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Cyprus
and the European Union

M onday, M arch  30th , 1 9 9 8  
j twenty - six years o f  waiting came to 
i an end, when the European Union,
| (EU) formally commenced accession 

------------- J negotiations with Cyprus. The is
land republic has been associated with the EU  
since December 19th, 1972 when it concluded 
an Association Agreement with the then Europe
an Community. The Association Agreement was 
entered into force on Ju n e 1st, 1973. Although 
Cyprus had expressed its interest to·join the E u
ropean Community as fa r  hack as the early sixties, it was the accession 
o f  the United Kingdom in 1972 that made the Association Agreement 
o f  Cyprus with the Community inevitable. The U.K was the largest 
trading partner o f  Cyprus at the time and one with which Cyprus, as 
a member o f  the British Commonwealth, enjoyed privileged economic 
relations. The 1972 accord provided fo r  the gradual elimination o f  
all trade barriers, included clauses aimed at bringing about technical 
and industrial cooperation and provided the creation, in two stages, 
o f  a customs union between the Community and Cyprus. The first 
stage o f  the customs union was scheduled to end in 1977. However 
political turmoil, that climaxed with the 1974 Turkish invasion and 
the forced division o f  the island, postponed but did not freeze, the As
sociation Agreement. The intended transition to the second stage o f  
the Association, which should have ended on Ju n e  30th, 1977, was 
extended until December 31st, 1979.

From mid - summer 1974 to 1979, what lws been universally acknowl
edged as an economic miracle occurred on Cyprus. The 1974 Turkish 
invasion had left Cyprus economically prostate. Turkey’s American - 
equipjred and NATO - trained army , occupied the northern 37%  o f  
Cyprus. This area included 55%  o f  tire country’s coastline, its flourish
ing tourist industry, its agricultural heartland, citrus groves and the 
toums o f  Morphou, Kyrenia and Famagusta. The latter was the tourist 
jewel o f  Cyprus and its largest port. Because o f  its proximity to the 
Turkish occupied area, the international airport at Nicosia also became 
inoperative. Thus fo r  a  time Cyprus was cut o f f  from  the rest o f  the 
world,, and the resultant displacement o f  inhabitants led to a  contrived 
division o f  the island.

The Cypriots, however, bounced back politically and economically 
through hard work, sacrifice and a cohesive strategic plan that brought 
together government, the business and banking communities and the 
island’s trade and labour unions. Ankaras’s invasion went unrecog
nized across the world; international courts and forums, including the 
United Nations and the Security Council, have repeatedly condemned 
the forceful division and the continuing violation o f  human and politi
cal, rights in Cyprus. By 1978, the war - devastated economy had re
bounded from  an 18% drop in GDP and, 30%  unemployment, just, 
fou r years earlier. Although one - third o f  the population was dis
placed and. barely surviving in 1974, by 1978 the ec.oiwmir.cd devas
tated refugees were housed in government - built temporary housing. 
Furthermore by 1978, unemployment dropped to 2%, the GDP at
tained an average real rate o f  growth o f  almost 6% per year and in
flation was kept under control.

By 1979 Cyprus was thus able to meet all the tran
sition requirements o f  the first stage o f  the Associa
tion Agreement.. The EC, nonetheless, was unwill
ing to proceed with the second stage o f  the accord 
leading to a custom union. During the eighties, 
however, two events contributed to a  significant shift 
in the attitude and policies o f  the Community to
wards Cyprus. The first was the participation o f  
Greece as fu ll member o f  the Community in 1981. 
The second was the further development o f  Eurojie- 
an integration and the emergence o f  tlie institution* 

o f  European Political Cooperation. As the Community became more 
interested with political issues, it became nwre involved with the situa
tion in Cyprus. In 1983, fo r  example, the Council o f  Ministers con
demned the secessionist efforts by Turkey and the Turkish Cyjniot lead
ership to set up on independent "state” in the Turkish occupied part o f  
Cyjrrus. This Turkish act had also been declared “legally invalid” by 
the Security Council. It received no recognition except from  Ankara 
which had inspired it in the first place.

In subsequent years the Council adopted numerous statements sup
porting the initiative o f  the Secretary - General o f  the United Nations 
and called for a  peaceful and just solution based on United Nations 
principles. It also considered exports from  the occupied part o f  Cyprus 
illegal, a  position confirmed by the judgment o f  the European Court o f  
Justice. In 1987 and after ten years delay, a  Custom Union Protocol 
between Cypivs and EC  was concluded and entered into force on J a n 
uary 1st, 1988. The Protocol, governing the transition to the second 
stage o f  the Agreement, likewise called fo r  the completion o f  a  Custom 
Union in two phases and set up a  nexo timetable. The first, from  1988 
to 1997 and the second from  1998 to 2002, by which lime Cyprus 
would be fully integrated with the European Union.

