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INTRODUCTION

I. State of Play 

Developments during the last year have been dominated by the very adverse impacts of the global economic and financial crisis. Cyprus, being a small and open economy could not escape the deterioration of the external environment and the slowing of global economic activity. As a result, GDP growth started decelerating  in the second half of 2008 and through 2009, dragged down by a slowdown of export-oriented services, particularly tourism, and subdued demand for dwellings by non-residents. 

 The challenging economic environment, as a result of the international financial crisis, required a co-ordinated approach by the Cypriot authorities in order to implement the national recovery plan and at the same time to push forward with the structural reforms under Lisbon strategy.

The current Progress Report enumerates these efforts, analysed in three parts. The first part depicts the impact of the crisis on the Cypriot economy and reports the fiscal stimulus and structural measures, that the government adopted through the Recovery Plan and which acted as stabilisers to mitigate the adverse effects generated by the crisis. Additionally, it gives an overview (executive summary) of the main developments achieved over the past twelve months, with respect to the implementation of the NRP under three pillars, namely Macroeconomic, Microeconomic and Employment Challenges. The second part presents a detailed description of progress under the three pillars, based on the ten National Priorities as set in the NRP. Finally, the third part connects the NRP to the Structural Funds and provides data on the main sectors of activities, promoting the priorities of Lisbon strategy, for which about 60% of the structural funds have been earmarked. 

Cyprus has so far weathered the storm relatively well and it has been less affected by the crisis, compared to other European economies, yet, it must be underlined that basic macroeconomic indicators, especially the public deficit and unemployment have worsened compared to last year.  Under the circumstances, priority was given to promoting the measures of the Recovery Plan, in order to face the crisis, so progress achieved in the implementation of the National Reform Programme (NRP) of Cyprus is considered satisfactory. 

II. Governance and Ownership
The extra-ordinary circumstances caused by the financial crisis gave ground for more frequent meetings of all main players to discuss the necessary measures most appropriate to face the situation. The Minister of Finance used to convene the Economic Consultative Committee, in which other Ministers, The Commissioner of the Central Bank, representatives of the Employers and of the Trade Unions were discussing the situation in the various sectors of the economy, the new planned measures or made suggestions for new ones.

At the Technocratic level, the National Advisory Committee which was set up for the NRP held meetings with the participation of social partners, political parties, local authorities, NGOs and organised groups of the private sector in order to inform them of the latest developments and to have a constructive dialogue on the challenges faced with respect to the implementation of the reforms. Also, there was an exchange of views on the Post 2010 Lisbon Agenda.

To ensure ownership of the policies and reforms promoted in accordance with the NRP, the Progress Report was forwarded to the Council of Ministers for approval. The Council was informed about the main developments in the implementation of the report and invited the pertinent Ministers to intensify their efforts to ensure timely implementation.
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EXECUTIVE SUMMARY

CYPRUS’ RESPONSE TO THE ECONOMIC AND FINANCIAL CRISIS

The current economic and financial crisis has caused a significant slowdown on world economic growth. Despite the fact that in 2008, Cyprus had maintained a satisfactory growth rate of around 3,7% with near full employment conditions, the situation of the economy became more challenging in 2009. The banking system of Cyprus remains healthy as it was not exposed to toxic products and consequently, it exhibits satisfactory capital adequacy and liquidity ratios. 

The impact of the crisis on the economy is mainly attributed to the deteriorating external demand, which mainly affects the sectors of manufacturing, construction, real estate and tourism. The significant economic deceleration that the UK is facing in 2009 is having a major impact in the tourism sector in Cyprus, since roughly half of the total number of tourists visiting Cyprus, come from this country. Similarly, a slowdown in the construction sector is evident, as the external demand for housing in Cyprus stems mainly from UK citizens. Recent statistical data confirm this; there is a significant reduction in tourist arrivals and in the number of issues for building permits. The deceleration of these sectors is already having repercussions in the employment of workers in these areas of the economy. It is noted that the latest data on unemployment for the second quarter of 2009 is at 5,2% which is significantly higher that the respective quarter of 2008 (3,1%).
In response to the crisis, Cyprus has adopted A Recovery Plan, divided into two fiscal stimulus packages, in line with the European Economic Recovery Plan. Actions envisaged under the Recovery Plan involve certain fiscal stimulus and structural measures, primarily directed towards the construction and tourism sectors, as well as increases in the assistance and benefits provided to vulnerable groups. Overall, the size of the action plan amounted to 1,8% of GDP. Even though the measures did not prevent the GDP slowdown in 2009, they acted as stabilising factors. 
The first fiscal stimulus package was approved on 19th December 2008, targeting the tourism and construction sectors of the economy. The package included measures which were temporary, timely and targeted and were estimated at 0,3% of GDP. More specifically, it included provisions for an increase of the government grant provided to the Cyprus Tourism Organisation (CTO) by €12 million, equivalent of 0,07% of GDP. In this respect, the CTO has adopted a more extrovert and aggressive strategy and has implemented calculated, effective and cost-efficient actions in order to stimulate demand and mitigate the effects of the crisis on tourism, including concentrated e-marketing campaign, preparation of Air Route Development Support Scheme and attractive packages for domestic tourism, to substitute for the loss from the foreign sector.   

Additionally, €40 million equivalent to approximately 0,2% of GDP were provided for speeding up the implementation of infrastructural and other projects, in order to support aggregate demand and employment in the construction sector. A set of infrastructural measures to be expedited were identified that would raise the implementation rate of the development programme budgeted for 2009 by approximately ten percent points having an impact of 0,8% of GDP.

On February 3rd, 2009, due to the deteriorating external environment, the Government of the Republic of Cyprus introduced a set of additional temporary measures (2nd fiscal stimulus package), for the tourism and construction sectors. The measures targeted at tourism amounting to €51 million (0,3% of GDP) included:
· reduction of VAT from 8% to 5% for the hotel industry for the period 1.5.2009 – 30.4.2010 (€15 mln), 
· the scheme for supporting domestic (social) tourism, i.e. increase of  the available budget provided to low income families, pensioners, welfare recipients and people with disabilities for subsidizing vacations at local destinations during the summer period of 2009 (€10 mln), 
· reduction of landing fees at airports levied on airline companies for the period 1.4.2009 – 31.12.2009 (€16 mln) and 
· finally, cancellation of overnight stay fees levied by local authorities on hoteliers for the period 1.4.2009 – 31.12.2009 (€10 mln). A concurrent goal of all these measures is to prevent significant job losses by keeping economic activity in the sector stable and running, as well as to enhance household income through the promotion of social tourism. 
In order to support the construction but, at the same time, to support the vulnerable groups, the Government introduced a scheme for the provision of loans, for social housing, at favourable terms, to low income families with an annual household income less than €40.000, for the acquisition of their primary residence. The total amount approved for this scheme was set at €200 mln for the period 2009-2013, equivalent to 1,2% of GDP. Also, at the onset of the economic downturn, Cyprus had reduced the consumption tax on heating oil, in an attempt to keep heating costs low, which still stays in practice.  

In order to underpin the confidence in the banking system, the deposit guarantee level was raised from €20.000 to €100.000 following a decision by the European Council. Moreover, the Government issued treasury bills in early January 2009, with maturity in December 2009, for refinancing its short-term (cash flow) needs and for increasing the liquidity conditions in the banking system. 
The labour market measures of the Action Plan were promoted jointly by the Ministry of Labour and Social Insurance and the Human Resources Development Authority, in response to the crisis and focuses primarily on the provision of training programmes and job placements for the unemployed, recent graduates, and those with weak job security during the economic downturn with the aim to mitigate the pressure on the labour market. In particular, the following actions are promoted:

· In-company / On-the-job training programmes for employees who are faced with the risk of lay-offs, as a preventive measure against unemployment, helping them at the same time to achieve vocational qualifications.

· Training programmes for upgrading the skills of unemployed persons in order to increase their employability, in accordance with identified labour market needs.

· Accelerated initial training programmes for newcomers and other unemployed persons in occupations which are in demand.

Additionally, there is a continuous improvement of the Job Placement and Training Scheme targeting unemployed tertiary education graduates; a new emergency scheme is implemented for supporting employment through the provision of individualised training to unemployed persons; and training is provided to persons who are employed in hotels that interrupt their operation during the winter period. 

Finally, two new schemes supporting the labour market are expected to be introduced by the end of 2009. The first concerns a new subsidy scheme which will provide incentives to private sector employers to hire unemployed persons. The scheme is currently being finalised and will be co-financed by the ESF. The second scheme which is currently being designed, concerns the provision of government grants aiming to prevent redundancies. 

Even though Cyprus did not manage to escape the crisis consequences, overall the measures taken, the sound economic policy and the structural changes followed throughout by the Government have contributed to weathering the negative effects to a satisfactory extent. It is also noted that the macroeconomic indicators of the Cyprus economy compare favourably with the EU average.
PROGRESS WITH RESPECT TO THE RECOVERY PLAN

Frontloaded infrastructure projects
The promoted infrastructure projects cover the whole range of activities of the construction / building sector, with special emphasis on the construction of buildings, rather than roads, so as to make up for the decreased activity in the construction sector that was hit the most. Projects are promoted in all the districts, including Paphos and Paralimni that the greatest slow down of activities occured. The total cost of all projects is €640,0 million out of which €207,0 million will be spent in 2009. (Of these €99 mln are already included in the 2009 budget and €108 mln comprise additional expenditure). Indicatively, the projects involve works in 33 schools, (some new but most of them renovations), extension of sewerage networks mainly in rural areas, replacement of irrigation networks in 60 villages in order to remove old pipes and eliminate water leakages, (that in some cases may reach up to 30% of the provided quantity,) constructions of municipal buildings, parks and squares in 65 rural Communities, 36 roads/highways, 5 projects for coastline protection and other smaller ones. The allocation of projects by district, as well as planned, frontloaded and new measures are shown in Table 1.

	NEW AND FRONTLOADED PROJECTS FOR 2009 

MEASURES FOR THE ECONOMY



	
	District
	Total Exp.

Euro (mln)
	Provision

2009

Euro (mln)
	Expenditure 2009 

Euro (mln)
	Additional Expenditure 2009 Euro (mln)

	1.
	Nicosia
	346,836
	59,990
	110,286
	50,296



	2.
	Limassol
	129,190
	*16,810
	41,553
	25,043

	3.
	Famagusta
	24,851
	5,780
	13,451
	7,671

	4.
	Larnaca
	85,495
	12,625
	27,059
	14,434

	5.
	Paphos
	57,732
	*6,040
	14,560
	10,220

	
	Total
	644,104
	101,245
	206,909
	107,664


As evident from Table 1 above, the estimated expenditure for 2009 will be €207 mln, with €99 mln being in the budget and €108 mln being additional expenditure.

Some of the projects promoted are part of existing plans which are being frontloaded in response to the crisis (€53,5 mln) and others amounting to €54,5 mln are new measures specifically introduced to address the crisis. It is worth noting that for  almost all projects, (with the exception of the Cultural Centre) tenders have been completed and they are in the construction process.
In Nicosia overall projects of about €110 mln are promoted  for 2009. Of these, €60 mln are already included in the budget and €50 mln being additional, with about €27 mln being frontloaded and €23 mln new projects.  One of the main projects in terms of cost in Nicosia is  the construction of the Cultural Centre (€120 million total cost / €20 million for 2009, where there is some delay in the construction works that did not start yet. Other projects are,  the new building of the Cyprus Theatre Organisation (€20 million total cost / €10 million for 2009) and construction of new buildings to house government services (€9,74 million). Moreover, €14,21 million will be allocated to school buildings. Road works include maintenance and widening of existing roads as well as construction of new ones (€17,8 million). In Limassol, the construction of the road connecting the port with the Limassol-Paphos motorway will cost €71,0 million out of which €11,70 million will be disposed in 2009 (to be co-financed by the structural funds). For Larnaca, the most important works involve projects in school buildings (€18,20 million total cost / €10,50 million for 2009) and the construction of municipal / communal buildings (€7,95 million total cost / €6,26 million for 2009). In  Paphos the projects  promoted have a total cost of  €16 mln, out of which only €6 mln are already budgeted whereas €10 mln are additional projects to make up for the considerable decrease in the construction sector. Similarly in the Famagusta district, which too, was severely hit, the additional measures (of €10 mln, with €5,9 mln being new projects) are almost double those budgeted for 2009 of €6 mln. 

