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Answers to Written Questions

The following communication was received on 22 July 1997 from the Delegation of Cyprus
responding to questions raised by delegations and the discussants during the review.

QUESTIONS FROM AUSTRALIA

Free movement of goods under the Customs Union Agreement which cameinto forcein 1988
between Cyprus and the EC will be achieved by 2002. At what point will agricultural goods be
freely traded, bearing in mind that Cyprus maintainstariff quota regimes that include trade for
which the EU enjoys preferential access? What principles of the CAP will be applied to Cyprus?

The passageto the second phase of the Agreement was discussed at thelast Association Council
between EU and Cyprus. The Government of Cyprus is now expecting the Commission to respond
with concrete proposals on the procedure to be followed.

Asregardsthe principlesto be followed in rel ation to the mechanisms of the CAP to be adopted
by Cyprus, we quote article 26 of the CUA.

"1. The free movement of agricultural products covered by the Agreement and the present
Protocol by reciprocal concessions, shall be conditiona on an Agreement being made in the
framework of the decision taken by the Association Council for the passageto the second phase
of the second stage, on the following principles.

(i)  Theintroduction by Cyprus of Community quality standards for these products.
It is noted that Cyprus will implement quality standards for 24 vegetables and
12 fruits, asfrom 1.1.1998. The standards are harmonized with those of the EU.
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(i)  Theapplicationby Cyprusinternally of domestic priceconstraintsfor these products
similar to those in force in the Community, with a view to ensuring the stability
of the domestic market and avoiding market crises.

(iii) Theapplication by Cyprusof Community measuresfor theseproductsat the Cyprus
frontier."

In any case, this issue is directly related with the developments of the negotiations on the
application of Cyprus for full membership with EU.

Australiaunder standsthat Cyprusintroduced atariff quotaregimefor frozenlambin 1996
to replace the domestic purchase requirement. Cypruslamb imports fell dramatically after the
introduction of the new system. Does Cyprus consider that the MFN tariff quota, which includes
an allocation for preferential trade, has maintained current access opportunities for exporters
of frozen lamb is required by the Uruguay Round?

Y es, thenew import regimefor frozen lamb maintains current access opportunitiesfor exporters
of frozen lamb as required by the Uruguay Round.

It should be noted that the rates of duties for this product are well below the level of our
commitmentsto WTO and under the new system therewas not afavourable shift to preferentia imports
of this product against MFN imports.

With thelifting, asfrom 1.1.1996, of theimport restrictions for this product and the abolition
of the domestic purchase requirement, it became necessary to introduce atariff quota. The experience
of earlier years showed that the alocation of tariff quotaon afirst comefirst served basis would create
conditions of oligopoly with the quota being utilized by a limited number of importers. Hence, the
combined system which treated all importers equally was considered to be the most appropriate.

As areaction to the BSE crisis, demand for all meat, not just beef, had declined drastically
in 1996. In addition, tourist traffic in Cyprus had declined, accentuating the poor market conditions
for frozen sheepmeat; thesefactorsresulted in reduced consumption of both locally-produced products
and imported frozen shegpmeat. The situation was not expected to arisein the future; imports of these
products for the first five months of 1997 were aready well above total imports for 1996.

Can Cyprus confirm that it has removed the local purchase requirement on cheese?

It is hereby confirmed that asfrom 17.1.1997 Cyprus has removed theloca purchase requirement
on cheese.

QUESTION FROM CANADA

Foreign investment in certain important services industries is allowed on a case-by-case
basis. Can Cyprus clarify whether there are any guidelines which set out criteria to be used in
the approval process? Are these restrictions considered permanent or transitional ?

For a smal number of cases, such as the establishment of new banks and new insurance or
financial services companies, the publishing of newspapers and the establishment of new airlines
companies, thelevel of foreign participation isdecided taking into account the particular characteristics
of each individual case. For the assessment of these applications consultations take place between the
Central Bank and the competent Ministry. There are no predetermined guidelines or criteria on the
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basis of which applications are assessed though in the case of banks, besides the minimum capita
requirement, "fit and proper" and "experience in the field" criteria are applied. These restrictions
may be considered transitional aiming to further liberalizations.