The increased interest o f  the Community with Cyprus stemmed from  
the recognition that its Mediterranean policy, i f  it were to make politi
cal and. economic sense, had to address Mediterranean issues includ
ing Cyprus. Turkey, the enforcer o f  the division o f  Cyprus had, by 
1987, tabled its bid to join  the Community. While the Commission 
opined that Turkey was not ready to join the Community, its eventual 
accession was not rejected. Inevitably however, the Council also linked 
its relations with Turkey to Cyprus when it declared in April 1988 
and. subsequently, that the Cyprus problem effected Turkey’s relations 
with the Community. For its part and rather belatedly Cyprus submit
ted, on July 3rd, 1990 its application to join the Community. On Ju n e  
30th, 1993 the Commission issued, its opinion on the application o f  
Cyprus considering it eligible fo r  membership. The Council adopted 
this opinion in October 1993. This was a momentous occasion in the 
quest o f  Cyprus to join  the Community. The Commission did express its 
reservation, however, as to whether Cyprus would he able to join the 
Community without, having first solved its political, problem. And it 
went, on to jirojiose a  re - examination o f  the Cyjirus application in 
January 1995 in light o f  the progress made fo r  a solution o f  the prob
lem through the iniercommunal negotiations held, under the auspices o f  
the Secretaiy - General o f  the United Nations. It appeared that the 
Turkish side were reluctant to accept the suggestions coming md o f  the
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Cyprus is Europe

March 1998 is already a historic date fo r  Europe and the 
world. During the last week o f the month two milestone de
cisions took place that are destined to transform Europe’s 
phase in irrevocable ways and to have a positive impact 
on the rest o f the world. Crossing a historic obstacle in the 
construction o f Europe, the European Commission recom
mended on March 25th that eleven EU members are fit to 
join a new single currency zone, the Euro - zone, begin
ning January 1st, 1999. And five days later, in Brussels, 
the European Union formally opened negotiations whose 
aim is to bring ten former Communists countries and Cy
prus into the Union. President o f  the E U Council o f  Min
isters, British Foreign Secretary Robin Cook, told the f i f 
teen members and the eleven prospective ones that March 
30 th marked the day that “we are starting the process o f f i 
nally putting behind us the division o f Europe into East 
and West which has scared Europe fo r  the last half o f  the 
century”, while German Foreign Minister, Klaus Kinkel, 
characterized the enlargement as the process that will 
spread “peace, democratic stability and prosperity across 
all o f  Europe”. Ever since its establishment, more than 
forty years ago, the E U has expanded in stages living up 
to its philosophy and pledges that it will welcome all demo
cratic European countries.
Cyprus is one such European and democratic country.
“The European vocation and character” o f  Cyprus were acknowl
edged by the European Commission in Ju n e  1993 and, in subse
quent decisions, the European Commission acknowledged the suit
ability o f  Cyprus f o r  accession to the E U  and took several deci
sions to that effect. Praising the decision o f  the European Union 
on Cyprus an d  at the same time acknow ledging the difficulties 
that lie ahead, Cypriot Foreign Minister 1. Cassoulides declared  
that “f o r  the people o f  Cyprus, Greek Cypriot and Turkish Cypri
ots, this is a  historic day” noting that Cyprus is finally  meeting its 
European destiny as it begins the accession process. Minister Cas- 
soidides emphasized that the prospect o f  Cyprus accession is impor
tant f o r  two main reasons. Firstly, because Cyprus is part o f  E u
rope because o f  its democratic polity, and pluralistic society , its 
political history and  culture an d  because o f  its vibrant market 
economy. A nd secondly, because the accession process and  the 
prospect o f  accession to the European Union create a  dynamic that 
can act as a  catalyst fo r  the solution o f  the Cyprus problem. “The 
involved parties”, declared the Cypriot Minister, “must act so that 
the Cyprus problem will be solved before the next E U  enlargement. 
We want a  mutually acceptable fed era l solution. The reunifica
tion o f  our country , which we consider our first and  forem ost pri
ority, must take p lace so that a  united Cyprus can become a mem
ber o f  the European Union”