In addition, the following measures are promoted:

· Small projects of the Ministry of Communications and Works which will be executed by local workshops in ALL (354) Communities, based on a government expenditure of €7,0 mln. The list for these projects was forwarded to the Parliament to release the required funds. (Frontloaded measures).

· In the near future, an additional programme of the Department of Town Planning and Housing will be completed, for the promotion of large-scale new housing projects for rebuilding refugee camps and for improvements, extensions and maintenance of existing ones, in an effort to upgrade the living standards of low income refugees. As most of the existing houses are of very poor quality, their maintenance will also improve the energy efficiency of the buildings (new measure).

· The Electric Authority of Cyprus (EAC) is frontloading the commencement of the construction of warehouses in Limassol (€5,6 mln for 2009 and €1,7 mln in 2010). The procurement procedures for the district offices of EAC in Paphos were accelerated (€5,0 mln for 2009, €5,5 mln in 2010 and €2,0 mln in 2011).

· The Department of Town Planning and Housing is accelerating the granting of licenses to private projects of a total cost of €2mln and above. 

In order to expedite the implementation of the proclaimed measures, a special Committee has been set up, under the Permanent Secretary of the Minister of Finance. In addition, a project manager has been appointed, with the mandate to coordinate all government and semi-government services involved, monitor and facilitate the implementation of the projects. The President of the Republic is informed, during special meetings with the Committee. 

Compatibility of measures with long-term policy goals

All the promoted infrastructure projects are in line with the Lisbon NRP, some of them already included in the Programme. 

Some major road works aim at decongesting the traffic in urban areas which has been increasing continuously, due to the dependency of transportation on private cars. Other road works aim at facilitating access to rural areas and improving their interconnectivity. These measures are promoted in the framework of the policy priority of the NRP “expanding and improving the road transport infrastructure”, but also under Guideline 16 of the Integrated Guidelines for Growth and Jobs (To expand, improve and link up European infrastructure).

The sewerage and water supply works and the coastline protection projects are promoted in the context of environmental sustainability under the NRP policy priorities “Creation / Expansion of the Environmental Infrastructure for a sustainable management of Resources and Water” and “Protection, Preservation and Management of Coastal Areas” respectively. Given the acute prolonged drought conditions faced by Cyprus which led to the depletion of the island’s water resources, the replacement of certain irrigation networks for drinking water is crucial for reducing water leakages. 
The development of parks and squares, embellishment works, the construction of community buildings and the construction / improvement of school buildings in rural areas, in combination with the development of new road networks, is expected to contribute to the revitalisation of these areas and consequently to sustainable development. These measures are promoted under the Rural Development Programme 2007-2013, co-financed by EAFRD.

Needless to say that in all cases all the required studies (feasibility, environmental) are carried out and the procurement procedures are strictly followed. Most of the frontloaded projects were those already in the pipeline, where all these procedures were at an advanced enough stage to be expedited. For this reason additional staff has been employed by the pertinent government services, i.e. Public Works Dept, District offices and the like.

Measures aimed at supporting SMEs
Measures aimed supporting SMEs include the reduction of the VAT rate in hotel accommodation for a cost of €15 million and the inclusion in this measure of all the terms of the tourist package (i.e. half board and full board) will cost about €5 million. Therefore the package of measures concerning hotels is around €20 million. The cancellation of overnight stay fees will cost €10 million, the subsidies for low income families’ vacations (social tourism) amounts to €10 million and the cancellation of landing fees to €15 million. In addition a conscious effort has been made to stimulate internal tourism and so the hoteliers are preparing special packages for the local population.   

The expected reduction of arrivals for 2009 is estimated at 10%. The aim of the tourist package of measures is to maintain the number of arrivals to their normal level and cover any reductions by stimulating local tourism.
Measures and reforms aimed at supporting the labour markets

The investment in physical capital is expected to have a positive effect on employment, especially in the construction sector through the employment of additional staff by the government departments involved in the implementation of some of the frontloaded projects. 

To facilitate the adjustment of the workforce towards various sectors of the economy, the Human Resources Development Authority (HRDA) is coordinating a New Scheme for Training of the Unemployed for the sectors where an increase in unemployment is expected, i.e. in the construction sector, in tourism, (hotels and restaurants) and the trading sector. The aim is to have adequate number of local or EU residents to replace the third country nationals, especially those that their work permit will be expiring.  Bearing in mind that more than 14% of the workforce are third country nationals, there is enough room for manoeuvre. 

Measures to support household purchasing power

It is the mandate of the Government of President Christofias to create a fairer and just society in Cyprus.  Accordingly, since the Presidential election in February 2008 the Government has sought to raise the welfare of the more vulnerable and lower income groups.  In particular, improving the income and other benefits of old-age pensioners is of paramount importance as EU surveys have shown that elderly persons in Cyprus are at greater risk of relative poverty than their counterparts in other EU countries.  Thus, measures raising social welfare benefits were instituted in 2008 and have continued in 2009, for example, with the payment of Easter bonuses to pensioners which costs €33 million. The fiscal impact of this measure is estimated at 0.2% of GDP.  

These measures have meant inter alia that the purchasing power of more vulnerable households has not been adversely affected by the ongoing international economic and financial crisis.

Moreover, most households have had their incomes raised by the provision of perennial six-monthly cost of living adjustments to the bulk of wagearners as well as their purchasing power increased or cushioned by the provision of consumer credit and home loans.  These factors contributed to real private consumption rising by over 7% in 2008 and maintaining its relatively high level in early 2009.

It is noted that in order to give support to the construction sector and to assist lower income families purchase a first home the government has introduced a scheme providing low cost loans to low income families for the acquisition of a primary residence.  In addition, Government policies have aimed at boosting the liquidity of banks and credit co-operatives so as to enable them to provide credit to households at lower interest rates.    
The Ministry of Labour and Social Insurance is promoting a new Support Scheme for low-income pensioners’ households. According to the new Scheme the low-income households will receive support of 14% of their income, while the pensioners’ households that are below the poverty threshold will receive support of 10%. By 2010 the poverty threshold for people above 65 years old is expected to be reduced from 52% to 46%. The implementation of the new Scheme will gradually replace the existing one which takes account only the individual income of the pensioner and not the household income. It is estimated that 53,385 households with about 71,207 individuals will benefit from the new Scheme. The cost is estimated at €54.7 million, additionally to the €111 million of the existing Scheme. Some savings are foreseen due to the gradual replacement of the existing Scheme by the new one. The fiscal impact for this measure is estimated at 0.3% of GDP annually. 
Details of measures promoted

	
	Description / Details 

	1. 
	Development of Public Transport. Upgrading of the services offered by the public transport in order to offer to the public an acceptable alternative solution other than the private car.

	2. 
	Increase overall spending in R&D via the RPF Framework Progammes for Research, Technological Development and Innovation 2008-2010 from 10mln in 2006 to 120 for 2008-2010

	3. 
	Implementation of a five year Programme for Promoting Energy Saving in the Public and Private Sector. As regards the public sector, measures are promoted for energy saving in government buildings, which will have a significant effect on the budget.

	4. 
	Increase of the subsidized capacity of Photovoltaic Systems from 5 KW to 20 KW. In order to decrease the  high dependency on imported oil for energy supply, efforts are made to save energy and promote the use of RES.

	5. 
	Implementation of the project for the redevelopment of the Larnaca port and marina into mainly passenger port on a PPP basis.

	6. 
	Redevelopment of the two airports in Larnaca and Paphos to increase the passenger capacity of the airports and to make Larnaca a regional hub in the area serving aircrafts going to destinations in the Middle East, Far East and Africa. 

	7. 
	Increasing the Budget of Cyprus Tourism Organisation: Boosting the campaign for the promotion of the Cyprus tourism product. The measure is planned to be implemented during the course of 2009. At this stage, the measure is not planned to be repeated in 2010.

	8. 
	To improve the competitive position of Cyprus’s tourism product (approved): Application of the reduced VAT rate on hotel accommodation of 5% instead of 8% for the period 1.5.2009-30.04.2010. Reduction of landing fees at airports levied on airline companies for the period 1.4.2009-31.12.2009; Cancellation of overnight stay fees levied by local authorities on hoteliers for the period 1.4.2009-31.12.2009; and Increasing the available budget provided to low income families, pensioners, welfare recipients and people with disabilities for subsidising vacations at local destinations during the summer period of 2009. 

	9. 
	Increase of public infrastructure investments in construction sectors (approved): i)The raising of the implementation rate of the development programme of the Government.  ii) Speeding up of the procurement of infrastructural projects such as building of schools, extension of irrigation systems and road networks, erection of government buildings and environmental projects. The measures are planned to start in the course of 2009. At this stage, the measure is not planned to be repeated in 2010.

	10. 
	The Government announced the introduction of a loan scheme targeted to low income families for the acquisition of their primary residence. The annual family income of eligible families must not exceed €40.000. The total area of the residence acquired should be less than 200 square meters. The terms of the loans provided will be favourable as the interest charged will be zero during the first two years and subsequently close to the market rates prevailing. The measure is planned to start in the course of 2009 and implemented over the period 2009-2013.

	11. 
	Promotion of emergency training programme for people who as a result of the crisis become unemployed which gear towards upgrading their skills and for European citizens, their language abilities. One example is the implementation of training schemes for employees in the hotel industry whose employment has been suspended temporarily. The aim is to match the skills of locals and EU citizens with labour market needs in these specific sectors and replace foreign employees.

	12. 
	Speeding up of the implementation of training programmes for unemployed and inactive female labour force, financed by the ESF.

	13. 
	Scheme for vocational training and employment of recipients of public assistance to ensure an adequate standard of living for vulnerable groups and to encourage their integration/ reintegration into the labour market. The budgetary impact is 584,000 euros (0,003%) of GDP.

	14. 
	Intensification of support provided by the Public Employment Services (PES) for assessing job vacancies, providing job placement services and facilitating job transitions by matching demand and supply, including individualized counselling.

	15. 
	Reform of the pension system to face the challenges of ageing population and serve financial sustainability (e.g. increase the social security contribution rates, stricter eligibility criteria to retire, increase the number of years of contribution required for eligibility to old-age pension etc), with an estimated revenue increase equal to 0,4% of GDP p.a. for the next five years and then contributions increase further.

	16. 
	Enhancement of housing policy schemes for vulnerable groups (young low income couples, refugees etc).  The budgetary impact will be 44 million euros (0,28% of GDP).

	17. 
	Increase in the basic allowance of welfare recipients by 12%, at a cost of 30 million euros (0,18% of GDP). Welfare benefits are reviewed annually to comply with the rising cost of living, according to a special consumer price index for selected goods and services.

	18. 
	Subsidy scheme aiming at promoting flexible forms of employment (i.e. part-time employment)

	19. 
	Reinforcement of the inspection mechanism for fighting illegal employment. Rationale: to increase labour demand.  

	20. 
	The Public Employment Services at the local level in cooperation with the social partners monitor very closely labour market developments and prepare fortnightly brief reports which are examined by a high level ad hoc committee chaired by the Permanent Secretary of the Ministry of Labour and Social Insurance. The aim is twofold: Firstly, to provide a quick response to unemployment and secondly to avoid redundancy dismissals. Employers and workers affected are informed, inter alia, about subsidized training schemes available which may help avoid or minimize redundancies.

	21. 
	Scheme for the subsidization of local authorities for the contraction of social care infrastructures with a total budget 4 million euros. 