QUESTIONS FROM THE EUROPEAN UNION

Tradein servicesincreased ten-fold between 1980 and 1996. How does the Gover nment
view the dependence of the economy on tourism and the future prospects for the development
of the services sector?

Tourism will remain an important economic activity as it is an area where Cyprus has a
comparative advantage. However, it has approached its limitsin terms of bed capacity. Besides, the
efforts to enrich the tourist product and diversify the relevant markets, Government policy aims at
reducing the dependence on tourism and achieving amore balanced growth through theimplementation
of measures in the following directions:

- strengthening of the manufacturing sector and improving its supply conditions;

- promotion of other exportable services, where Cyprus has the potential to become a
regiona service centre.

Please comment on progress made in improving conditions of competition. Does the
Government intend to take further stepsto promote competition in areas where monopolies still
exist?

The Law for the Protection of Competition No. 207/89 came into force on 8.6.1990. This
L aw reproducesthetext of articles 85 and 86 of the EC Treaty and most of the provisions of the Council
Regulations No. 17/62 and 27/62. Article 85 prohibits agreements which prevent competition to an
appreciable extent; Article 86 prevents abuse of adominant position, affecting trade between member
States. Exemptions to article 85 apply to agreements necessary for the attainment of the objectives
of the CAP and practices or agreements which contribute to improving the production or distribution
of goods or promoting technical or economic progress.

The current legislation outlaws import cartels, but alows export cartels in order to enhance
exports. Theam of competition policy in Cyprus isto consolidate the existing legidlative framework
in order to cover al sectors of economic activity, including the operation of public enterprises, and
to make it comparable to the EU regulatory framework.

The above-mentioned law is enforced by an independent seven-member Commission (located
a the Ministry of Commerce, Industry and Tourism) acting as an administrative tribunal (similar to
the European Commission) and assisted by the Competition and Consumer Protection Service of the
Ministry of Commerce, Industry and Tourism. The seven members of the Commission are appointed
by the Council of Ministers. At least three members of the Commission must come from the private
sector. Theresponsibility of the Commission isto investigate restrictionsor distortions of competition
and to examine applications with a view to grating exemptions from the law. The Division, acting
as Secretariat to the Commission, maintains a register of applications for exemptions and decisions
of the Commission and of the High Court of Appeal.

The Competition and Consumer Protection Service hasal so drafted seven Orders of the Council
of Ministers regarding block exemptions from the provisions of the Law No. 207/89 which are an
exact replicaof the European Commission Regulations No. 1983/83, 1984/83, 2349/84, 4087/88, 556/89,
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417/85 and 418/85. These Orders, which are in force today, concern agreements between enterprises
on subject mattersregarding exclusivedistribution, exclusive purchasing, patent licensing, franchising,
know-how licensing, specialization, and research and devel opment respectively. The Competition and
Consumer Protection Service is also preparing additional orders and regulations, within the prospect
of harmonizing Cypriot legislation with the acquis communautaire for the better enforcement of the
Competition Law No. 207/89 which will enable Cyprus accession to the European Union.

The Competition and Consumer Protection Service, in cooperation with aforeign expert, has
completed the preparation of a draft law regarding the control of concentrations between enterprises
whichisbased of the European Council RegulationsNo. 4064/89 of 21.12.1989. Thisbill wasapproved
by the Council of Ministers in December 1996 and has been recently forwarded to the House of
Representatives and is expected to come into effect during 1997. The specific objective of this piece
of legidation is to prevent any takeovers or mergers between enterprises which tend to create or
strengthen the existing dominant position of enterprises in the relevant market or industry thereby
restricting or distorting competition. Under theproposed | egislation, companieswithanannual turnover
of more than £C 2 million would need permission to acquire or merge with competing businesses.
Such legislation would not be retroactive.

TheCommission for the Protection of Competition meetson averageonceaweek. During 1996
the Commission had held 50 meetings. Four new complaintswerelodged withthe Commissionin 1996
and six new self-appointed or voluntary cases concerning violations wereinitiated. The Commission
also issued eight decisions on different subject matters concerning transgressions of the law.