Towards this end President G. Clerides has proposed, during the 
E uropean  Conference in Edinburgh, that the Cypriot negotiat
ing team be comprised o f  a  mixed Greek and  Turkish Cypriot 
delegation. The Clerides proposal, characterized as “generous” 
by E U  Commissioner Van den B roek and as “fa i r  and  reason
ab le” by the E U  President o f  the Council o f  Ministers, R obin  
Cook, was summarily rejected by A nkara an d  Turkish Cypriot

leader R . Denktash. R esponding to A n kara ’s arguments, that 
Cyprus has no right to become member o f  the E uropean Union, 
Mr. Cook had  this to say :

“On the issue o f  enlargem ent o f  the E uropean  Union, our posi
tion is quite clear: Cyprus is perfectly entitled to apply f o r  mem
bership to the E uropean Union an d  the E uropean  Union must 
consider that application  on its own merits. It is the view o f  
B ritain  that these merits are  strong an d  Cyprus has worked  
hard to bring its laws into line with the E uropean  Union acquis 
an d  has actually  got one o f  the better developed  econom ies 
am ong the applicant countries.

O f course, we would prefer to see a united Cyprus to enter the EU but 
the government o f  Nicosia cannot o f  itself achieve that settlement that 
requires the participation and cooperation o f  the Turkish Cypriot com
munity as well. And we very much regret that Mr. Denktash has 
turned down the offer, I  think a  fa ir  and reasonable offer by President 
Clerides, fo r  a mixed delegation to negotiate with the EU that includes 
representatives o f  both communities.”

F or alm ost a  quarter o f  a  century the Cypriot side has been 
m aking  “f a i r  an d  rea son ab le” p roposals f o r  a  solution that 
would ensure the right o f  a ll Cypriots within a  democratic and  
pluralistic state , one in which individual and  communal rights 
can be sa feguarded  an d  political rights exercised. But as the 
President o f  the E U  Council o f  Ministers noted “Nicosia can 
not o f  itself achieve [  a  Cyprus] settlement. ” It takes two to tan
go. This lack o f  political w ill f o r  a  settlement by the Turkish side 
has also been publicly acknow ledged by the Security Council o f  
the United Nations which, in 1994, had  been obliged to state 
th a t , inter alia, “ the Security Council fin d s  itse lffa ced  with an  
already fa m ilia r  scenario: the absence o f  an  agreement [  on Cy
prus] due essentially to a lack o f  political w ill on the Turkish 
Cypriot side” (Doc. SI1 9 9 4 /6 2 9  p a ra .53  M ay 3 0  1994 .)

A new era is dawning in European history. It is one marked by the 
unacceptability o f  the use o f  force  or the threat o f  use o f  force in 
the settlement o f  disputes, whether internal or external. It is an era 
marked by the diffusion and  devolution o f  power, the democratiza
tion o f  societies and the empowerment o f  people. And it is one that 
acknowledges an d  safeguards what is unique in every culture 
whether large or small. This has been the dream o f  the founders o f  
European unity and o f  their successors who are methodically, p a 
tiently and wisely, turning this dream into a  reality.

T he overw helm ing  m ajority o f  Cypriots that com prise more 
than 82%  o f  the total population - the Greek Cypriots, the M ar- 
onite Cypriots, the Armenian Cypriots an d  the Latin  Cypriots- 
want to p artake in  this em erging E uropean  reality. Ju d g in g  
fr o m  pu b lic  statem ents o f  prom in en t T urkish Cypriots an d  
press reports, the overwhelming majority o f  the Turkish Cypriots 
also want to participate in this as well. And that is why P resi
dent Clerides proposal f o r  the Turkish Cypriots to jo in  a  mixed 
delegation to negotiate the accession o f  Cyprus to the E uropean  
Union will rem ain on the table. T he choice is with the other 
side. However, Cyprus should not be kept out o f  a  united Europe. 
Cyprus is Europe.
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National Roots, 
International Access

With more than a hundred years of experience, the Bank of Cyprus 
is the oldest and largest financial institution in Cyprus offering a full 
range of banking, financial, insurance, investment and property 
services.

The Bank of Cyprus has made its presence felt in the international 
banking scene through an extensive network of branches in Cyprus, 
Greece and the United Kingdom, in particular in the latter where it 
has been serving the needs of the Cypriot community for 40 years.

For its international clients, the Bank of Cyprus has set up 
International Business Units to cater exclusively for their needs and 
provide professional advice and a range of specialised services.

Moreover, the Bank’s Private Banking Unit in Cyprus and Greece 
provide a full range of international investment and other financial 
services, catering for the needs of private clients.

For more information on banking and doing business in Cyprus, 
contact the Bank of Cyprus.