	22. 
	Increase of the pension of the low income pensioners. It should be noted that pensions are adjusted yearly based on the prices and wages index.

	23. 
	Creation of new broadband network infrastructure in the most remote rural areas. The coverage of some geographical areas will be funded from the additional funds from the European Agricultural Fund for Rural Development (EAFRD), while the possibility of covering the remaining areas from the structural funds is being explored. The additional funds from the EAFRD will be approved at the end of 2009.

	24. 
	Targeted increase in low pensions of Social Insurance Fund, Social Pension and occupational pension schemes.

	25. 
	Provision of Easter allowance to all pensioners of the Social Insurance Fund and Public Assistance recipients. 

	26. 
	Cyprus has proceeded with the amendment of the two deposit insurance schemes (one for commercial banks and one for cooperative credit institutions). The proposed amendments pending for approval by the House of Representatives include the following:

(i) increasing the level of cover from 20,000 euros to 100,000 euros per customer) per bank, 

(ii) cover the deposits in all currencies (up to now only deposits in European currencies covered), 

(iii) increasing  payout to 100 percent of guaranteed deposits i.e. abolition of the coinsurance component, 

(iv) shortening the payout time below the statutory minimum of three months by increasing preparedness, and

(v) improving financial strength and coverage by increasing member contributions, supplementary contributions, and borrowing arrangements

	27. 
	Within the framework of the Government’s cash management practices, any   short-term cash balances that arise, are deposited through an auctioning process with credit institutions for periods ranging 1 week and 35-days notice, thus enhancing liquidity of the economy.   

	28. 
	In order to enhance liquidity, the Cyprus Government as a guarantor, with a circular letter to the Banks and other financial institutions, gave its consent for the amendment of all Loan Agreements with Government Guarantee in order to be compatible with requirements of the ECB and satisfy the criteria to use the Loan Agreements with Government Guarantee, as security for financing directly   from the ECB.

	29. 
	A number of Cypriot banks applied to the EIB for participation in EIB scheme targeted to SMEs. Around €150 mln are expected to be approved in July 2009 to Cypriot banks for financing SMEs´ operations , hence increasing the liquidity  of the economy.


I. MΑCROECONOMIC CHALLENGES

In 2008, Cyprus maintained a satisfactory growth rate of around 3,7% and was not severely affected by the international financial crisis. This is partly explained by its healthy banking system which was not exposed to toxic products. However, being an open and small economy, the situation became more challenging in 2009 mainly due to the deteriorating external demand which affected the sectors of manufacturing, construction, real estate and tourism.

In response to the crisis, the government adopted a number of fiscal measures to support the real economy, in line with the European Economic Recovery Plan. To address liquidity issues, the Ministry of Finance is examining the possibility to issue government and cover bonds. In order to support confidence in the banking sector, the government proceeded with the amendment of the deposit insurance schemes of commercial banks and cooperative credit institutions. The government plans to proceed with actions that aim to control current expenditure and enhance public revenue performance.

The current account deficit increased to around 18,3% of GDP in 2008 from 9,7% in 2007. Based on conservative estimates, the deficit will decline by around 10 percentage points in 2009, reflecting terms of trade gains and sharp decline in import demand. However, a level of about 9% in absolute terms is still considered high, given the low growth rate expected in 2009. As a result, the primary challenge for the Cyprus economy will be to maintain and enhance its competitiveness. 

Inventory of Progress
Achieving the medium-term budgetary objectives, in line with the Stability and Growth Pact

Starting from 2006, a Medium Term Budgetary Framework (MTBF) has been progressively introduced, with its imminent completion in 2011. The budgetary reforms require that ministries and other government spending agencies redesign and prepare their annual budgets, using a new MTBF and Performance Programme Budgeting (PPB) methods. 

Public debt was set to a significant downward trend and was reduced from 70,2% of GDP in 2005 to 49,3% in 2009 and is anticipated to be around 50% by the end of 2009. It is noted that the loan scheme for the acquisition of primary residences by low income households, which was introduced in response to the crisis, impeached the level of debt amounting to 0,2% of GDP during its first year of implementation. 

Reforming and re-inforcing pension, social insurance and health care systems to ensure that they are viable, socially adequate and accessible
With respect to the Reform of the Pension System, the Social Insurance legislation was amended in order to safeguard the long-term financial sustainability of the Social Security Fund, at least until the year 2048. The Ministers of Finance and Labour and Social Insurance will submit to the House of Representatives, during the course of 2010, a draft legislation concerning the upgrading of the investment framework and policy of the Social Insurance Fund, ensuring the effective management of the Fund.

The overall progress regarding the reform of the Health Care System remains slow, due to vested interests that will be affected by the reform, thus prolonging its implementation. According to a study by McKinsey, the reform is expected to have a significant positive budgetary impact. The results have not been finalised yet and the study does not take into account the results of population ageing, however a rough estimation is that by 2016 the impact would be on average around €86 million per year, close to 0,5% of GDP.

Improving the quality of public finances via a redirection of public expenditure and improved revenue performance

The budgetary process for 2010 continued to require ministries to provide forecasts on their revenues and expenditure over a three-year period. Despite the financial crisis, additional resources were allocated to the standing priority areas of social cohesion, health and education. Social expenditure was increased by 10,2% in the 2010 Budget, due to the strengthened housing policy as well as the benefits provided to pensioners and other vulnerable groups. Similarly, education and health expenditure exhibit increases of 1,6% and 4,5%, respectively.

Renewing impetus in tax and benefit reforms to improve incentives and to make work pay

The latest reform on labour income tax which took place on the 1st of January 2008, increased the tax-free income to €19.500 which established the personal income tax in Cyprus as one of the lowest in the EU. On the 1st of July 2008 public assistance for basic needs increased by 12% and on the 1st of July 2009 was further increased by 6,34% in order to support the household income of vulnerable groups in view of the financial crisis. The government’s target for the minimum wage to reach 50% of the national median wage by 2008 with the aim to protect vulnerable groups of employees was met, through the minimum wage revision that took place last year. In order to maintain the 50% target, the minimum wage was further increased in 2009.

Contributing to a policy mix that supports economic recovery and is compatible with price stability

As a result of the downward domestic demand and the reduced oil prices, the Harmonised Consumer Price Index (HCPI) fell to 0,6% in the first six months of 2009 compared to the same period of 2008. The Cost of Living Allowance (COLA) turned negative during towards the end of June 2009 by 1,44%, compared to the prices of December 2008. This in turn, led to a decrease in earnings and wages.  

II. MICROECONOMIC CHALLENGES
2. DIVERSIFICATION OF THE ECONOMY

The dependence of the Cyprus’ economy on the broader sector of tourism (hotels and restaurants) and on the construction sector has negatively affected the economy during the crisis, underpinning more clearly the need for its diversification. Tourist arrivals decreased by 12% during 2009 and revenues by 10%. As already mentioned above, the government has adopted in early 2009 measures to stimulate local demand for both the tourism and housing (construction) sector to make up for the decreased foreign demand caused by the crisis and the deteriorating financial situation of the country’s main trading partners.

At the same time, structural reforms were implemented, aiming to fulfill the basic aim of promoting high value services, including the upgrading of the tourism product and the attraction of foreign investment for the transfer of know-how.  The Services sector, that contributed 73,8%  to GDP in 2008, exhibits strong dynamism, reflected in high rates of growth, an increase in their share to value added and an expansion of their shares in international markets. The fully operational Cyprus Investment Promotion Agency (CIPA) is contributing to promoting Cyprus as an attractive investment place.

The main developments during last year were the following: 

Further promotion of the Restructuring and the Diversification of the Economy towards the Production of High Value Added Goods.

· The One Stop Shop continued to offer a wide range of services to the inventors decreasing the time needed to register a company to 2-3 days, whereas the approval of a company name is completed within one day. For the period October 2008 to August 2009, 4381 companies have been registered, 6003 names were approved and 226 foreign inventors were given the appropriate information and guidance about setting up a business in Cyprus.

· The continuation of operations of the Cyprus Investment Promotion Agency (CIPA), which aims at the promotion of Cyprus as an attractive international investment centre in key priority growth sectors, the advocating of reform in Cyprus required to improve the regulatory and business environment and infrastructure and the support of investors with after care and further development services. A notable initiative of CIPA was the inclusion of Cyprus for the first time in the influential “Doing Business Report” 2010 of the World Bank, where, based on 10 business indicators, Cyprus was ranked 40th out of 183 countries, a ranking that is considered very satisfactory and will provide the basis for continuous improvement of the business and regulatory environment.
Upgrading and Enriching the Tourist Product

· The construction of new marinas has gained momentum, with the one in Limassol current being built.

· A revised golf policy was approved giving emphasis to the production of Renewable energy by the developers for the needs of the golf complex.

· A scheme for the creation of new tourist accommodation units, preferably in traditional buildings and the upgrading of existing tourist accommodation units (hotels, hotel apartments, existing hostels, etc.) was implemented, with 16% applications being under consideration.

· Incentives for the withdrawal of low class hotel accommodation. A provision of the scheme into the Local Plans that are currently being discussed and expected to be completed by 2010 is being decided by the Ministry of Interior.

· Incentive scheme for improving sanitary areas of catering establishments. 263 establishments were subsidized with a grant of €0,76 mln.

· Development of an incentive scheme for the upgrading of Medical Services Quality in order to support private clinics to obtain accreditation from International and European Organizations. The scheme is expected to run by the end of 2009.
Enhancement of the Competitiveness of the Manufacturing Sector

In the Manufacturing sector, despite the fall of its contribution to GDP (16,4% in 2008) and its marked problems of competitiveness, strong dynamism is exhibited by certain sub-sectors, such as pharmaceuticals and metal and wood processing industries, but also by manufacturing units in traditional sub-sectors, giving emphasis to the production of advanced technology and knowledge intensive products (stream engineering, program to predict via ultra sonic image analysis the stroke risk from carotid plaque). The main measures towards enhancing the competitive advantage in the manufacturing sector are:

· Continuation towards the setting up of a Loan Guarantee Granting Facility to provide support to SMEs that are not able to provide sufficient collateral. In April 2009, the Cypriot government entered into a Financing Agreement with the European Investment Fund for the amount of €20 mln., on the basis of providing funds available to SMEs and the development and monitoring of investment policy to be followed. The financial products offered in the Agreement are: a) Micro-loans with co-funding and b) Micro-loans Cash Deposits.
· Schemes for the encouragement, strengthening and reinforcement of women and youth entrepreneurship through facilitation of access to finance, fostering a more entrepreneurship culture and encouraging them to create their own business. The schemes have been amended and included in the new programming period 2007-2013 with total budgets of €5 mln and €6 mln respectively and co-financed by ESF.

Enhancement of the Production Base of Disadvantaged Areas

Despite Cyprus’ small size and the high rate of economic growth observed over the past decades, regional disparities do exist. Rural areas have undergone demographic weakening, while population and business activities have concentrated in the major urban centers and the coastal areas, the latter experiencing rapid tourist development. Through the Rural Tourism Development Scheme of 2004-2006 measures were promoted for the economic and social regeneration of rural areas, which face serious structural problems, in order to contribute to the stabilization of the depopulation trend and to achieve greater social and economic cohesion. Due to the success of the measure and the high positive response, the scheme has been continued during the new programming period 2007-2013, encouraging fixed, as well as non-fixed assets investment in mild forms of rural tourism activities. The Programme includes, inter alia the following measures: 
· Encouragement of tourist activities: This measure covers the creation of supporting infrastructures for rural tourism (e.g. thematic routes, information centres for tourism and culture, thematic museums) and supporting infrastructure of tourist interventions in the communities. A call took place on the 3rd of March 2009 and ended on the 29th of May 2009.