QUESTIONS FROM HONG KONG

Diver gence between MFN and preferential rates. Wehopethat Cypruswould bring down
MFN rates to align them with the preferential rates so as to allow fair competition. We would
liketo know if Cyprus has any plan to adjust the high tariff productsto let them fall in linewith
the preferential rates.

The possibility of reviewing any high tariff rate aways exists, depending on specia
circumstances. The tariff rates are anyway subject to annua reduction commitments. In addition,
Cyprus will review the tariff rates, when proposals on adopting CCT tariffs will be made, in the
framework of negotiations with the EU.

In entering into the second phase of the EC-Cyprus CUA, how would anti-dumping measures
in force in the EC be dealt with in Cyprus?

If everything proceeds as planned and the amendment of existing anti-dumping legidlation is
completed by theend of 1997, then in entering into the second phase of the EC-Cyprus Customs Union,
Cyprus would have aready been harmonized with the EU legislation which conforms to WTO
commitments.

While Cyprus bound roughly 80% of its industrial products at an uniform rate of 40%
as its undertaking in the Uruguay Round, a number of products and sectors such as clothing,
footwear and motor vehiclesremain unbound for protection of thelocal industry (WT/TPR/S/ 25,
p. 25, para. 6). Inaddition, clothingimportsfrom MFN suppliersare subject to an average duty
of over 50%, and a maximum of 60% (WT/TPR/S/25, p. 58, para. 40). Has Cyprus any plan
for bringing in tariff reductionsin these industrial sectors, in particular, the clothing sector, to
allow for more open competition?
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Thetariffsreferred to in the question are the ones that were applied in 1996. In 1997, tariffs
were considerably reduced and they will be reduced further in due course.

QUESTIONS FROM INDIA

Wewould like Cyprusto clarify what changes they expect in their traderegime oncetheir
accession tothe EU isfinalized, particularly sincetheir existing Custom Union Agreement differs
from the main EU Custom Union Agreement.

Onjoining the EU, Cyprus, asall member countries, will be expected to adhere to the common
externa trade policy of the European Union including all bilateral or multilateral agreements or
commitments made by the Union. In this respect Cyprus trade regime will have to be modified
accordingly.

We understand that even though all discretionary import licensing, except perhaps for
groundnuts, has been abolished, quantitative restrictions on imports continue. We would be
grateful if the WTO justification for the retention of these restrictions is kindly given.

Import prohibitions and quantitative restrictions have been abolished from January 1, 1996.
However, for a small number of products the import licensing system has been maintained not for
the purpose of protecting local production but for other considerations such as the protection of health,
safety, environmental factors, etc., pursuant to GATT Articles XX and XXI.

A minimum level of investment is apparently required even in cases where the foreign
investment is up to 100% of the equity. This may be a barrier for entry of small enterprises
especially in food processing industries. Does Cyprus plan to remove these barriers to market
entry thereby enhancing the environment for competition?

Inview of the continuing liberalization process, these barrierswill be reconsidered inthe very
near future with a view to widen further the opportunities for non-resident investment in Cyprus.

We note that an import surcharge is maintained on a number of products which have
perhaps replaced discretionary licences/quotas. Theimport surchargeis expected to beremoved
for all products, except cement, chipboard and water pumps. We note that price controls also
arein place on cement and chipboard. Themultiplicity of regulation may obfuscatetherationale
for the safeguards. We would like to know whether there are any other safeguards on these
products and whether these as well as others have been notified to WTO.

There are no other safeguards on cement, chipboard and water pumps. Safeguards have been
notified to WTO, as provided for in the relevant Agreements.

QUESTIONS FROM JAPAN

To what kind of products are price controls applied, how and to what extent do they
operate?

The agricultura products whose prices are still under control are the following:

(1) Pork;
(2) Poultry and eggs;
(3) Potatoes;

(4) Dry beans.
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Asfar aslocally produced products are concerned, such as pork, poultry, eggs and potatoes,
their maximum pricesarefixed by the Ministry of Commerce, Industry and Tourism. Itisworth while
to note that the Minister takes a decision after the respective matters have been discussed in the
Consultative Price Committee and its suggestions have been submitted to the Minister of Commerce,
Industry and Tourism. The current prices for pork, poultry, eggs and potatoes are as follows:

Wholesale Retail

£C £C
1. Pork per kilo 0.52 1.35
2. Poultry per kilo 1.05 1.16
3. Eggs per dozen 0.52 0.57
4. Potatoes per kilo - 0.40

In the case of dry beans maximum margins are set for the wholesale and retail prices, which
currently are 8% and 10% respectively.

