy transition EU targets, the share of renewables
increases more relative to S1, reaching a level of 22% but still is far from reaching the EU target of 28%. In a
sense, there is a double dividend compared to S1 since we obtain better macroeconomic outcomes and energy
transition is stronger. Inflationary pressures are stronger reaching an increase of 0.07 percentage point and
appear earlier in the transition possibly due to stronger demand effects relative to the benchmark scenario.

Regarding the third scenario (S3), that is a combination of fiscal measures and productivity reforms, the plots
show that negative effects on output are substantially attenuated while closing the gap with the actual Fit-for-
55 targets. Aggregate output falls 0.23% by 2030 (that is 50% less than in the baseline scenario) while output
in the tradable sector increases gradually. Instead output in the non-tradable sector falls slightly in the early
years of the transition and turns positive later on. The reaction of aggregate employment follows a similar

11 European Commission, Annual Taxation Report, 2023, Figure 47.
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pattern but remains persistently negative. At the same time the share of clean energy production increases to
22.5%. Moreover, dirty energy production and carbon emissions decline by almost 7% and 4.5% (or about 25%
relative to 2005) respectively, which are the highest values among the scenarios examined, significantly
contributing to closing the gap with the Fit-for-55 targets. These results highlight the strong and positive
complementarities stemming from the combination green subsidies and productivity reforms in terms of both
aggregate efficiency and environmental outcomes.

Model simulations in S4 demonstrate that adjusting the tax mix—where an increase in carbon taxes is offset
by a corresponding reduction in labor income taxes, in a debt-neutral manner—significantly mitigates the
negative effects on output and employment, particularly in the short run. By 2030, aggregate output declines
by around 0.3% and employment by 0.27%. In S5, reducing capital income tax proves to be the most
economically beneficial, with output increasing by 0.2% by 2030. However, this also leads to stronger short-
term inflationary pressures due to heightened demand.

While S4 and S5 perform better compared to other scenarios in terms of economic efficiency, their impact on
EU energy tax goals is negligible in terms of emissions reduction and increasing the share of green energy. This
is because lowering capital and labor income taxes significantly boosts demand for all goods (tradable, non-
tradable, dirty, and green energy) and in turn sectoral outputs, effectively neutralizing any positive effects
from carbon taxes.

4. Concluding remarks and caveats

Our main finding is that the cost of the net-zero energy transition depends heavily on the chosen policy mix,
particularly regarding the efficient use of carbon tax revenues. Allocating carbon tax revenue to reduce other
distortive taxes, such as capital income or labor income taxes, can lead to more efficient economic outcomes.
Conversely, using carbon taxes to fund clean energy subsidies and productivity reforms results in output
losses, but with clear environmental benefits. Similarly inflationary pressures are quite small. All this is in
line with findings from international organizations focusing at the EU level. For instance, European Commission
(2021) reports a long run output losses at the EU level range from 1.86% to 0.61% by 2050, while carbon taxes
need to increase by 94% in order to reach net zero targets by 2050. Similarly, the European Central Bank
assumes that increasing effective average carbon tax rates so as to meet EU targets, can result in higher HICP
inflation in the euro area by 0.2 to 0.4 percentage points in the short run than the benchmark with no
additional measures, while the level of real GDP is lower by 2.2% in 2030. Additional compensatory measures
such as clean subsidies and productivity reforms can mitigate the output losses to around 1.3%.

The following caveats should be noted. This analysis does not account for the effects of ongoing climate change
on macroeconomic performance, including potential physical risks such as temperature fluctuations and
natural disasters, or pollution. Additionally, we do not evaluate the effectiveness of these measures in
mitigating climate change. Moreover, this analysis does not take into consideration possible socio-economic
aspects of climate change, like for instance the impact of climate change on public health, demographic change
and education. Regarding policy interventions, our focus remains on the impact of carbon taxes as the primary
fiscal policy tool during the energy transition. However, the net-zero transition also encompasses various
public and private investments under initiatives like the Recovery and Resilience Fund, the Just Transition Fund
and the EU Structural Funds. These investments, along with energy saving technological progress and
structural reforms, are expected to have a positive macroeconomic impact.!? That being, the short run

12 See Cyprus’s revised NECP, Chapter 5.
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estimated output losses for the Cypriot economy, ranging from 0.43% to 0.2% of GDP by 2030, are not

considered substantial if one considers long term effects from investment on green public infrastructure and

technological improvements.

Figure 1: Impact on macroeconomic and energy variables.
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Note: Impacts are expressed in the vertical axis as percentage deviations from the baseline year, except for inflation and the share of clean energy
production, which are expressed in percentage points changes and levels respectively.
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