· Regeneration and upgrading of infrastructures in the communities (e.g. squares, pedestrian zones), the development of local/social services centers (e.g. children and elderly centres, libraries) and the protection and promotion of traditional elements of the rural heritage (e.g. bridges, mills, fountains). A call took place on the 3rd of March 2009 and ended on the 29th of May 2009.
· Investments in the field of broadband infrastructure: This measure concerns the creation of and the enabling access to broadband infrastructure including backhaul facilities and ground equipment and the development of passive broadband infrastructure. The measure is considered as very important, since it ensures access to internet for rural businesses and rural population, increases rural areas attractiveness, business competitiveness and employment in rural areas. The measure is expected to be approved by the European Commission by the end of 2009.
· With a total budget of €24 mln and co-financed by EAFRD, financial support is given to activities aiming at improving or rationalizing the processing procedures of marketing channels of agricultural products and to small scale processing units of agricultural products in order to maintain the traditional character of rural communities. The approvals of the first call are expected to be finalized next month.

· Encourage tourist activities by supporting infrastructures for rural tourism and infrastructure or tourist intervention. With a total budget of the measure of €5,3 mln, a call took place from the 3rd of March until 29th of May 2009 and the proposals are under study.

· Measure for the regeneration and upgrading of infrastructures in communities, the development of local/social services centres and protection/promotion of traditional elements of the rural heritage. With a total budget for the measure of €26 mln, a call took place from the 3rd of March until 29th of May 2009 and the proposals are under study.

· Encouragement of the processing and marketing of agricultural products, in order to improve and rationalize the processing procedures of marketing channels of agricultural products. A call for this measure was made from April 2008 to August 2008 and the approvals are expected to be finalized in Autumn 2009 and a new call is foreseen for December 2009.

3. PROMOTION OF R & D, INNOVATION AND ICT DIFFUSION

Increase and improve R& D, especially by the private sector

During the last year, there was satisfactory progress in almost all priorities set in the research sector, including the increase of investment in R&D (GERD), the development of research infrastructure, the enhancement of human capital in research, and the development of international cooperation. On the other hand, the contribution of industry to R&D expenditure (BERD) remained at low levels percentage wise, even though it had an increase in absolute terms. The main progress is as follow:
· Gross domestic expenditure on R&D (GERD) increased to €70,1 mln in 2007 from €61,3 mln in 2006, an increase of 14,2%, which is amongst the highest in EU27. Despite the high increase in absolute terms, GERD as a percentage of GDP increased only by 0,02% reaching 0,45%. The main reason for this was the high GDP growth, which was 6,6% in nominal terms.

· The number of human resources employed in research (full-time equivalent) increased by 1,5%, from 1.226 in 2006 to 1.244 in 2007. In particular, the number of researchers increased by 7%, whilst the percentage of women participating in research activities remained at 38% of the total number of researchers.

· The investment of businesses in R&D expenditure (BERD) increased to €11,5 mln in 2007 compared to €9,79 mln in 2006. Despite the high annual increase of BERD by 17%, the contribution of industry to GERD has increased only to 16,4% in 2007 from 15,9% in 2006. 
· There was progress in the reform of the national system of research and innovation, as the pending issues about the structure of the RPF Board of Directors were resolved. The structure of the Scientific Council is at the final stage of approval by the Council of Ministers.
· In 2008 the RPF launched its Framework Programme for RTDI 2008, with a great response by the research community, as 1.122 proposals were submitted, and 346 of them secured funding of €60m. In June 2009 the RPF launched its FP for the period 2009–2010 with a budget of €60mln.
· The participation of the Cypriot research community in the 7th Framework Programme of EU for Research and Technological Development 2007-2013 (FP7) was also satisfactory, as in the 45 calls announced in 2008, 28 projects managed to secure financing of €4,7 mln, compared to 41 projects and €7,8 mln in 62 calls announced in 2007. 
· The development of research infrastructures was the main focus of the RPF Framework Programme 2008, as more than half of the total budget of the FP was allocated to relevant programmes. In particular, €24 mln will finance the establishment of 8 large strategic projects, whilst €9,5 mln will fund 27 projects concerning the development of small infrastructures, the upgrading of existing equipment and the access to research infrastructures abroad.

· Five Mediation Agencies were established in accordance with the number of universities in Cyprus, in an effort to strengthen the links between academia and enterprises, leading to projects of joint interest as well as to the exploitation of research results by enterprises.

· For the development of Research and Innovation culture within the educational system three competitions were introduced, called “MERA”, “FOITO” and TEKE from the RPF Programmes. In the school year 2008-2009, 44 projects were awarded through these 3 competitions with a total amount of €93.000.

· For the development of new researchers, programmes were introduced that are addressed to both PhD students and post docs, and include actions for the entry, improvement, and mobility of new researchers. In 2008, 67 projects secured funding of €5,1 mln. Calls for these programmes have been announced in 2009, but no data is available yet.

· For the attraction of foreign researchers, an RPF Programme was introduced. Under this Programme, 10 projects secured funding of €0,65mln. Calls for these programmes have been announced in 2009, but no data is available yet.
· A first call was announced in July 2009 for an action in the RPF FP 2009, which will  provide further incentives for participation in the FP7, by providing supplementary funding (known as matching funds) to public universities and research organisations for their successful FP7 projects. 

Facilitate all forms of Innovation

· According to the European Innovation Scoreboard 2008 (Strengths and Weaknesses Report), Cyprus considerably improved its position since 2008, passing from the 24th to 13th rank. Combining a close to the EU27 average level of performance with a high growth rate (Cyprus 0,471, EU27 average 0,475), Cyprus is a growth leader amongst the group of “Moderate Innovator” countries. 

· Two measures, namely “Research and Technology Mediation System” and the “Thematic and Innovation Networks” are expected, if successfully implemented, to significantly improve cooperation links between research organizations and enterprises. Consequently, this way leads to better exploitation and commercialization of research results, which are still extremely underdeveloped on the island.

· The establishment of the Science and Technology Park is progressing as the Council of Ministers decided to proceed forward with the establishment, the feasibility study was completed, the necessary land has already been expropriated and the access road to the Park has been constructed.

Facilitate the Spread and Effective use of ICT and Build a Fully Inclusive Information Society

One of the noteworthy measures during the period October 2008 - October 2009 is the decision of the Council of Ministers on 18.02.09 (Decision No 68.442) to assign the political responsibility on information society issues to the Minister of Communications and Works, to appoint the Department of Electronic Communications (DEC) as the executive arm of the Minister, with the aim to develop and implement a national strategy for the promotion of information society. Also  the establishment of an Advisory Committee was approved to be chaired by the Permanent Secretary of the Ministry of Communications and Works and having as members representatives of all relevant Ministries, industry and academia.  
Despite the fact that there is no national strategy yet, it has been decided as a first priority target to achieve 100% coverage of Cyprus with broadband infrastructure. The subject matter of this initiative is the 151 communities in Cyprus that do not have broadband coverage today. In this respect, two projects are underway: the first one is the establishment of satellite services in these communities which aims to offer to these communities basic Internet connectivity and the second one, is the establishment of broadband terrestrial infrastructure in these communities which aims to install fiber optic infrastructure in the 151 rural communities, as a future – proof solution. 

Additionally, in January 2009, the Council of Ministers approved the proposal for the revision of the eGovernment Strategy. The aim is to refine the strategy for achieving the Cyprus Government objectives of up to 2015 for productivity growth whilst being in line with the EU policies and directives.
Furthermore, the Cyprus Government is implementing an eGovernment Strategy that is in full alignment with EU i2010, with the related signposts towards eGovernment, as well as with the most recent Ministerial Declaration and guidelines from the last eGovernment Ministerial Conference in Lisbon in September 2007. A series of measures and actions have been, or are planned to be, promoted in order to achieve the i2010 Strategy and Action Plan. Some of the initiatives in the eGovernment sector are the following:

· The establishment of a Mobile Citizen Service Centre (pilot project) all over Cyprus.

· The preparation of the eInclusion National Strategy by the Social Welfare Services in coordination with the Department of Information Technology Service.

· The promotion of various inclusive eGovernment flagship initiatives  such as the  vocational training and promotion of public assistance recipients in the labour market,  the expansion and improvement of care services for children, the elderly, the disabled and other dependants, the Ambient Assisted Living, the establishment of an internet centre for migrants and asylum applicants, the Internet Mobile Unit,  the Unemployment Training Plan and the ICT classes for prisoners, young people and senior. 
· The roll-out of the Office Automation System is already used in some governmental offices and it will gradually be rolled out in all government offices. 

· The set up of a Help Desk System; the related Tender is in the evaluation stage.

· The development of a Central Government Data Warehouse; the execution of the project is expected to commence in 2011 and be completed within a period of 30 months. 

· The eProcurement System went live in mid June 2009 and will operate on a pilot basis up to November 2009.

· The Road Transport eServices went live in January 2007 and within 2009 applicants for a driver’s license will be able to pay online for their examination fee and will be given the option to select the examination date/time and centre for their driving license test. 
· The development of a Government Secure Gateway is projected to start in 2010 and be completed within a period of 12 months. 
· Concerning the introduction of eIDs a proposal has been prepared and is awaiting approval by the Ministry of Interior prior to its final approval by the Council of Ministers.

· The portal for the Single Point of Services (Services Directive) is under testing and is expected to be operational by early 2010.
In the educational sector some of the initiatives are:

· There was an improvement of infrastructure in schools as the ratio of personal computers to the number of pupils in the primary education is 1:4,8, in secondary education the respective ratio is 1:4,1 and the  establishment of internet connections in all schools in both primary and secondary education has been completed,

· The training of teachers in IT technologies is almost completed (90% of teachers).

· The Learning Management System was launched on a pilot basis in 7 schools in April 2009, whilst its installation in all schools is expected to be completed in 2014. 

Finally in the health sector some of the initiatives are:

· The Integrated Health Care Information System has been installed and is partly operational. 

· The development of a Pharmaceutical Information System has been completed and is currently under pilot operation for a 6-month period before it officially goes live, which is planned in December 2009.
4. ENHANCING COMPETITION AND IMPROVING THE OVERALL BUSINESS CLIMATE

Further Enhancement of the Conditions of Competition

During the past year, the Commission for the Protection of Competition (CPC) continued to enhance its role by correcting market imperfections. The CPC completed the resetting and concluded a great number of pending cases, which were made imperative due to the Supreme Court’s decision that ruled that the Commission was unlawfully constituted. Since last October, the Commission issued 123 decisions concerning anti-trust matters and 26 decisions concerning notified mergers, imposing fines amounting to about €1.150.000 for infringements in the markets of telecommunications, pharmaceuticals, retail trade, audit services and port services. At the same time, the CPC is making effort to increase public awareness by organising training programmes and conferences. The CPC is also proceeding with investigations in the sectors of telecommunications, electricity, airport services, dairy products, petroleum products, distribution of press, postal services and employment services. The capacity of the CPC has been enhanced through the recruitment of seven qualified officers and five secretarial personnel, while it is expected to proceed soon with the appointment of the Director of the Commission and fourteen new officers.
An important development in the energy sector is the further liberalisation of the market. Following Cyprus’ accession to the EU, 35% of the electricity market was opened to competition. With effect from 1st January 2009 the market has been further liberalised for all “non domestic” consumers (a percentage of 65%) and with effect from 1st of January 2014 all consumers of electrical energy will be able to select their supplier according to their best interest. Another important development in the energy sector is the actions promoted to complete the Natural Gas Sector in Cyprus. The relevant EU Directive 2003/55/ΕC, relating to the common rules of the internal natural gas market, was fully transposed into the Laws of Regulating the Natural Gas Market of 2004-2007. According to the last amendment of the law regulating the Natural Gas Market and to the relevant Ministerial Decision, the gas sector will be fully monopolistic. On 18th of June 2008 the government of Cyprus decided to establish a new Public Gas Company (DEFA), which will be the exclusive importer and supplier of natural gas to the market. DEFA will be 100% owned by the government and Electricity Authority of Cyprus (EAC) has the option to acquire 44% of the issued shares, an option which it intends to exercise. A Joint Venture with a significant participation of EAC and other interested strategic investors will be responsible for the financing, operation and management of the onshore Liquified Natural Gas (LNG) terminal. DEFA will enter into a Sales and Purchase Agreement in order to purchase and import the LNG, preferably on a delivered ex-ship (“DES”) basis. DEFA will enter into another agreement with a corporation to be established (the “LNG Terminal Company”), according to which the latter will provide to DEFA, LNG receiving, storage and re-gasification services at its terminal pursuant to a Terminal Use Agreement (the “TUA”). Furthermore, Cyprus Regulatory Authority (CERA)has decided to proceed with an Open Season procedure. The objective is to identify potential end-users and their demand for regasified LNG, which will facilitate DEFA in contacting the interested end-users for further negotiations and to plan its LNG procurement. In September 2008, CERA in cooperation with the Minister of Commerce, Industry and Tourism promoted a new legislation, which provides assistance to vulnerable groups of consumers. The legislation also provides incentives to all consumers to promote energy saving, in the form of a discount to their bill.