Preferential tariff ratesapply toimportsfrom EU suppliers. MFEN ratesarehigh compared
to preferential rates (especially vegetables, fruit, beverages). Does Cyprusintend to review these
high tariff rates?

The possibility of reviewing any high tariff rate aways exists, depending on specia
circumstances. Thetariff ratesareanyway subject toannual reductioncommitments. Inaddition Cyprus
will review the tariff rates, when proposals on adopting CCT tariffs will be made, in the framework
of negotiations with the EU.

Potato and Carrot and Beetroot Marketing Boards are sole exporters of their respective
products, although private exporters may seek permission to export. Could Cyprus explain the
procedures to enable private traders to seek permission to export? Are there any quantitative
restrictions?

Almost al the exported quantities aredirected to Western European countries. In each country
of destinationthemarketing of the Cyprus potatoesand beetroot isexercised wholly through an extensive
network of local private traders. Carrots have not been exported since 1993.

Private traders may seek permission for direct export by applying to the respective Marketing
Board. Permission is usualy granted to private traders to export to non-traditional or to not well
serviced markets such as Central and Eastern European countries, Middle East Countries and countries
of al other continents (Asia including Japan, Africa, America, Oceania).

Normally theexportershaveto buy their potatoesor beetrootson af.o.b. basisfromtheBoard's
packing stations in order to secure high quality of the exported product. Exceptionaly, however,
(for very small quantities) the Board may alow the exporters to buy directly from the growers.

Are the local standards authorized by the Government? Are technical committees
governmental or private organizations? Explanations on the contents of compulsory standards.

Local standards are authorized by the Cyprus Standards Organization (CYS) which is a
governmental organization. Technical committees function under the auspices of the CY S and consist
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of representatives from both the Government and the private sector. There exist both compulsory and
voluntary standards. Compulsory standards apply mainly to food items and building materials.

When isthe patent law expected to be brought into conformity with the WTO Agreement
on TRIPS? Does Cyprus adopt procedures to enable property rightholders to lodge application
in writing with the administrative authorities? What are the unauthorized parallel imports that
trademarks and patent rightholders may prevent?

The patent law will be enforced within 1997-1998. Concerning the administrative procedures
in the case of infringement, interested persons can apply to the Office of the Registrar of Trade Marks
for the expungement of a Trade Mark from the Trade Mark Registry if atrade mark has been wrongly
registered.

Unauthorized paralel importsareimportsof goodsthat areillegal copies, pirated products, etc.

Asto retail price controlson pasteurized milk, what are the main reasons and please provide
explanation on the retail price controls themselves.

Price controls were set up in January 1974, after a joint declaration was signed by the
Government, the Employers Association and the Labour Unions. The declaration for price controls
wassignedin order to prevent " priceexplosions' and to keep pricesat reasonablelevels, thusprotecting
the consumer, since there were a number of reasons by the end of 1973 which made such actions
necessary. Thesereasonswerethe energy crisisand theinflation that occurred in countrieswith which
Cypruswastrading. Apart from the above exogenousfactorstherewere also domestic problemswhich
led to the joint declaration such as the conditions of drought.

Today most of the consumer goods and services which were under price controls have been
liberalized and price levels are determined by market forces. One of the few goods whose price is
still under control ispasteurized milk for thesimplereason that thereareonly two unitswhich pasteurize
milk, thus forming an oligopoly.

With duetime and the enforcement of the competition law, it isexpected that by the end of 1998
there will be no price controls whatsoever.

The price controls concerning the pasteurized milk are set by the Minister of Commerce, Industry
and Tourism after thematter hasbeen discussed inthe Consultative Price Committee and the suggestions
of its members have been submitted to the Minister.

Could Cyprus explain why theretail price of imported cheesein most casesislower than
that of locally produced even with higher import dutieson cheese (para. 26, p. 51)? Isthiscaused
by any price control on the product or by any other measures?