FULL BANKING OPERATIONS IN: 
CYPRUS, UNITED KINGDOM, GREECE

HEAD OFFICE
51, Stassinos Street, Ay. Paraskevi, Strovolos 
P.O.Box 1472, Nicosia, Cyprus,
Tel: 357-2-378000, Fax: 357-2-378111

INTERNATIONAL BUSINESS UNITS
•  Nicosia: 21 Evagoras Avenue,

Tel: 357-2-467700, Fax: 357-2-368612
•  Limassol: Ay. Zonis & Thessalonikis Str.,

Pentadromos Centre,
Tel: 357-5-341910, Fax: 357-5-358768

YOU MAY ALSO CONTACT
• Bank of Cyprus (Athens), Tel: 301-3600484, Fax: 301-3640327
• Bank of Cyprus (London), Tel: 44-171-3045800,

Fax: 44-171- 4366149

Bank of Cyprus

A H U N D R E D  Y E A R S  A H E A D

negotiations and kept rejecting proposals fo r  a  settlement put forth by 
the Secretary - General fo r  a  federal settlement and kept placing pre
conditions, which i f  accepted nullified the basis o f  any future federal 
arrangement. This assessment o f  the Turkish position began to be re
flected in the reports o f  the Secretary - General to the Security Council 
as well in the repoits o f  S. Abou, the high ranking Commission offi
cial appointed in 1993 as the Community’s observer on Cyprus.

The political decision o f  the Council to enlarge the Community east
ward,, following the end o f  the Cold War and the recognized need to 
maintain a  balance between, eastward and southward expansion, led to 
the June 1994 Corfu Council decision that the next enlargement would 
include Cyprus and Malta. This decision was reconfirmed at. the Essen, 
Council meeting in December 1994. In a  sense, Corfu and, Essen set the 
stage fo r  the delinking o f  the accession fo r  a political solution o f  the Cy
prus problem, i f  the Turkish, side persisted in its negative stance. The de
cision could not have been any different, fo r  otherwise the European 
Union would, have been adopting a policy o f  condoning the Turkish oc
cupation o f  Cyjrrus and allowing a  third country, Turkey, to decide 
Community policy. The final delinking occuned on March 6th, 1995 
when the Council decided (a) that accession negotiations with Cyprus 
would commence, at the latest, six months after the conclusion o f  the 
Intergovernmental Conference o f  1996 and (b) it adojrted concrete pro
posals fo r  a specific accession strategy including a  structural dialogue 
between the EU and Cyprus. The Council did express regret fo r  the lack 
o f  progress fo r  a  UN sponsored solution, and reiterated its position that 
the accession o f  Cyjnvs will bring increased prosperity and, security to all 
Cypriots. But it was also made clear that Cyprus could not forevei' be 
kept outside Europe because a third country so insisted.

Subsequent Council decisions reconfirmed this stance. And at the 
Florence Council, the Cyprus lime - table was used fo r  the com
mencement o f  the accession negotiations with Central and Eastern 
European counties as well. Hence the historic celebrations in Brus
sels on October 30th, 1998.

No one in Cyprus has any illusions as to the road ahead. It will 
be a  long and winding road. No one also has any doubts that a 
solution to the political problem will facilitate accession by elimi
nating reservations from  certain individual E U  countries and  
from  some influential circles. But the E U  has now determined 
that a  political solution is not a  condition fo r  accession. And both 
the E U  and the Cyprus delegations are cognizant that in the en
suing negotiations the interests o f  a ll Cypriots, political and eco
nomic, must be taken into account. But always however in line 
with the acquis communautaire o f  the Union. Fortunately the 
economy o f  Cyprus is small, unlike that o f  divided Germany fo r  
example, and will be able to compensate structurally and other
wise and in relatively short period,, should the Turkish Cypriot 
side decide, to jo in  the Cyjniot negotiating team any time during 
the accession negotiations. In the words o f  President Clerides, 
nominated Turkish Cypriot representatives will, be "included as 
fu l l  members o f  the Cyprus team” and their views “will be dis
cussed freely, seriously, and in good fa i th .”

Meanwhile the Cyjnvs government, the banking and business commu
nities, labour and trade unions and other vested interests, are busy jzrepar- 
ing and adjusting to meet the economic challenges. The economy o f  the is
land has long been in the jnocess o f  integrating with the European Un
ion. The import - export trade has been basically liberalized through the 
gradual implementation o f  the, first jrliase o f  the Customs Union Agree
ment and other international trade regimes. The Common External Tariff 
has been, adojited as o f  January 1st, 1998. As a  result trade volumes with
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the EU presently account fo r  about 55% o f  the country’s foreign trade. 
Most o f  the negative impact o f  the implementation o f  the customs union 
has been felt by the manufacturing industry and to a  smaller degree by ag
riculture. But all recognize that harmonization with the acquis commu- 
nautaire will result, in a more efficient and productive economy.