Increase the efficiency of the Public Sector

· In order to modernise the public sector, the Schemes of Service of civil servants are being revised so that they reflect the current needs and requirements of the different posts. Up to date 92 Schemes of Service were revised. Also, a new Code of Conduct for civil servants is being developed, which is expected to come into force during the first quarter of 2010.

· The introduction of a new performance appraisal system in the civil service is expected to contribute to increasing the overall productivity of the public sector, by providing incentives to the personnel for continuous improvement, training and development. The trade union had expressed its reservations regarding specific aspects of the system and as a result, a team was set up to facilitate the dialogue and help reach to a consensus by all parties involved. 
· The introduction of a Performance Assessment System (CAF) is expected to increase the quality of the public sector. About 20 Departments/Services are either at the stage of completing their performance assessment or at the stage of preparing their Action Plan based on the results of the assessment. It should be noted however, that only a few organizations are at the stage of implementing their Action Plan. 
· A project proposal entitled “Re-organisation and improvement of the administrative capacity of the Public Administration and Personnel Department” (PAPD) (Ministry of Finance) and the Labour Department (Ministry of Labour and Social Insurance) was approved and its overall objective is the improvement of the provided services and the internal operation of the two afore-mentioned Departments, as well as the development of a series of methodological tools that will be horizontally implemented, in an attempt to enhance the improved operation and efficiency of the rest of the organisations of the civil service in Cyprus.
· Moreover, a project was launched in 2009 by the Cyprus Academy of Public Administration aiming to strengthen the strategic, management and leadership capacity of the Cyprus civil service through the provision of the necessary learning and support to the top leadership and other officers of all civil service organisations. 
The Planning Bureau, in its capacity as the managing authority for the EU Structural Funds and the Cohesion Fund, has prepared a number of detailed guidelines for procedures, in accordance with the Management and Control System in order to increase the efficiency of EU funds management and to increase the absorption rate. In addition, the new Management Information System (MIS) for the Structural Funds was set in full operation in September 2009.  
To enhance the quality of services offered to citizens, currently five Citizen Service Centres (CSCs) are operating on the island, providing 64 different services to the public in one stop. Two additional CSCs are expected to be in full operation by the 1st semester of 2010. Furthermore, PAPD is in the process of setting up a Call Centre which will deliver administrative information and handle cases that relate to the competences of a number of civil service organizations. Up to date, about 60 procedures have been recorded.
Reduction of the Regulatory and Administrative Burden

The efforts for reducing the regulatory and administrative burden are continued. A central specialised unit set up in the Ministry of Finance is coordinating and monitoring the actions included in the National Action Plan (NAP) for Better Regulation (BR) which was approved by the Council of Ministers in July 2007. 

· The pilot project for the reduction of AB in the real estate market and more specifically, the procedures relating to the planning permissions and the building permit was completed in October 2008. The results were presented to all stakeholders in the public and private sector. 

· As regards impact assessment, the standardised questionnaire that was adopted in November 2007, which must be attached to all Bills/draft Regulations, was further revised and a Consultation Guide was prepared to assist civil servants in its completion. Furthermore, the Central Specialised Unit attends training courses on best practices undertaken by other European countries in the field of Impact Assessment, which will contribute to developing a long-run national impact assessment strategy for Cyprus, in the next few months.

Rationalisation of State-Aid

The total amount for state aid in 2008 was at the same levels as in 2007 at about €111,2 mln. However, if the state aid granted for the restructuring of Cyprus Airways (€15,6 mln) which was a one-off expenditure in 2007 is excluded, then it becomes evident that state aid  has increased substantially (by approximately €14,8 mln) from 0,43% in 2007 to 0,48% in 2008. This increase is attributed mainly to the increase of aid granted to the sectors of culture and media (€12,5 mln).  State aid towards the field of Research and Development (R&D) has been reduced by 56%, but it should be noted that this rate does not include the support provided to SMEs by the Research Promotion Foundation, nor the grants provided to non-business organisations and institutions (such as the University of Cyprus, State Laboratory, the Cyprus Institute of Neurology and Genetics, etc.) for promoting R&D.
Speed up the transposition of internal market directives

According to the European Commission’s latest scoreboard of July 2009, Cyprus has made the biggest progress in the EU with a reduction by 11 directives on its previous transposition deficit.  Specifically, it has recorded a deficit of 1%, matching the target set by the European Council, as well as the EU average for the period under examination. Cyprus has also managed to maintain the “zero tolerance” target with respect to long overdue directives and it has the smallest number of directives which have not been correctly transposed. 
Enhance the enforcement of internal market legislation
The effectiveness of Cyprus´ monitoring of the internal market legislation enforcement, is reflected by the fact that, according to the European Commission’s latest Internal Market Scoreboard, it has managed to reduce its number of open infringements procedures by 50%, the largest reduction amongst all Member States, resulting in Cyprus having the second lowest number of infringement proceedings in the EU. 

Eliminate the remaining obstacles to cross-border activity
Concerning the Internal Market Information (IMI) System, all the Competent Authorities involved in the implementation of the relative Directive were registered in the network. As regards IMI-Services in particular, the Ministry of Commerce, Industry and Tourism (the National Coordinator for IMI - NIMIC) and the Planning Bureau (Delegated Coordinator - DIMIC) have completed their scoping exercise for the identification of all remaining competent authorities that would need to self-register in IMI-Services as soon as the specific function becomes technically operational by the European Commission. A one-day conference was organised in May 2009 aiming at raising the awareness of competent authorities about their obligations under IMI-Services. In addition, the discussions for the appointment of the Incoming Alert Postbox, the alert coordinators and the alert competent authorities concerning the implementation of the relevant provisions of the Services Directive on the Alert Mechanism, are well underway.
Applying EU public procurement rules effectively

With respect to the implementation of e-procurement in Cyprus, two regulations concerning the coordination of public procurement procedures through the use of electronic means were enacted on 26 June 2009. The e-procurement System went live in mid June 2009 and successfully completed its 1st pilot phase in October 2009. As of November 2009 the e-procurement system will be fully operational. 
Enforcement of the competition policy
The study conducted by independent experts, on the degree of competition in the sector of Professional Services, which was launched following the “Point to Watch” of the Commission’s 2007 Evaluation Report, has been completed. It examined possible restrictions of competition in five professions: doctors, pharmacists, lawyers, architects, engineers and accountants. In general, for all professions under study, the regulations which were indicated as requiring further examination and evaluation do not constitute serious cases of possible restrictions. The results show that there are no quantitative entry restrictions in any of the professions examined. In the cases where qualitative restrictions exist, these are justified by a clearly defined public interest criterion. As regards pricing regulations in the case of pharmacists, setting maximum prices is considered to be compatible with competition policy and justified despite its restrictive effect. However, the restriction to sell drugs and medicines and to provide pharmaceutical services below the prices set by the State is suggested to be revisited. Fixed fees for advocates show a clearly defined public interest, except in the case of the restriction on minimum fees for out of court cases. In the case of architects and engineers, the pricing regulation is only of a theoretical effect but has to be abolished. Other restrictions are identified in the cases where there is ban of advertising and inability to form alternative business structures. The results of the study will be examined by the Commission for the Protection of Competition that will consequently proceed with the necessary actions.
Encouraging enterprises in developing their Corporate Social Responsibility (CSR)
The Planning Bureau, which is the National Contact Point for the CSR initiative in Cyprus, organised a conference on CSR in July 2009. The aim was to raise awareness and to stress the importance of including CSR practices in the businesses’ operations. Within this context, a questionnaire was also printed and distributed, as a guide to simple actions that even the smallest enterprise can undertake, in response to socially responsible behaviour. In addition, the Planning Bureau, in cooperation with other three research institutions, is promoting a programme to be completed in May 2010 entitled: “Strategies and Tools to Promote Responsible Investment”, which will cost about €150.000 with 80% of the cost being a grant from the European Commission. The preparation of an Action Plan and a network are also envisaged, comprising important components of a Proposal submitted to the EU Commission, for which evaluation is pending. The proposal was prepared and submitted in cooperation with social partners from academia, trade unions and an entrepreneurs association, serving as a platform of cooperation both during the preparation stage but also, if the proposal is approved it will be implemented in close partnership with all involved.
5. EXPANSION AND UPGRADING OF BASIC TRANSPORT INFRASTRUCTURE 

Cyprus, being a service economy aiming to attract more tourists and more foreign investment, still needs to develop a lot of basic infrastructures in most sectors, such as in energy, environment (sewerage plans, landfills, water desalination) transport, culture and research, at the expense of billions of pounds. As each category is analyzed under the appropriate chapter, this section is restricted to transport only, i.e. roads, ports, airports and public transport that are also of crucial importance to a small island economy. 

The increase in the island’s population has been directly associated with greater mobility and car ownership. Public transport in Cyprus is confined to urban and rural buses as well as to inter-urban taxi services that do not cover more than 2% of commuters’ needs. These, in conjunction with the increase in freight and tourism have placed an enormous strain on road infrastructure of the island. During the last year there has been satisfactory progress in the expansion and the upgrading of infrastructure, as a number of important projects have been completed or are in the phase of implementation as foreseen in the NRP: 
· The upgrading of six Limassol roundabouts to grade-separated junctions was completed in 2009. This will have a direct impact on the reduction of the traffic congestion, will lead to a decrease of accident rates by approximately 60% and reduce the average travel time from Nicosia to Paphos, via Limassol. 

· In the context of the expansion of the primary network, there were ongoing negotiations with the preferred bidder for the construction via the PPP method, of the Paphos-Polis Chrysochous road, which is expected to commence in 2010. 

· The construction of the new grade separated junction with the necessary network adjacent to GSP Football Stadium in Nicosia is expected to commence in early 2010 since the tender procedure is almost completed,  whereas, the widening of the Nicosia-Limassol motorway by adding two additional lanes (section Alambra to Nicosia) will follow (late 2009).

· The construction of a 4-lane dual road, between Limassol Port and Limassol-Paphos motorway is expected to commence in autumn 2009. This project is part of the Trans-European Network (TEN-T) and will be co-financed by the Cohesion Fund during the Programming Period 2007-2013.
· For the promotion of public transport the Council of Ministers approved in 2008, a programme of actions to be partly co-financed by the structural funds. In accordance with the Council’s decision, a project management unit was set up in the Ministry of Communications and Works. In addition, the Road Transport Department was authorised to coordinate the restructuring of the public transport, by encouraging existing urban and local bus-firms to merge into one company per district, with the exclusive right to operate all urban and rural routes in that district, (as well as some cross- district routes that will be agreed) for a period of ten years. The new legal framework for the operation of the bus-companies has been approved by the House of Representatives last September and preparations are now well under way to put the new framework into operation by early December that the pertinent directive of the EU has set as a deadline for such arrangements. Using this exclusive right as a guarantee, the bus companies will have the obligation to finance the renewal of their bus fleet within two years. Also the new companies must offer better service with longer hours, more frequent itineraries and shorter as well as new bus routes. For Nicosia the new routes and bus -stops are currently under preparation by a group of experts. The government will be paying a subsidy per customer. There is strong commitment at the political level and optimism to meet the deadline of early December.

