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Presentation of the Annual Report of the
Bank for the year 2012
Speech by the Governor of the Central Bank of Cyprus, Mr. Panicos Demetriades at the press conference for
the presentation of the Annual Report of the Bank for the year 2012.
Nicosia, May 9, 2013
I welcome you to the annual presentation of the Central Bank of Cyprus, (CBC) Annual Report for the year
2012.
During 2012 we had several important developments - mainly negative and unprecedented - for the Cypriot
economy. The economic crisis, focusing on the banking system deepened and expanded. Unemployment
increased significantly, many businesses went bankrupt and many others faced serious economic problems.
The outlook for 2013, in the short term remains bleak.
However, it is important to emphasize that despite the difficult decisions that have been taken for the Cypriot
economy and by extension the citizens, there is another, more positive side. The fact that today the Cypriot
economy is under the protection of EU Stability Mechanism and the IMF means that we have avoided
catastrophic scenarios such as the collapse of the systemic banks and the disorderly bankruptcy of the Cypriot
state, which if had been realized would have led to incalculable negative effects.
Specifically, we avoid liquidation (liquidation) of the affected banks, an action that would have affected not
only the total deposits but borrowers, as well, who would have been forced to immediately pay off all their
loans. You realize the impact this would have caused to the real economy from the implementation of such
scenarios.
Certainly, what happened was very painful for many depositors, especially those who did not have loans, since
the loans were offset or will be. 96% of depositors however have not been affected.
Already, in Bank of Cyprus, 37.5% of uninsured deposits have been converted into shares, 70% of the value of
deposits affected concerned foreign residents, thus, leaving the Cypriot households and businesses unaffected
to a greater degree than perhaps, expected.
Additionally, the fact that the recapitalization of our banking system does not burden future generations with
an unsustainable public debt will help in order to avoid additional austerity measures in the future.
Returning to the Cypriot economy, inflation, based on the domestic consumer price index recorded a
significant slowdown in 2012 to 2.4% from 3.3% in 2011, reflecting the negative growth rate and very subdued
conditions mainly in retail trade.
Economic activity in 2012 recorded a severe contraction of 2.4%, mainly due to the decrease in private
consumption and investments. On the supply side, the reduction in GDP primarily reflected the fall in
economic activity in the construction sector and processing, at the same time and financial services began to
record weak growth.
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Rising unemployment and the required fiscal consolidation negatively impacted disposable income as well, as,
the increasing uncertainty regarding the conclusion of the economic adjustment program of Cyprus during the
year under review also brought a heavy blow to economic activity.
The concurrent developments of the aforementioned increased unemployment at historically high levels, from
8.9% in the fourth quarter of 2011 to 12.7% in the corresponding quarter of 2012 based on the labor force
survey, is undoubtedly one of the most dramatic aspects of crisis that the Cypriot economy is experiencing.
Despite the improvement recorded in the trade balance due to weak domestic demand and the reduction for
imports in general, the deficit in the current account increased mainly due to the negative impact that had on
the income revenue account the deterioration of the Cypriot banks' operations overseas and especially in
Greece. The stabilization of the situation in the income account in the current year, in line with the further
reduction in imports is expected to contribute to significant reduction of the deficit in the current account.
Regarding the Cyprus banking system, the situation had deteriorated significantly since mid-2011, mainly due
to higher forecasts for loan portfolios in Greece and Cyprus, as well as losses from the impairment of Greek
government debt.
The continuous credit rating downgrading of Cyprus by international credit rating agencies and their respective
downgrades of the Cypriot banks have created special liquidity problem in the Popular Bank of Cyprus so that
as, of September 2011 to request the CBC to provide emergency liquidity (ELA).
Please allow me to remind you that, in early 2012 the erroneous notion had prevailed, as it turned out in
retrospect, that, the two biggest Cypriot banks were able to find private funds for their recapitalization or to sell
at a profit a part of their assets up until June 30, 2012.
In early May 2012, when I took over the duties of Governor of the CBC, the then Administration of Popular
[Bank of Cyprus] admitted that they needed government support, given their failure in attracting private
investors, pressuring the state to become a guarantor (underwriter) by issuing new capital to the bank, in the
amount of € 1,8 bn. euros. With this procedure the Popular Bank of Cyprus, was essentially nationalized with
the government to acquiring 84% of the share capital, with the approval of the House of Representatives. We
supported this position, so that the bank does not collapse with all the ensuing consequences for the banking
system and the state, having indicated in writing to the Ministry of Finance that the ELA was already
alarmingly high. The uncertainty for the bank continued as well as the ability of the government being able to
support it, until the day that the initial agreement with the Troika for the financial sector was reached on
November 18, 2012. I will not comment further on this issue, I refer you to the notification of the CBC on
March 30, 2013, which includes a comprehensive explanation of how the provisions of emergency liquidity to
Popular Bank of Cyprus were increased.
The Bank of Cyprus had assured us that until the middle of June that it did not require government support and
that it was a matter of time of selling some assets up until the end of June to meet the capital ratio requirements
set by the European Banking Authority. The data, however, changed immediately after the General Meeting of
the bank and the-then management of the bank informed us that on the basis of preliminary calculations, it
needed support in the order of €500 million.