There seems to be a misunderstanding concerning the notion that the retail price of imported
cheese is lower than that of similar locally-produced cheeses even with a high rate of import duty.
It is noted that the local production concerns mainly edam type of cheeses. Even before the prices
of edan cheese were liberalized with the then existing system of subsidies and before that with the so
caled "marriage system", the retail prices of locally produced cheeses were lower than the prices of
imported cheeses. According to the results of amarket research which covered the months of March,
April, May and June 1997, the retail prices of locally-produced cheeses are below those of imported
cheeses.
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Regarding athree-year plan to upgradethetourism industry (para. 45, p. 59) areinterest
subsidies and other upgrading measures related equally towards each agency whether they are
local or haveforeigninvestment? Areforeigninvestorsequally treated? Could Cyprusgivefurther
explanations on the three-year plan?

With regard to theincentive schemesincluded in thethree-year Action Plan to upgradetourism
(interest subsidization and other upgrading measures) there is no discrimination towards any tourist
enterprise whether they have local or foreign participation.

The three-year Plan is a package of measures aiming at:

- restricting new hotel development;

- enhancing tourist demand through marketing activities and liberalization of air traffic;

- containing operationa costs in the tourist sector;

- upgradinginfrastructure and the environment and diversifying thetourist product through
the creation of facilities such as marinas, golf courses, theme parks, agrotourism, etc.

Isthe CTO a governmental organization? What isthe CTO authorized to do and what
does it actually do?

TheCTOisasemi-governmental organization. Itisgoverned by aBoard of Directorsappointed
by the Council of Ministers and it has its own budget. All policy decisions are submitted to the
Government through the Minister of Commerce, Industry and Tourism who is responsible for the
supervision of CTO activities. The CTO isresponsiblefor the development and promotion of tourism
intheRepublic of Cyprus. Inthiscontext, the CTO designs, proposesand implementspolicies, executes
short and medium-term programmes for tourism development and coordinates the activities of the
departments and local authorities which are relevant to tourism. It also classifies and inspects tourist
enterprises and undertakes extensive marketing activities abroad.

Arethere any fiedsin which 100% foreign investment is allowed, other than for golf courses
or theme parks?

In the following sectors, subject to certain prerequisites, 100% foreign ownership is allowed.

- Wholesdle and retail trade
- Services sector
- Secondary/manufacturing sector

However, inrestaurantsand commercial representatives, both coming under the servicessector,
foreign ownership is allowed up to 49%.

Regarding the provision, installation and maintenance of telecommunications terminal
equipment, what are the conditions for entry into businessin this field regarding market access
and national treatment? Are there any regulations in this field?

The conditions for entry into business in the field of provision, installation and maintenance
of telecommunications terminal equipment (TTE) regarding market access and national treatment are
as follows:
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@ Provision of TTE

No restrictions provided the TTE has received an gpprovd from the Cyprus Tdecommunications
Authority (CYTA). If the TTE has been certified by an accredited (by the relevant authority of any
of the EU countries) testing laboratory/house as complying with the ETSI standards and/or 1TU
recommendations, then CYTA proceeds with the testing of the interface section only. If thistest is
successful, an approval is granted and the TTE must always be marked accordingly.

(b) Instalation of TTE

Only personslicensed by CYTA areallowedto carry out any install ation of tel ecommunications
servicesand/or TTE. Itisawaysunderstood that the personnel responsiblefor theinstallation of highly
and technol ogically advanced TTE should have been properly trained by the manufacturersof the TTE.

(© Maintenance of TTE

Maintenance of TTE is free of any regulations. It is, however, always understood that
mai ntenance personnel should have been properly trained by the manufacturers of the TTE.

QUESTIONS FROM NEW ZEALAND

Why therewas no prior notification of the intention to combinein and out of quota duty
rates to imports of frozen sheepmeat during the last half of 19967

Asyou may be awarethetariff regimefor frozen sheepmeat was amongst the issues negotiated
with the EU under the obligations of the Customs Union Agreement between Cyprus and the EU.
Thesewere concluded latein 1996 and thereforethe arrangements in 1996 werefollowed on aninterim
basis.