In the context of the further encouragement of the bus use, the free transport of students at schools in the urban centres has been enhanced to cover all secondary students seeking transportation. Originally, the measure covered 62 schools in the whole island, which amounts to 70% of the secondary students’ population. This measure is additional to the measures that cover the whole student’s population that live in the rural areas of Cyprus. The free transfer of secondary school students in the urban centres will offer social and economic benefits to the Cypriot family. It will also benefit the environment, but above all, will reduce the congestion in the city centres 

· In the area of airports infrastructure, the redevelopment of the two airports, which includes the development of new passenger terminals at Paphos and Larnaca, with a significantly expanded passenger capacity, has been completed according to schedule: the new Paphos airport has been operating since November 2008, whilst the new Larnaca airport has just been completed and will be open to traffic on 7th November 2009.

· In the area of ports infrastructure, there have been significant developments in the implementation of the project for the redevelopment of the Larnaca port and marina into a mainly passenger port on a PPP basis.  At the beginning of October 2009 commenced the negotiations with the preferred bidder and the implementation of the project is expected to commence during 2010.
6. SUSTAINABLE ENERGY PRODUCTION AND CONSUMPTION

The decisions of the Spring European Council in 2007 regarding the target set by EU for the total share of Renewable Energy Sources (RES) in final energy consumption to reach 20% by 2020 has prompted Cyprus  to take vital actions and promote cost effective, low- carbon energy policies. For Cyprus, the need for an effective tackling of the challenges in the energy field is all the most pressing since the energy system is almost entirely dependent on imported oil.
According to the indicative target that EU has set for Cyprus, the total share of RES in the energy balance of Cyprus should be 13% by 2020, with an interim target of   3,8% by 2010.  This interim target has been reached since 2008. Moreover, the indicative target regarding the total share of RES in the Electricity production until 2010 is 6%. In 2008, electricity production from RES was 0,5%.
In order to endorse sustainable development, during the period October 2008 - October 2009, several actions took place in the energy sector of Cyprus.
The five-year Action Plan (2006-2010) for the Promotion of Energy Saving in the Public and Private Sector is being implemented as scheduled. The Programme is expected to contribute towards the achievement of a target set for a decrease by 1% per year of the total energy consumption.

In order to facilitate investors in the area of renewable energy sources, via accelerating the whole procedure for the submission of the applications and securing of necessary licences and permits, the One Stop Shop is in operation as from May 2006.  

In February 2008 Cyprus fulfilled its obligation regarding the increase in the level of security stocks from 60 to 90 days of consumption. Due to luck of storage in Cyprus the stocks of the Republic of Cyprus are stored in Greece and the Netherlands.  

Following the decision taken by the Council of Ministers, the creation of an Energy Centre at Vasilikos Area (VEA) is underway. The establishment of VEA will lead to diversifying the energy supply sources, basically through the introduction of gas as energy source. The operation of VEA will enable the importation of natural gas to the island in the form of Liquefied Natural Gas (LNG), thus contributing towards the more efficient power generation and to the reduction of greenhouse gas emissions. The projects’ negotiations have now reached their final stage and the constructions for the establishment of the Centre are expected to begin soon. The LNG terminal is expected to commence its operation by 2013.

Regarding RES and Energy Conservation (ECon), a relevant programme is being implemented as from 2004. It provides financial incentives in the form of investment and operational aid in the fields of ECon and the promotion of RES utilisation. By October 2008, €8.439.235 were given in the form of grant to consumers using RES technology. 
Additionally, on the 20th of July the new Subsidy Scheme regarding the promotion of Electricity from the installation of large systems from Wind Energy, Solar Thermal and Photovoltaic was launched. It covers the period 2000-2013 and aims to encourage small scale photovoltaic systems, geothermal heat pumps, solar thermal installations for heating/cooling purposes and the generation of electricity from large-scale wind and photovoltaic systems, concentrate solar power systems, biomass and biogas installations, in order to realise the target of producing 6% electricity from RES by 2010. It should be noted that considering the relatively high cost of implementation, EU has approved the pre-mentioned schemes since the amounts subsidised are based on the projects´ capital intensity and therefore, do not result in any kind of competition distortion.
The Energy Service of Cyprus has introduced several projects funded by the EU Structural Funds in order to promote large-scale projects with RES technologies.  Specifically, 65 Photovoltaic systems are to be installed in 65 Public Buildings and Military Camps. The overall budget for the projects is €4,3 million excluding VAT and the total capacity is 1,1MW. The installations are expected to be completed by the end of June 2010. Additionally, €1 million is to be invested in installing Solar Cooling and Heating technologies in Public Buildings. Currently the Energy Service is preparing the tender documents in order to initiate a tender procedure for the above project.
Finally, on the 31st of July 2009 an agreement was signed for the installation of the first Wind Farm in Cyprus with a capacity of 82 MW. Its construction started on the 3rd of August 2009. Its total capacity on electricity generation is 125GW thus saving 97105 tn CO2 / year in comparison with the use of HFO and 48726 tn CO2 / year in comparison with the use of Natural Gas.

7. ENVIRONMENTAL SUSTAINABILITY

The environmental picture of Cyprus presents many deficiencies, most of them in environmental infrastructure. Substantial effort has been made thought in order to tackle these deficiencies.

Regarding the environmental sustainability issues in the Reform Programme of Cyprus for 2009 for the Lisbon Strategy, there has been notable progress regarding the main deficiencies identified. There are still some major problems regarding urban waste, water treatment and solid and hazardous waste management. In addition, there have been significant negative impacts on the natural environment, and especially the coastal areas, mainly due to tourist development and the high energy intensity of the economy, that contributes to the degradation of the environment.
The main measures promoted are the following:

· Regarding the management of urban wastewater, there have been financial investments for developing the necessary infrastructure at the urban and rural areas. The urban areas are much more advanced and most of the deadlines for compliance, which is the end of 2012, will be met. In the rural agglomerations, serious problems needed to be solved, especially financial, legal and public acceptability of the projects, thus the actual construction works have been delayed and only now are starting to be implemented.
· On the issue of solid waste, Cyprus has made progress in implementing its Strategic Plan for the management of solid waste, which includes the establishment of four regional centers for integrated management of solid waste, as well as the restoration of existing landfills. The Larnaca regional center is expected to be completed by April 2010. The centres for Nicosia and Limassol are still in the design phase, with the aim to be completed by 2014. Upon completion of each regional centre, the restoration of existing landifills, incluing the uncontrolled ones, will be implemented. Paphos Landfill, which is under operation since 2005, will be upgraded into an Integrated Management Plant, is planned to be completed by 2013.  

· On the issue of climate change, Cyprus has no quantitative reduction commitments under the Kyoto Protocol, but as an EU member-state it is bound by the obligations set out in the EU Directive 2009/28/EC to increase the contribution of RES to 13% of the total energy consumption by the year 2020. Concrete steps are taken to reduce the greenhouse gas emissions, by promoting measures mainly in the energy from RES, transport agriculture. Cyprus lacks national energy sources and relies heavily on imported oil. In order to decrease energy intensity and greenhouse gases, a number of demand side measures (energy efficiency), improvement of transport and supply side measures (renewable energy) are already being applied though a number of policies. The Vasilikos Energy Center, once constructed, will lead to the greatest reduction of gas emissions.
· Concerning the issue of nature and biodiversity, 12 management plans for Natura 2000 sites have been completed and 13 management plans are underway, out of the 38 sites. Regarding the management of the coastal areas of the island, the Coastal Area Management Programme for Cyprus was completed in June 2008, aiming mainly at the sustainable management of the coastal area of Cyprus, by introducing new methodologies and principles of sustainable development and integrated coastal area management.

· Considerable progress has also been made in promoting the internalization of environmental costs, which included the implementation of the Environmental Technologies Road Map, the Action Plan to promote Green Public Procurement, and promotion of EMAS and ECOLABEL. Promising investments have been made through the allocation of the economic resources towards the promotion of Sustainable Development of research.

· Finally, raising public awareness has been promoted through several actions including celebrations of the World Environment Day, Green Week, Mobility Week, as well as financial support of activities of NGOs and educational institutions through seminars, events and conventions. 

8. EMPLOYMENT CHALLENGES AND SOCIAL INCLUSION

The impact of the worldwide economic and financial crisis started to become evident in Cyprus since the last quarter of 2008. The impact of the crisis has been more pronounced than initially assumed.  As a result, the rate of GDP growth declined, unemployment increased, while the most affected sectors have been tourism and constructions. It is vital to note that the Cyprus economy is a very open economy and it is currently experiencing an adverse effect driven by negative international trade flows. For 2009, the growth rate is estimated to decrease to 0,5% (from 3,7% in 2008) and the unemployment rate to reach 5,5% of the labour force compared with 4,0% in 2008.

For the second quarter of 2009 the unemployment rate amounted to 5,2% of the labour force (males 4,9% and females 5,5%) while in the corresponding quarter of 2008 the rate was lower at 3,1% (males 2,6% and females 3,9%) (data from Labour Force Survey). Moreover the unemployment rate for young persons aged 15-24 amounted to 13% of the labour force of the same age group recording an increase from the previous quarter and the corresponding quarter of 2008. During the second quarter of 2009 the employment rate for persons aged 15-64 was 70,2% (males 78,1% and females 62,7%). 

The Cypriot employed persons comprised 83,1% of total employment in 2008 (out of whom about 0,9% were Turkish Cypriots working in government-controlled areas according to social security sources) and foreigners (European Union nationals and citizens of other countries) accounted for 16,9%.

The workforce of Cyprus has a relatively high educational background since in 2008 more than one third (36,8%) of the workforce completed tertiary education and 39,7% completed upper secondary education. The persons with level of education below the upper secondary education comprised 23,5%. 

Country Specific Recommendation
In the evaluation of Cyprus’s progress on the implementation of the NRP 2008-2010, the EU has set a country specific recommendation with respect to lifelong learning as follows:
“Cyprus should continue with the efforts to expand lifelong learning opportunities, especially for the low skilled, unemployed and disadvantaged groups by proceeding further with the implementation of actions within the approved Lifelong Learning National Strategy, including the reforms of the vocational, education, training and the New Modern Apprenticeship Scheme”.

With respect to the lifelong learning recommendation a significant effort has been made in the implementation of the lifelong learning strategy by all relevant authorities. The progress made with respect to the education and training indicators is shown below:
· The lifelong learning participation rate (% of 25-64 years old) increased from 8,4% in 2007 to 8,5% in 2008 decreasing the gap with the EU27 lifelong learning rate that was 9,7% in 2007 and 9,6% in 2008 respectively.

· The ratio of early school leavers (% of 18-24 years old) was 13,2% in 2008 compared to 12,6% in 2007. Despite the progress Cyprus has made in the gradual reduction of the ratio since 2000 (18,5%) to 13,2% in 2008 the early school leavers ratio for Cyprus remains higher than the EES target of 10% by 2010. However in the case of Cyprus this indicator is not reliable because of the estimation method used
. 

· The youth educational attainment measured by the percentage of graduates who completed the upper secondary education level (% of 20-24 years old) was 85,1% in 2008 compared to 85,8% in 2007 and is much higher than the EU27 average which was 78,5%. The Cyprus educational attainment has also exceeded the EES target of 85% by 2010 (Statistics of Education, 2007/2008).

· The net participation rate in education of young persons (% of 12-17 years old) is estimated at 96% in 2007 (Statistics of Education, 2007/2008) compared to 95% in 2006.

· The flow of upper secondary education graduates to tertiary education was 80% (36% in Cyprus and 44% abroad) in 2007 compared to 82% in 2006.

