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Boouka yopoakTnpioTika the
KUTTPLOKNC OLKOVOULLOLC

Salient features of the
Cypriot economy
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A small open economy...



CENTRAL BANK
OF CYPRUS

.. L€ ENPACT] GTOV TPLTOYEVT] TOUED,

% Distribution of Gross Value Added

100% -
80%
60% |
40%
20% |
o/ |
OA’LO@I\OO@Ox—NoovLo
D DYDY O O O O O O
D OO O O O © O © O O O
- - v v v N N N N N
O Tertiary Sector B Secondary Sector O Primary Sector

...services oriented
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Exports and imports of goods to the euro area
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Trade of goods with the euro area
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IkavomomTikoi pvOuot peyéOuvvong...

GDP growth (%)
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Satisfactory growth rates...
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GDP per Capita in PPS - 2005, (EU25=100)
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... contributing to real convergence
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AYyopa pyaoiag HE YOUNAT aVEPYLO KOl YNAQ TOGOGTA
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Low unemployment and high rates of employment
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H otpatnyikn tc vouc LoTikng
moMTIKNC otV Kompo

Monetary policy strategy
in Cyprus
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AreOveig e€EMIEELS T VOUIGULATIKY TTOALTIKY)
International monetary policy developments

2 100EpOTNTAU TILOV

Price stability

* AveCaptnoio KEVIPIKNG TpdmeCoc
Central bank independence

* ATOLPOPETIKEC VOULGUOTIKES GTPOTIYUKEG
Different monetary strategies

* Al0PAVELD, GTN ANYN ATOPAGEMVY KOl ETLKOTVOVIOL
Transparency in decision making and communication
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Xto0epotnto TIpnOV oty Kvmpo

Consumer Price Index (%)
1965 - 2005

Price stability in Cyprus
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MetaPoréc kKuproTepV Kot yopr@yv 1o0v ATK
CPlI CHANGES BY MAIN CATEGORIES

(yearly data)
1984 - 2005

-6\\\\\\\\\\\\\\\\\\\‘\
N - QN o™ 0 N - N o™

Local Products

General Index

Services

= = Imported Products

CPI changes by main categories



g CENTRAL BANK
= i OF CYPRUS

Xouniog tAn0mpiopog
Low inflation

* AouikO¢ TANOmPIoHOC
Core inflation

* Agiktng Twwov Katoavalom
Consumer Price Index

* Evapuoviouévog Agtktng Tinov Koatavoimt)
Harmonised Index of Consumer Prices
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Kpitpro etadepotnrog Tin®v

Price stability criterion
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H otpotnyw) TS VOUIGROTIKNS TOMTIKNG oty Kvmpo
Monetary policy strategy in Cyprus

* 2100EpOTNTA TIUDOV
Price stability

* [TA0iG10 GUVOAAOYLOTIKNC TTOALTIKTC
Exchange rate framework

* [[IoT®GEIC TPOC TOV 1OLOTIKO TOUEN KO TPOGPOPE Y PTLATOG
Credit to the private sector and money supply

* Aoyaplocuog TPEYOVGOV GUVAALAY DOV
Current account
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Exchange rate stability
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Real and nominal effective exchange rates of the Cyprus pound
(Base year 2000=100)
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Exchange rate stability
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ITA0lG10 AGKN OGNS GUVUAANYUOTIKNGS TOALTIKIG
Exchange rate policy framework

* Makpd TapAoocT 6Tadep®OV GLVUALAYUATIKOV 1GOTIULOV
A long tradition of fixed exchange rate regimes
(Peg to the pound sterling, peg to a trade weighted basket)

 20voeomn e 1o ecu to 1992 ko 1o evpw to 1999
Peg to the ecu in 1992 and to the euro in 1999
(Central rate: 1 CYP = 1,7086 ecu, fluctuation margins +/-2,25%)

e MXI 11
ERM 11

 210)0¢ 1 vioBETNoN Tov gvpw TNV 1M Iavovapiov, 2008
Target date for the adoption of the euro 1s 1 January 2008
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EceMEeic & mPpOoKANGELS TNG
VOULG LOTIKNG TTOALTIKNG

Monetary developments & policy
challenges
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Nomopoatikég e€ghcerg
Monetary developments

e XNUOVTIKN ETEKTACT 6TO M2
Strong growth 1n M2

e YNUOVTIKN TIOTOTIKN EnEKTOo (100itepa 6 EEVO VOUIGLLAL)
Strong growth 1n credit (especially foreign currency)

YmepPdirovca TpameCIKY) PEVGTOTTA
Excess bank liquidity

e 2VYKAMON ENLTOKI®OV
Converging interest rates
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Nomopatikég e€eMEerg

Monetary aggregates
(annual percentage change)
2004 2005 2005 2006
Oct. Oct.
Total money supply (M2) 5,6 10,2 9,3 14,9
(M2C) (6,8) (10,0) (9,0) (13,9)
Money supply (M1) 10,6 18,5 20,3 25,0
Quasi-money 4,7 8,5 7,2 12,8
Credit to priv. sector (banks) 6,5 6,2 5,2 15,5
Credit (banks & CCls) (7,9) (7,1) (6,4) (14,4)

Monetary developments
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M2 and M2C — gmoiol pvOpoi peyédovvong
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M2 and M2C — annual growth rates



CENTRAL BANK

OF CYPRUS

Adavewo Kot yopnynoes — TpaneCeg ko X111
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IIietOTIKEG ECEMEELS
2OVOA0 TPATECIKOV TIGTOGEMV KUTA KOTYOPlo,
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Constr. Comm.

