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CYPRUS: HEADING FOR A REBOUND 

Berenberg Macro Flash 

 
IMPRESSIVE RETURN OF CONFIDENCE 
 

Catching up with the Eurozone again. With our “Chart of the Week” of 29 November 2013, we argued that Cyprus 

could be heading for a Baltic-style rebound in late 2014 if it stayed on the reform track. Since then, the evidence has largely 

supported our optimistic call. Our chart below shows the rapid recovery in economic sentiment in Cyprus after the messy 

bailout of April 2013. Economic sentiment is in line with its long-term average. Cyprus has caught up with the Eurozone as 

a whole.  

 

Small, nimble and flexible. In the past, outside observers had often caricatured Cyprus as an island with an outsized fi-

nancial sector haunted by money-laundering suspicions. But that misses the real story: Cyprus is a small open economy 

blessed with comparatively flexible labour markets, partly a legacy of erstwhile British influence. As the Baltic countries 

showed after 2009, and as Ireland has shown since 2013, small open economies with flexible labour markets and adequate 

regulatory regimes can turn around fairly quickly after a painful adjustment crisis. 

 

The contraction is easing. The Cypriot economy had tanked right after the bailout, as other countries subjected to harsh 

troika austerity had done. But GDP contracted by less that the troika had assumed, by 5.5% in 2013 compared to the dismal 

8.7% drop that the troika had initially projected. In Q2 2014, the contraction in GDP eased to a mere 0.3% qoq decline, the 

least bad result since early 2012. We expect Cyprus to return to modest growth in Q3 2014. 

 

Ready for growth. Cyprus sells services to a broad international client base. In its services sector, business confidence rose 

above its long-term average in April 2014. While industrial confidence has so far rebounded more haltingly, the reading for 

export orders in industry matches roughly the long-term average. Encouragingly, employment expectations in the services 

sector have also risen back to the long-term average. Shortly after the projected return to GDP growth in late 2014, the 

labour market will likely turn around as well.  

 

Economic sentiment: Cyprus has returned to the Eurozone average 

 
Economic sentiment in the Eurozone and Cyprus. Source: European Commission survey 
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TWO SERIOUS RISKS REMAIN  

 

The Putin factor. As a small open economy with a focus on shipping services, Cyprus depends – to some extent – on the 

future of global trade and on growth in its major trading partners. Global trade is holding up, with mostly good news from 

the US and China offsetting weaker news from some emerging markets such as Brazil and Turkey. But in Europe, Putin’s 

semi-open war against Ukraine has dented economic sentiment over the summer, with industrial confidence in exposed 

countries of core Europe such as Germany and Austria taking a noticeable hit. As a result, Eurozone growth seems to have 

largely stalled since May. Cyprus is not immune to such jitters, as the small dip in economic sentiment in August has shown. 

This will probably keep the pace of recovery in Cyprus subdued for Q3 and possibly Q4 2014. If the current ceasefire in 

Ukraine holds, sentiment could rebound later this year, brightening the prospects for Cyprus for 2015 as well.  

 

Maintaining trust. By and large, the Cypriot adjustment programme is well on track. Like Ireland before, Cyprus is exceed-

ing expectations in many respects. But relations with the external creditors represented by the troika have been hit by a 

dispute over foreclosure and insolvency proceedings. We cannot go into the merits of individual arguments in this dispute 

here. However, confidence remains fragile, especially in the financial sector. Cyprus could ill afford to be seen as dragging its 

feet over reforms. A clear political commitment to stay the course would improve the chances that Cyprus could soon fol-

low the Irish and Baltic examples of a strong rebound after a short but sharp crisis.  
 

This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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