Why were importers of New Zealand frozen sheepmeat not eligible for a refund of duty
amount above £C 0,50 per kilo on lamb meat imports for which they were overcharged
during 19967

The Cyprus Customs and Excise Law does not provide in this case for arefund of the duty.
In any case duties collected do not represent an overcharge as the rate of duty was well below the level
of our commitments to WTO.

Does Cyprus intend to reinstate a "combining" duty rate to imports of frozen sheepmeat
at a later stage and will duties on sheepmeat imported from the EU be subjected to the same
treatment from 1 January 1998?

The Government of Cyprus since 19 June 1996 reverted to adirect import regime for imports
of frozen sheepmeat. It isnot anticipated that the need of a"combined" duty rate to imports of frozen
sheepmeat will again be necessary.

Will the current import regime for frozen sheepmeat apply beyond 1998?

Cypriotimportregimefor frozen sheepmeat applicable beyond 1998 will depend ontheoutcome
of the future negotiations between Cyprus and the EU in passing to the second phase of the CUA.
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Could Cyprus explain whether it has a plan and schedule for a formation of a Customs
Union with the EC within a reasonable length of time? Could details be provided? Does Cyprus
intend to include sheepmeat in a phased reduction programme of tariffs?

The question of inclusion of sheepmeat in atariff reduction programme will depend on the
outcome of negotiations of Cyprus with the EU in passing to the second phase of the Customs Union
Agreement.

Tariff rateson fresh fruit and vegetables ar ehigh and these products also appear to benefit
from export subsidies. Could Cyprus explain the need for protection/assistance in this sector?

Cyprusis presently applying two tariff rates for these products as many of them are included
in the Customs Union Agreement (CUA). As from the completion of thefirst phase of the CUA and
the beginning of the second phase, Cyprus will adopt the same tariff ratesasthe EU. The MFN tariffs
weretheresult of thetariffication procedure, accordingtothemethod given. Asregardsthe comparative
advantage that Cyprus appears to have on fresh fruit and vegetables, the situation is not quite so, given
that the cost of labour in Cyprus has become considerably high and aso taking into consideration the
scarcity and cost of water. Ontheother hand, the productsin question do not benefit to any considerable
extent from export subsidies but mostly rely on internal support measuresand/or coverage of marketing
services and promotional expenses. In fact Cyprus considers the level of export subsidies committed
quitelow. A restructuring programme of thefruit sector isunder study. Therestructuring programme
will include incentives for the introduction of new technology, new varieties, etc., which are expected
to improve the competitiveness of the fruit sub-sector.

QUESTION FROM NORWAY
Is any notification on safeguards by Cyprus in the pipdine?

TheNotification of Safeguards(submitted in March, 1995) marked the potential right of Cyprus
to maintain quantitative restrictions then in force. 1n the meantime, with effect from 1 January 1996
the import licensing regime has been abandoned (with the exception of a few products where import
licensingismaintained for the protection of health, safety, environmenta factorsetc. pursuantto GATT
Articles XX and XXI and imports are freely alowed subject only to tariffs. For the foreseeable future
thereisnointention onthepart of the Cyprus Government toreinstate any of thequantitativerestrictions.

QUESTIONS FROM THE UNITED STATES

Para. 60 of the Secretariat Report refers to exclusive dealerships and parallel imports.
What aspect of the law precludes exclusive dealer ships and what is the policy rationale? What
legal distinctions are being made with respect to authorized and unauthorized parallel imports?

Asto parale imports we have no provisions for or against paralel imports. If aproduct is
alegitimate origina product it may be imported. We consider that parallel importsis a private right
that the principal and agent agree upon by private contact.

Paragraph 58 of the Secretariat Report mentions that the proposed patent bill would provide
for compulsory licensing if the patent is not used or the product not included. What arethetime
limits for a rightholder to make the product available in Cyprus before the provisions become
applicable? Are there any safeguards provided to limit injury to the legitimate interests of the
rightholder?
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Referring to the patent bill on compulsory licenses the time limits for a rightholder to make
aproduct availablein Cyprus beforethe provisions become applicableis not mentioned in the proposed
bill but athree year period will be included in the Regulations (Supplementary L egislation) before a
compulsory license can be granted. The Regulations will incorporate al the requirements provided
by the Fina Agreement to protect the legitimate interests of the rightholder e.g. the license will only
be given for Cyprus, not for export and it will not be an exclusive license.