2

[ENGLISH TRANSLATION OF PRECEDING GREEK DOCUMENT]

These conditions, coupled with the inability of the state to provide financial support to banks, forced the
previous government to apply for financial support to the EU Stability Mechanism and the IMF in late June
2012. The rest is known and I do not want to repeat them, but only to remind you that the CBC had contributed
positively to the Preliminary - agreement with the Troika, inter alia, achieving the first agreement in principle
for the banking system and constantly stressing the need for immediate signature of the Memorandum so that
the recapitalization of banks commence as soon as possible.
The final agreement on the memorandum could not be completed before the completion of the independent
audit of the Cypriot banks' portfolios by the international firm Pimco, in which it would have identified the
capital needs of Cypriot banks, as foreseen in the Memorandum. The findings of the Pimco report were
submitted on January 1, 2013 while the country was in a pre-election period and therefore the Troika stopped
negotiating with the Cypriot authorities up until the beginning of March 2013.
Let me remind you that the data that we had before us, based on the November 2012 initial Memorandum of
Understanding, was that we would receive € 10 billion euros to recapitalize our banks. The CBC had prepared
restructuring solutions for the financial sector based on these data. I remind you that the amount of financial
support by the Memorandum of Understanding was € 17 billion as of last November.
During the Eurogroup meeting on March 15, the Finance Ministers of the Eurozone informed the government
that the total funding will be confined to only € 10 billion for the country and that this money could not be used
to recapitalize Popular Bank of Cyprus or the Bank of Cyprus, thus overturning the then expectations and
plans.
The final political decision of the Eurogroup on March 25, 2013, included, inter alia, the adoption of
reorganization measures for the two large banks, based on the provisions of the resolution measures of
Financial and other institutions law, passed by the House of Representatives as an emergency procedure on
March 22, 2013. The measures concerned, inter alia, the sale of the Greek operations of Cypriot banks, the
division of Popular Bank of Cyprus into a "good" and "bad" bank and the merger of the "good" “Laiki”
Popular Bank of Cyprus with the Bank of Cyprus, as well as the mandatory conversion of a part of the
uninsured deposits of Bank of Cyprus into shares. The reorganization measures taken aimed at preventing
bankruptcy of banks and total protection of insured deposits up to € 100.000 and certain other categories of
uninsured deposits i.e. municipalities, community councils, and general government.
We recognize that the reforms undertaken in Cyprus were unprecedented for any banking system, undoubtedly
had a significant effect on the uninsured depositors of the banks, the real economy, especially in the field of
international business. The CBC has implemented the decisions of the Eurogroup in an orderly manner and
within tight deadlines. Therefore, allow me at this point to express once again my sincere thanks to the CBC
staff who, tirelessly and with exemplary zeal and responsibility worked day and night and made it through
these difficult tasks, to the detriment of their personal and family life. Without their contribution we could not
respond effectively to the critical role they undertook to rescue the banking system and to an extent the Cypriot
economy.
In fact, there is no alternative choice for the Central Bank than from continuing to work on the basis of
political decisions taken at the Eurogroup, to complete the implementation of reorganization measures in
cooperation with the Ministry of Finance in order to achieve the restructuring of the banking system and to
ensure the necessary financial stability as soon as possible.
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The recent agreement between Cyprus and Troika for the Memorandum of Understanding and its ratification
by the House of Representatives and the Parliaments of other member Eurozone countries defines the
framework within which to achieve the necessary adjustments of the banking system and of the economy,
while laying the foundation for the alleviation of the uncertainty that has existed lately, especially after the
exclusion of Cyprus from accessing the markets in May of 2011. Already, a very positive result of the
ratification of the Memorandum of Understanding is the recent decision of the Board of Directors of the ECB
to accept the bonds of the Republic of Cyprus as eligible collateral for monetary fiscal policy operations.
The current situation, in which we are called upon to manage as well understood by all of us, was not created
overnight. It was the result of a series of chronic errors and omissions, for example, the exponential increase in
the size of the banking system during the period of 2006-2011, the reckless expansion of banks abroad in a
way that created a potential obligation on the state, the huge investment in bonds of the Greek government.
The relaxations in lending both in Cyprus and abroad which frequently exhibited weaknesses as evidenced in
the evaluation report by Pimco. However, I am not here to assign blame. At this point, allow me to make the
following statement, which I consider very important: If the CBC had not supported the two major banks with
the necessary liquidity, then they would have been driven to a disorderly bankruptcy and liquidation directly
activating the Deposit Protection Fund, the funds of which, is well known, were not adequate resulting in the
mandatory repayment of the insured depositors thus triggering the Cypriot state to disorderly bankruptcy with
disastrous consequences for our country, as I have indicated in the beginning of my speech. Despite strong
criticism, I point out that the ELA played (and still plays) a stabilizing role, allowing the proper functioning of
the banking system during the negotiations on the Cyprus memorandum.
Additionally, the CBC operating as a Resolution Authority implemented in an orderly manner and with a
common understanding with the government that which the government agreed upon in the Eurogroup, that, I
repeat, the sale of Greek branches, the separation of the Popular Bank of Cyprus to a "good" and a "bad" bank
and the merger of the "good" Popular Bank of Cyprus with the Bank of Cyprus.
In reference to the audited financial results for 2012 which are part of the Annual Report, I, note that CBC
strengthening the national fiscal budget, transferred 80% of its net profits to the national account as is
prescribed by the Laws of the Central Bank of Cyprus. The amount which has been transferred as of March 26,
2013 the Consolidated Fund of the Republic amounted to € 89 million from the total net profit, compared
to €13.2 million in 2011. Concurrently, it should be noted that prior to determining the net profit of the CBC
for the year 2012, an amount of €185 million, which was derived from the earned interest of providing
emergency liquidity aid to Popular Bank of Cyprus and given risks which accompany the emergency liquidity
assistance burdening the balance sheet of the CBC, for the greatest possible assurance of the economic
independence of the Bank, by decision of the BoD, has been transferred to an risk management account
shielding it against the dangers of the market.
In concluding, I believe that despite of the difficulties which exist, the determined implementation of the MoU
measures, regardless of short-term negative effects, is a must in order for our country to return to a sustainable
growth path with healthy public finances and financial stability.
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