O end 2004 455 9.4 17.0 16.7 5.6 1.2 3.0
B end 2005 475 8.5 17.6 15.6 5.3 1.0 3.2
@ end Oct. 2006 50.4 7.9 18.4 13.3 48 1.0 3.0

Credit Developments
sectoral share of credit outstanding
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AOVEIGUOC G€ EEVO VOULGLO
(katowkol Kvmpov)

End Oct. % on
credit outstanding

12 mths to Oct.
% of new loans

2005

12,2

50,2

2006

17,4

50,4

Foreign Currency Lending

(residents)
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Xpnuotoyopd

e 2uVONKeC vTEPPAALOVGOC PEVLGTOTNTUC GTO
TPOTECIKO GLGTN UL

CYP million (period averages)

2005 2005 2006
Jan. — Dec. Jan. — Oct. Jan. — Oct.
108,8 82,0 367,2
Money Market

* Surplus liquidity in the banking system
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Kotavoun oavel®v 6€ CEVO vopioua
(katowkol Kvmpov)

End Sep. 2005 | End Sep. 2006
EUR 66,7% 57,8%
USD 8,5% 5,8%
CHF 20,9% 33,8%
JPY 2,6% 1,7%

Breakdown of foreign currency loans
(residents)
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Kpitpro ywo to pokporpodeono emtoKio

Criterion on long-term interest rate developments

Jan 2002 - Oct 2006
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Long-term interest rates criterion
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O TPOKMGELS TS VOULGHOTIKTS TOALTIKNG
Monetary policy challenges

o [IAnOwpiotikec mEéoelg
Inflationary pressures
— YrepBarrlovoa pevotOTTA
Excess liquidity
— NOUIOUOTIKT) ETEKTOCT
Growth 1n the money supply
— Iiototikn enEktoon
Growth 1n credit to the private sector
— Twég meTpedaiov
O1l prices

e Emiopoon o1 cGuvarlayratikn iootipio (E16por) KEQAAAi®mY)
Effect on the exchange rate (capital inflows)
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AT0QAGES VOULGHOTIKNGS TOMTIKNG 2006
Monetary policy decisions 2006

e Tnv 1" Zent. 2006, adENGT 6T ETLTOKLOL TNG
O1ELKOAVVOTC OPLUKNG YPNUATOOOTNGTC KO TNG
aTo00YNG Katafiécemy katd 25 u.p.

On 1 Sep. 2006, increase in marginal lending and
overnight deposit rates by 25 b.p.



CENTRAL BANK
OF CYPRUS

Enionuo emtokiwo KTK kor EKT

% p.a. CBC ECB
Overnight deposit facility 2,50 2,25
Main refinancing operations 4,50 3,25
Marginal lending facility 4,50 4,25

CBC and ECB official interest rates
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EmKOowv@VIOKT] TOMTIKY)
Communication

e IIpopopikéc mapeuPacels amd To Alotkntr Ko AAAOVG
acltopatovyovg e KTK
Verbal interventions of the Governor and other CBC
officials

e XPNUOTOTIOTOTIKN oTtafepOTNTU
Financial stability
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METpo TPOANATIKNG EMOTTELG
Prudential measures

* Eyx0Khio¢ mpog T1¢ Tpdmelec oYeTIKA LUE ETEVOVGELS GE OKIVITN
TEPLOVGINL

Circular 1ssued to all banks on investments in real estate
— Ta odvera va unv vrepPaivovv to 70% ¢ aclog tng ETEVOLOTC
— Mortgages restricted to 70% of value of property

* AvVOOTOA TNG TEPAUTEPM [EIMGNG GTO TOGOGTO TOV EAUYIOTOV
VITOYPEDMTIKOV O100ecipmv (010 Tapdv 616010 5%)

Suspension of further decrease 1n reserve ratio of minimum reserves
(currently at 5%)

* EyxdKAMog mov €moUpEL TNV TPOGOYT TOL KOO GTOLS KIVOUVOUS TOV
OOVEICUOV GE EEVO VOLUGLLOL

Circular warning the public about the risks of foreign currency
borrowing
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XTNPLEN 00 AAAES TOMTIKES
Support from other policy areas

* Ilepropiopévog poAOG TS VOLUGULOITIKTC TOALTIKTC
Limited role of monetary policy

o XTNPIEN OO ONUOGLOVOUIKT] TOALTIKT
Support from fiscal policy

o AwpBpwtikéc petappvOuicels
Structural reforms
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Conclusions

v'H vopopatikn moArtikn otnv Kompo €yt diacpoiiost
oTafePOTNTA TIUWOV
Monetary policy in Cyprus has safeguarded price stability

v Ol PU€YPL TOPO TPOKANOELS AVTIUETOTICTNKOV [LE ETLTVY IO
Challenges so far have been successfully addressed

v YmootnpiEn amd AAAEC TOAMTIKES
Support from other policy areas
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Evyapiotm yio TRV Tpocoyn cog

Thank you for your attention