Do therestrictions under the Exchange Control Law on investment abroad still apply to
corporationsformed in Cyprusbut owned by foreign enter prises? Doesthislaw in any way affect
the ability of such corporationsto remit profits and other investment-related funds to the home
country?

The redtrictions under the Exchange Control Law on investment abroad still apply to corporations
formed in Cyprus and owned by foreign enterprises. Remittance of profits emanating from an investment
in Cyprus, as well as remittance of capital proceeds, including capital appreciations, in the case of
liquidation/sale of the investment, is allowed without restriction.

We understand that under the new policy the Central Bank can prohibit a foreign
investment if it is found to be in "conflict with economic interest”. Against what kind of harm
isthismeasure directed? Could it be used to protect domestic industries from competition from
foreign-owned enterprises?

Firstly it should be clarified that a foreign investment in Cyprus is not prohibited on grounds
of "conflict with economic interest”, but in accordance with the new libera investment policy the relevant
overal economic criterion is "the Cypriot economy is not harmed”. This requirement replaced the
previoudy applied approvd criterion "the foreign investment must be beneficia to the Cypriot economy™,
which evidently was more prohibitive. It isagenera requirement which, certainly, is not intended
to protect the local industries from foreign competition but is included in the list of requirements in
order to give to the authorities the ground to reject cases (rather unspecified) which evidently may
result to the detriment of the Cypriot economy e.g. cases that, if approved, may create monopolistic
conditions.

QUESTIONS FROM THE DISCUSSANTS

What policy does Cyprus pursuein the context of the Strategic Plan in order not to neglect
itsrelationship outside Europe? Could you elaborate on the prioritiesin the economic and trade
policy dealing with this important additional dimension? How are the objectives to become a
member of the EU and a regional centre related?

Contrary to the impression given, Cyprus commitment to join the EU does not in any way
come contrary to the development of its ties with its Middle Eastern and North African neighbours.
Indeed, the basic strategic objective for Cyprus as a prospective member of the EU is to accelerate
the process of making Cyprus into aregiona centre of business activity of internationa calibre, and
transforming it into agateway for Europe into the Middle East and North Africa. Cyprus geographic
position, the friendly relations cultivated over the post-independence period with virtuadly al Middle
East and North African countries, the reatively well developed infrastructure, particularly in
telecommunications, portsand airports, its human capital endowment aswell asthe successes achieved
so far in thedirection of converting Cyprus into aregional service centre, are factors on which Cyprus
tries to build.

How is Cyprus going to tackle the vulnerability of its economy to external shocks?
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Through the promotion of a more balanced growth, aiming at reducing the dependence of the
economy on tourism, while simultaneously taking into consideration the comparative advantages of
Cyprus. This strategic objective incorporates a promotion of the services sectors, beyond tourism,
as well as the restructuring of the manufacturing sector towards the production of high vaue added
products, in which the emphasisison the quality and the design of the product rather than on the price.
In addition, asfar as the sector of agriculture is concerned, emphasisis given to the restructuring of
the sector towards the production of products, in which Cyprus has comparative advantages due to
itsfavourableclimatic conditions. Through the enhancement of the competitivenesswith the promotion
of measures aiming at increasing the rate of improvement of productivity, such as the provision and
upgrading of existing training courses, the introduction of flexible systems of remuneration entailing
incentivesfor ahigher level of productivity, the exercise of moral suasion for the containment of wage
and salary increases, as well as the encouragement of the introduction of innovations - new products
and new methods of production.

What is the impact of defence spending on the budget?

Defence spending fluctuates around 4% to 5% of GDP. ThereisaDefence Fund whose main
financing sourceisthe specia contribution. Employees and employers pay a 2% tax on the wage bill,
while other incomes are charged with arate of 2,5%. From amedium-term perspective defence spending
has more or less a neutral effect on the overall fiscal deficit. This is also the fiscal am of the
Government.

When would Cyprus sign more WTO Agreements?