· The percentage of the last grade students of compulsory education (15 years old) who continue their studies to upper secondary education was 98,9% in 2007 (86% in secondary education and 12,9% in technical/vocational education).

· Participation in the apprenticeship scheme is low, estimated at 0,9% of the total upper secondary education population in 2007/2008.

	Table 1: Education and training indicators

	
	Cyprus

2005
	Cyprus 2006
	Cyprus

2007
	Cyprus 

2008
	EU27

2008
	EES Target by 2010

	Lifelong learning participation rate

(25-64 years)
	5,9%
	7,1%
	8,4%
	8,5%
	9,6%
	12,5%

	Early school leavers ratio
	18,2%
	16%
	12,6%
	13,2%*
	n.a.
	10%

	Education attainment level 

(20-24 years)
	80,4%
	83,7%
	85,8%
	85,1%
	78,5%
	85%

	* Statistical Service, Cyprus 


With respect to the employment indicators Cyprus has exceeded all targets set by the Lisbon Strategy for 2010 and in some cases even exceeded the national targets which are more ambitious:

· The overall employment rate reached 70,9% in 2008 only 0,1% below the national target and exceeding both the Lisbon target of 70% and the EU27 of 65,9%.

· The employment rate for women reached 62,9% compared to 59,1% of EU27 being above the Lisbon target of 60% and almost reaching the national target of 63%.
· The employment rate for the elderly reached 54,8% in 2008 exceeding both the national target of 53%, the Lisbon target of 50% and the EU27 of 45,6%.

· Youth unemployment dropped from 13,9% in 2005 to 10% in 2006, to 10,2% in 2007 and reached 9% in 2008 being well below the EU27 of 15,5%.

	Table 2: EU and national targets’ achievement rate

	Indicator
	EU Target
	National

Target
	EU27

2007
	EU27

2008
	Cyprus

2007
	Cyprus

2008

	Overall employment rate
	70%
	71%
	65,4%
	65,9%
	71%
	70,9%

	Employment rate of women
	60%
	63%
	58,3%
	59,1%
	62,4%
	62,9%

	Employment rate of older workers
	50%
	53%
	44,7%
	45,6%
	55,9%
	54,8%


Progress with respect to measures promoting LLL

Despite the high quality of the labour force, and the relatively low unemployment rate, the Government continued to put great emphasis on the implementation of measures aiming to enhance lifelong learning and increase labour supply. Significant effort has been made with respect to the lifelong learning recommendation as outlined below:
· Implementing the National Strategy for Lifelong Learning and enhancing the Monitoring Mechanisms (LLL): following the approval of the Cyprus Lifelong Learning Strategy (CyLLS) by the Council of Ministers in November 2007, emphasis has been put on improving the monitoring/coordinating and advisory mechanism for the implementation of the Strategy (CyLLS). The actions implemented include monitoring and grouping of the lifelong learning measures under the four strategic priority axes, together with efforts to increase the effectiveness of the operating mechanisms of the National Lifelong Learning Committee and the Technical Committee. Also significantly, a countrywide campaign for “Raising awareness of lifelong learning strategies” is now under implementation, with the necessary material being printed and started to be distributed to all schools, enterprises and households. In addition, sufficient budget appropriations have been allocated for the needs of the Planning Bureau as a National Authority and for those of the National Agency, responsible for managing the implementation of the programme and the submission of regular reports to the EC. 

· In the context of the operational programme “Employment, Human Capital and Social Cohesion” for the period 2007-2013, it is estimated that the financial contribution for actions in the field of education and training by the ESF will be approximately €85 mln, comprising almost 71% of the total ESF funds allocated to Cyprus under this operational programme for the period 2007-2013.
· The educational and vocational reform continued through the promotion of several actions such as the development of new curriculum, the reform of the curricula using ICT and training of teachers on IT technologies, the establishment of the Educational Research and Evaluation Centre, the restructure of the Cyprus Pedagogical Institute, the radical improvement of the quality of teaching through teacher training, the development of a new framework for the operation of “All day” primary schools, the introduction of a new system for the evaluation of school work and teachers, the introduction of programmes for talented students in the Upper Secondary education, the expansion and improvement of Zones of Educational Priorities (ZEP). 
· New Modern Apprenticeship Scheme:  In March 2009 the project fiche of the Scheme was submitted to the ESF Unit, following an agreement (Memorandum of Agreement) that clarifies the respective roles of the Ministries in the implementation of the new scheme. It is worth noting that participation in the apprenticeship scheme is low, estimated at 0,9% of the total upper secondary education population in 2007/2008 and a study has been undertaken to examine the reasons for its low popularity, as well as factors that would make it more attractive to students.

· Regarding Secondary Technical and Vocational Education a political decision was taken on the development of a National Qualifications Framework and the parallel development of the National Qualification System and its sub-systems. Other measures aiming to make the secondary Technical and Vocational Education more attractive have also been implemented whereas a survey among young students in their last compulsory school year aims to investigate the factors causing the low participation in Vocational Education and Training.

· Further enhancement of the Public Employment Services (PES) (including expansion of building network, improvement of service quality, personalized counseling, specialized studies and upgrade of ICT systems), training of people involved in the operation and strengthening the ability of PES to deliver its services to the most vulnerable.

· The approval of the establishment of a Technology Park which is expected to be completed in 2012 will significantly increase the opportunities for university and industry cooperation for increased innovative results. 

Other measures promoted under the four pillars of the National Lifelong Learning Strategy are the following:

· Further increase of zones of educational priority (ZEP) from three to four in the school year 2008/2009, the introduction of a multicultural policy and education support for the integration of foreign pupils in the Cyprus educational and social system, short-term classes for foreign students whose native language is other than Greek, programme against illiteracy, programme for self-esteem reinforcement, programme for the normal transition from primary school to lower secondary school and a prevention programme for high risk pupils.
· Promotion of accelerated vocational training programmes to the unemployed, unskilled young persons, promotion of modern and flexible forms of employment targeting women, persons over 50, single parents etc., training programmes to increase the employability of unemployed persons and tertiary education graduates, schemes co-financed by the ESF for the promotion of employability of the unemployed, young secondary education school graduates, economically inactive women and for the enhancement of computer literacy of the unemployed and measures for introducing the subject of entrepreneurship in education.

· A business subsidy scheme to facilitate the shift from low productivity jobs to high productivity jobs aiming to increase productivity and enhance competitiveness, launching of the “e-Volve” to provide necessary support to businesses and organisations to improve the level of their e-Government, e-Business and e-Learning skills and the implementation of a health and safety training scheme for newly recruited personnel.

· Lifelong learning promotion in the public sector by offering courses on public administration and training for teachers. 

· Measures aiming at strengthening the infrastructure and the content of training like e-Gnosis, extension of the rendered training programmes of HRDA, further support to the training infrastructure of institutions and enterprises, the introduction of an Assessment and Certification System of Trainings Providers, the establishment and the operation of a Vocational and Qualifications System co-financed by the ESF have also been promoted.
Moreover, a survey has been conducted in order to identify the technical vocational training needs of Cypriot enterprises.

Regarding Secondary Technical and Vocational Education a political decision was taken on the development of a National Qualifications Framework and the parallel development of the National Qualification System and its sub-systems. Other measures aiming to make the secondary Technical and Vocational Education more attractive have also been implemented whereas a survey among young students in their last compulsory school year aims to investigate the factors causing the low participation in Vocational Education and Training.
· Research and development activities for the support of LLL through studies on long-term employment and on the identification of initial training needs for the period 2008-2018 and for 2010, completed in 2008 and 2009 respectively and the adoption of a comprehensive system for the evaluation of the HRDA’s impact on the Cyprus economy to be completed by the end of 2009. 
· The reform of the structure of the Ministry of Education and Culture to achieve greater efficiency and effectiveness, the restructuring of the Pedagogical Institute and the establishment of a new Centre of Educational Research and Evaluation with the aim to further upgrade the quality of teachers’ training and improve the applied educational research. The integration in one institutional framework of the legislation governing the establishment and operation of the public and private tertiary education institutions is also being promoted to increase the flexibility of the institutions to cooperate with universities abroad.
Progress with respect to the challenges the labour market in Cyprus is facing:

Maintain high rates of increase of labour supply, particularly by raising old-aged and female participation rates, and reduce gender inequality
Despite the high participation and employment rates and the shortages in the labour market, the impacts of the ageing of the population call the need for more steps to be carried out in order to attract idle labour force in the labour market (women, old aged, young persons etc.). Measures aiming to increase female participation, build employment pathways for young and unemployed people, better reconcile work and private life and provide accessible and affordable childcare facilities for other dependants and to reduce gender pay gap have continued to be implemented. Moreover, new measures such as the carrying out of a study on long-term care, the promotion of a dialogue with local authorities in order to develop closer cooperation and strengthen structures of social care, the implementation of a new scheme for the promotion of care services (co-financed by the ESF), the implementation of a set of measures aiming to reduce the gender pay gap and enhance the Equality Inspector’s skills and knowledge on gender equality legislation, the distribution of informative leaflets that promote gender equality and the promotion of a scheme that provides incentives to the private sector to employ unemployed people have also been implemented.
Increase flexibility in the labour market

The labour market in Cyprus can be considered to be relatively flexible and well functioning nevertheless there is still room for more flexibility as mismatches between demand and supply in a number of professions are observed and in addition there is a significant number of low-skilled, foreign workers in the labour market. Terms and conditions of employment in Cyprus are largely determined by collective bargaining between employers and trade unions: legislation provides the framework for collective and individual industrial relations while a code of conduct provides additional rules for industrial relations, which are respected by the social partners without being legally obligatory.
Lifelong learning measures as well as active labour market measures were implemented during 2008. Flexible employment forms were promoted through the implementation of a pilot scheme that was fully implemented in June 2009. Two new subsidy schemes are currently being prepared to promote innovative and adaptable forms of work organisation and to develop flexicurity policies within the companies/organisations. In addition, within the programming period 2007-2013 more measures will be implemented for the further enhancement of the Public Employment Services.

Moreover, the national Social Security Scheme and the Termination of Employment Legislation were revised during 2008 to encourage flexibility and stability.

In order to improve quality and productivity at work, including health and safety two measures are targeted to SME’s. The first measure aims at providing focused training services to enhance the competitiveness of micro-enterprises (1-4 employees) and the second at providing focused training services to enhance HR investment and improve the productivity of SMEs employing 5-249 employees. A research project on the utilization of human resources aiming at the identification of factors and synergies of factors which exercise an influence in the effective utilization of human resources is expected to be completed by December 2009. A scheme to facilitate the shift from low productivity jobs to high productivity jobs was launched in May 2009 and a research project on the utilization of human resources was introduced in May 2008. The government’s strategic goal is to increase labour productivity to reach the EU27 average by 2013 (according to 2008 Eurostat data labour productivity in Cyprus was 86,3 in relation to the EU27 average=100).
Concerning the on-going assessment of the economy’s labour market needs, three studies with 10-year employment forecasts were completed and disseminated to a wide audience of stakeholders and other studies carried out by the Human Resources Development Authority were carried out. The development of a comprehensive system for evaluating the Human Resources Development Authority’s impact on the Cyprus economy was launched in 2008 and is expected to be completed in November 2009.

Orderly Management of Foreign Workers Issues to Serve the Economic and Social Needs of the Country

In order to manage the large number of foreign workers in Cyprus the new strategy for the effective management of foreign workers’ issues was evaluated and revised to take into account the current changes in the labour market and particularly the effects of the global economic crisis. Moreover, a policy framework was established and an action plan was designed with regard to the integration of migrants in the Cypriot society.