Current accession strategy calls fo r  the economy to meet all require
ments fo r  membership in the single European currency (EMU) 
during the accession talks period that will last through 2001. Ex
cept fo r  the last couple o f  years, Cyprus has been persistently meet
ing the Maastricht stipulated macroeconomic convergence criteria 
fo r  joining the EMU. During 1996 and 1997, however, the fiscal 
deficit was slightly above the 3% criterion and so was inflation. 
This was due to a number o f  reasons including loss o f  revenue 
from  import duties, higher defense outlays and a slight drop in 
tourist arrivals. Cyprus’s top bankers however are confident that 
these are manageable problems and they are looking forw ard to the 
new vistas that E U  membership holds fo r  Cyprus. Already the 
county’s two largest banking concerns, the Bank o f  Cyprus Group

KBOC), with a market share o f  more than 40%, and the Popular 
tank o f  Cyprus, with a  market share o f  over 30%, have been ac

tive in two EU  countries with fu ll fledged banking and financial 
s e n  ices. Although the original motive fo r  overseas expansion was 
to serve the large expatriate Cypriot and Greek communities, the 
strategy now has grown more sophisticated. According to Solon 
Triuntafyllides, Chairman o f  the Bank o f  Cyprus Group (BOC), 
has been implementing a strategy to diversify its shareholders base 
by internationalizing the BOC share. BOC bonds are currently list
ed and traded on the Luxembourg Stock Exchange, a  listing has

recently been obtained on the London Stock Exchange and steps are 
underway fo r  a listing on the Athens Stock Exchange. The Bank o f  
Cyprus is already the largest growing tourism bank in Greece and, 
increasingly, a large chunk o f  the BO C’s operating profits are gen
erated from  overseas activity.

Both the BOC group and similarly the Popular Bank Group have b’een 
active in Greece ami the U.K and both banks have recalled out in fa r  
away places like Australia, Canada, South Africa ami the US. Accord
ing to Kikis Lazaridis, Chairman and C hief Executive o f  Popular 
Bank, his Group’s strategy is not merely to have representatives offices 
overseas but to actively promote Cyprus as a  regional financial and 
shipping center. Supported by the HongKong and Shanhai Banking 
Corporation (HSBC Holdings), which since 1970 has been the largest 
share holder o f  the Popular Bank, the latter· is promoting expansion 
strategies in the Balkans and Easier Europe while pursing diver sifying 
strategies in offshore shipping financing and mutual fund management.

In fact i f  ther e is one single area where Cypriot and EU  negotiators will 
bargain hard this will concern offshore activity and services which have 
grown dramatically in Cyprus. While certain offshore activity might suf
fer■ setbacks, Cypriot negotiators are confident that same advantages w ill 
be permitted as in the case o f  Ireland arul Portugal.
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CYPRUS Head Office:
154 Limassol Ave., P.O.BOX 2 0 3 2 .1 59 8  Nicosia 
Tel: +  357 2 752000, Fax: +  357 2 812873

GREECE European Popular Bank
Head Office: Panepistimiou 1 3 ,1 0 5  64 Athens
Tel: +  301 331 3300, Fax: +  301 324 3141

YUGOSLAVIA Knez Mihajlova 30 Belgrade,
Tel: +  3 81 11  3283205, Fax; +  3 8111  3283402

UNITED KINGDOM Head Office:
19 Fitzroy Street London W 1P 6BQ
Tel: +  44 171 580 6091 Fax: +  44 171 580 4636

AUSTRALIA Main Representative Office:
203 Lonsdale Street Melbourne, Victoria 3000- 
Tel: +  613 9663 2820 Fax: +  613 9663 7857

UNITED STATES OF AMERICA 450 Park Avenue,
19th Floor Suite No. 1901, New York NY 10022 U.S.A. 
Tel: +  212 319 3515, Fax: +  212 319 3516

SOUTH AFRICA Main Representative Office:
Finance House, Ernest Oppenheimer Drive
2198 Bruma, Johannesburg
Tel: +2711  622 3530, Fax: +2711  622 3575

CANADA Main Representative Office:
484 Danforth Ave., 2nd Floor, Toronto, Ontario M 4K 1P6  
T e l:+  416 466 8180,
Fax; +  416 466 9609 _ _ _ _ _ _ _ _

O -
w

POPULAR
BANK

Associated with:

HSBC <X>
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