Cyprus is following very closely the progress of negotiations in the WTO in various fields
such as financial, telecommunications, maritime, etc. and its trade policy is under continuous review
taking into account the harmonization process with the acquis communautaire of the European Union.
To his respect, the signing of other WTO Agreements will depend on the progress of the above
harmonization process as well as the level of development of the sectors concerned.

Thereisa high concentration in the banking sector, with two banks controlling two thirds
of deposits. It would be useful to know what the intentions of Cyprusarein regard to this very
important sector.

There exists aggressive competition between the existing banks. Thereis alarge number of
co-operative credit institutions which account for about 1/3 of deposits and loans and contribute to
avery competitive environment for banking services. Despite the small size of the market, given the
present state of economic devel opment, the Central Bank would wel come applicationsfor establishment
of more banks in the form of branches or subsidiaries of banking institutions of prime internationa
standing. In such cases up to 100% foreign participation may be alowed. Cyprus offers national
treatment to al banking institutions and &l criteria used in evaluation are the same for both nationas
and foreigners.

It might be that the desired level of investmentsin the tourist sector would be promoted
if greater than 50% foreign investment was freely available. Amplification of the changes
introduced in February 1997 (para. 63 of WT/TPR/G/5) on thecertainty of allowing 100% foreign
participation would be useful.

Thetourist sector in Cyprus, whichisconsidered aheavily invested sector, has been regulated
and controlled by Government decisions aiming at mitigating the problems encountered in recent years
in the tourist industry and attributed to a large extent to the fact that the sector has by far exceeded
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itsoptimum expansion. Withinthiscontext, the Government hasdecided torestrict foreign participation
in hotels and tourist villages up to 49%, so that existing problems may not be further aggravated.
On the other hand, the tourist policy encourages the establishment by foreign investors of new
supplementary tourist projects such as golf courses, marinas and leisure centres which would enrich
the tourist product. In the latter cases the foreign ownership may be up to 100%.

The Government report mentions under performancein terms of expected improvements
in productivity attributed to difficultiesin the use of advanced technology. Could you elaborate
what plans and steps have been taken to overcome these difficulties?

) Theintroduction of aschemeof grantsand subsidized interest ratesfor investment in machinery
and equipment in the manufacturing sector, aiming at atechnologica upgrading of the sector.

(i) Thecreation of thelnstitute of Technology having asits objectivesthetechnol ogical upgrading,
the restructuring and enhancement of the competitiveness of the manufacturing sector. The
Institute of Technology subsidizes studies undertaken by manufacturing units in their effort
to achieve the above set objectives.

(iii)  Thecreation, through government assistance, of aResource Centrefor the sub-sector of clothing
by the private sector, providing information to enterprises in the areas of fashion, design,
technology and market research.

(iv) The creation of aFoundation for Research Promotion aiming at encouraging applied research,
through the provision of grants for the undertaking of research schemes.

(V) The provision of post graduate courses through the Mediterranean Institute of Management
run by the Cyprus Productivity Centre.

(vi) A further liberaization of foreign investment.

There are considerable subsidies in the agricultural sector. What are the longer term
plansin this area?

Thetotal support provided by the Government to theagricultural sector isnot high, ascompared
tothesupport provided by the EU and other countries. Thetotal AMSin1995wasonly £C 36,5 million
as compared to our committed AMS level of £C 58,4 million. AMS which is subject to an annual
reduction level will be £C 50,6 million by 2004. Cyprus is now in the process of adjusting its
agricultura policy to CAP mechanismsand support provided by theEU. At the sametime, adjustments
arenecessary to dleviatetheeffects of theliberalization onthelocal production of agricultura products.
Thelong-term plansinclude theimplementation of structural adjustment programsin order to improve
the competitiveness of the sub-sector and to reduce its dependence on government support. These
programsincludetheintroduction of new varieties, new technology aswell asfinancial support, always
within the commitment levels to WTO.

With the EU CCT, Cyprus will have to implement quotas just like the EU, for textiles
and negotiate for compensations upon introduction of such quotas?

For thetime being there isno decision to introduce quotasfor textiles products. The aignment
with EU policy on thisissue will be considered in the context of the completion of the Customs Union
Agreement with the EU.