Enhance the Conditions of Social Cohesion
Social inclusion is high on the agenda of the Cyprus employment policy especially in light of the global financial and economic crisis. Economic inequality, poverty and social exclusion are not major problems in Cyprus nevertheless measures aiming to help those far from the labour market are being promoted. Among other measures the review of the legislation on Public Assistance is being currently investigated, a new scheme for vocational training and employment of vulnerable groups of the population is being prepared, a new project called “Application of a new system for the assessment of disability and functionality” has been approved and the establishment of a new semi-government Organisation for Vocational Training and Rehabilitation of persons with disabilities has also been approved. Several new measures, like for example the introduction of a quota system for the recruitment of persons with disabilities in the public sector aiming at the professional and social rehabilitation of persons with disabilities are being prepared and two new schemes providing incentives to the private sector employees and local authorities for the employment of people in disadvantaged groups and persons with disabilities are also being prepared.
Address the very high gender pay gap
The gender pay gap in Cyprus is considered to be high compared to the EU average despite the gradual decrease since 1995. Moreover, gender gap in employment, unemployment and especially gender pay gap still need to be reduced even though gender pay gap has decreased significantly since 1995 (29%) to reach 22,8% in 2007. It is expected that the pay gap will be even lower in 2009, due to the increase of the minimum wage to 50% of the mean wage and the expansion of the minimum wage to more occupational groups mainly dominated by women. Of course no data is available yet. The coverage of the Minimum Wage Order was expanded as of 1.7.2008 to include two additional occupational categories (security guards and employees with sanitation and caring duties in clinics, private hospitals and houses for the elderly) with the second being a female dominated profession. The concentration of women in particular occupations is significantly higher than that of men and the values are higher than the corresponding EU25 values, but with a convergence trend as depicted below.

	Table 3:

	Gender segregation in occupations

	
	2005
	2006
	2007
	2008

	EU27
	25.9
	26
	26
	26

	Cyprus
	30.6
	29.3
	28.9
	28

	

	Gender segregation in sectors 

	
	2005
	2006
	2007
	2008

	EU27
	18.5
	18.7
	18.9
	19.4

	Cyprus
	20.9
	19.6
	20.1
	20.3

	Source: European Commission Indicators for monitoring Employment Guidelines 2009 compendium


According to a survey on gender segregation and stereotyping in Cyprus, conducted for the period 2005-2009 by the Cyprus Chamber of Commerce and Industry under the EU funded project CH.A.S.E. (Chambers Against Stereotypes in Employment), the causes of gender segregation is the existence of stereotypes (culture), family obligations (no help at home, particularly from men), lack of flexible working arrangements and lack of satisfactory childcare facilities. According to the survey the measures needed to overcome stereotypes include the provision of relevant education from a young age, the provision of relevant career counseling, the use of role models, better childcare facilities, counseling services at the workplace and outside the workplace and networking. 

	Table 4: 

	Childcare care for 0-2 years (by formal arrangements other than by family) less than 30 hours a usual week/30 hours or more a usual week as a proportion of all children of same age group

	
	2005
	2006
	2007
	Target by 2005

	EU25
	25%
	26%
	30%
	33 %

	Cyprus
	19%
	25%
	18%
	33%

	
	
	
	
	

	Childcare care for 3 years to compulsory school age (by formal arrangements other than by family) less than 30 hours a usual week/30 hours or more a usual week as a proportion of all children of same age group

	
	2005
	2006
	2007
	Target by 2010

	EU25
	82%
	84%
	84%
	90%

	Cyprus
	85%
	87%
	87%
	90%

	Source: European Commission, Indicators for monitoring Employment Guidelines including indicators for additional employment analysis 2009 compendium


Progress with respect to measures:

The Government’s efforts to address the gender pay gap and the causes behind it have been targeted to measures that encourage employment and self-employment of women, encourage female entrepreneurship, promote modern and flexible forms of employment, promote reconciliation of work and family life, promote equal opportunities and break gender stereotypes like the following:

· Continuation of the Scheme for the encouragement, strengthening and reinforcement of women’s entrepreneurship co-financed by the ESF. From the two calls for participation scheduled for the period 2007-2013, the first call with a budget of €2,5mln was announced in February 2008 and expired in May 2008. The applications have been examined and 89 proposals have entered the programme for €3.127.414.

· Continuation of the Scheme for the promotion of training and employability of economically inactive women co-financed by the ESF for the period 2007-2013. The aim of the Scheme is to provide vocational training opportunities for 1500 inactive women in the period 2007-2013. The Human Resource Development Authority (HRDA), the designated beneficiary of this Scheme is in the process of launching a tender procedure for selecting contractors. 
· Grants were provided to NGOs through the Grants-in-Aid-Scheme in 2008 for the operation of 292 services i.e. day care centers for pre school age children, people with special needs, services for older persons, for vulnerable groups of the population. Total expenditure in 2008 reached €8.063.823 whereas the budget for 2009 is €7.830.000.

· The expansion and improvement of care services for children, the elderly, the disabled and other dependants co-financed by the ESF. 

· The implementation of a measure co-financed by the ESF under the Community Initiative EQUAL aiming at the reconciliation of family and professional life. It included three projects: “Open Doors”, “Pandora” and “New Routes for Women in Employment”.
· The Annual increase of the public funds allocated to NGO’s from the National Machinery for Women’s Rights budget to promote and implement gender equality programmes. The annual funding for NGO members of the NMWR increased from €8.545 in 2007 to €17.090 in 2008. The budget of NMWR for funding programs of NGOs that promote equality has also increased from €150.000 in 2007 to €154.000 in 2008 and to €170.000 in 2009. The total amount available for funding in the NMWR budget was €430.000 in 2007, €500.000 in 2008 and €596.000 in 2009.

· The implementation of the National Action Plan for Gender Equality. The NMWR organizes seminars that promote equality in employment and education, equal participation in political, social and economic life, violence against women including trafficking, equal access and implementation of social rights, stereotypes and change of social attitudes. The subcommittee for “Equality in Employment” has launched an informative campaign for women in rural areas and has published a leaflet on gender equality in employment and vocational training.

Other new measures that have been promoted are the following:

· Drawing on the results of the study “Analysis of the gender pay gap in Cyprus and practical suggestions for reducing the gap” in 2007, the Ministry of Labour and Social Insurance, has prepared a proposal of measures aiming to reduce the gender pay gap in the long-term. 

These measures include specialized training programmes for inspectors for the enforcement of equal pay legislation, financing schemes for enterprises, the establishment of a gender equality Certification Body, training programmes for trade unions and employers associations representatives as well as measures for eliminating occupational and sectoral segregation, awareness campaigns on equal pay and preparation of manuals, guides, self-assessment tools, codes of good practice and job evaluation tools for managers and human resource professionals. The implementation details of the measures are currently being discussed with the Ministry of Education and Culture. Once these details are finalized, efforts will be made for the proposed measures to be co-financed by the ESF.

· A new scheme for the promotion of care services within the framework of reconciling work and family life proposed for co-financing by the ESF. The first pillar of the project concerns the subsidization of care for pre-school age children whose mothers have difficulties entering the labour market whereas the second concerns the subsidization of care for the elderly and people with disabilities.

· A study on long-term care with a view to implementing suitable policies and measures including improvement of home-care services provided to older persons.

· Promotion of a dialogue with local authorities in order to develop closer cooperation and strengthen structures of social care for elderly persons, young people, working mothers, persons with special needs and the unemployed.
· Preparation and distribution of informative leaflets such as “Sexual harassment in the workplace”, a Code of Good Practice for Pregnant Women at Work” and a guide for non-discrimination in the workplace on the grounds of age.
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I. MACROECONOMIC CHALLENGES

1. MACROECONOMIC SITUATION OF THE ECONOMY

1.1 Overall Progress 

Cyprus has been affected by the economic and financial crisis mainly due to the deteriorating external environment. Economic activity remained strong in 2008, almost exclusively driven by dynamic domestic demand. However, being a small and very open economy, the situation became more challenging in 2009. The government adopted a number of fiscal stimulus and structural measures in response to the crisis and at the same time continued with the priorities set under the NRP and the Stability and Growth Pact (Described in Part 1). A Medium Term Budgetary Framework will be adopted by 2011. The Reform of the Pension System has been completed however, progress in the Reform of the Health Care System remains slow and there is a need for an updated timetable to be adopted. The public debt continued its declining course, but the prospects for public finances are challenging.

1.2 State of Play

Starting from September 2008, the international financial crisis has deepened appreciably. World economic growth slowed significantly and the euro area has experienced its first technical recession in 2008, given that growth was negative for three quarters. Cyprus has so far weathered the storm relatively well and it’s been less affected from the crisis, compared to the other European economies. This can be partly explained by the healthy banking system of Cyprus, which had limited exposure to toxic products and, hence, has exhibited satisfactory capital adequacy and liquidity ratios.
Despite the crisis, in 2008, Cyprus achieved a satisfactory economic growth rate of around 3,7%, with near full employment conditions. This rate of growth, has led to acceleration of real convergence with the EU economy, in terms of per capita income. Cyprus per capita income, in purchasing parity standards, was equivalent to 94,6% of the EU27 average in 2008.
However, the prospects for the Cypriot economy in 2009 appear to be more challenging than 2008. The current international economic crisis, primarily, affects the manufacturing, construction, real estate and tourism sectors. 

Given the deceleration of the economy, the Government of the Republic of Cyprus has adopted a number of fiscal measures to support the real economy, which are in line with the principles of the European Economic Recovery Plan. 
Regarding the financial sector, it remains healthy, since it had limited exposure to toxic assets. Nevertheless, there is a continuous and close monitoring of the liquidity and capital adequacy positions of the financial institutions in Cyprus, by the competent supervisory authorities. 

With regard to liquidity issues, the Ministry of Finance, is examining a package of measures designed to increase liquidity in the market. Among the measures that are under examination is the issuance of government and covered bonds. Furthermore, the Ministry of Finance is examining a framework to enable the Council of Ministers, to take, ‘in a period of financial crisis’, measures that intend to address liquidity or insolvency problems affecting financial institutions based in Cyprus. 

Furthermore, Cyprus has proceeded with the amendment of the two deposit insurance schemes which were in force (one for commercial banks and one for cooperative credit institutions). The main amendments include the following: 
a) Increasing the level of cover from €20.000 to €100.000 per customer per bank, 

b) Cover the deposits in all currencies (up to now only deposits in European currencies were covered),

c) Increasing  payout to 100% of guaranteed deposits i.e. abolition of the coinsurance component, 

d) Shortening the payout time below the statutory minimum of three months by increasing preparedness, 

e) Improving financial strength and coverage by increasing member contributions, supplementary contributions, and borrowing arrangements, and,

f) Increasing flexibility to change technical parameters to respond quickly to emerging needs. 

Concerning other macroeconomic indicators, the inflation rate, as measured by the Harmonised Consumer Price Index (HCPI), reached relatively high levels during 2008, (4,4%) mainly due to rising energy and commodity prices and to buoyant credit conditions domestically. However, at the end of 2008, inflation fell significantly, converging to the average level of EU. Given the global economic crisis, inflation is expected to decelerate significantly in 2009, (to 1%) due to lower international oil prices and the fall in domestic demand. However, core inflation, which excludes temporary factors, is expected to reach relatively high levels in 2009 and therefore increased vigilance must be exercised.

Labour market conditions remained tight in 2008, with the unemployment rate remaining around 4,0% of the labour force. Employment continued to expand strongly, at around 2,8%, sustained mainly by a continued inward immigration particularly from the EU. For the year 2009, while employment growth will remain robust in some sectors, in other sectors more directly exposed to the external slowdown (as mentioned above), an increase in unemployment has been observed. 
Nominal earnings increased to 7,3% in 2008, compared to an average of 5,6% over the decade 1996-2005 and 3,1% in 2007, mainly due to the high inflation rate. Given that for the year 2009, growth and inflation are expected to drop significantly, nominal earnings are projected to grow at a low rate of around 4,3%.

The general government balance improved considerably over the period 2004-2007, reversing the deficit into a surplus. The improvement is also reflected in the structural balance, whereby, the structural deficit of 4,1% of GDP in 2004 was reversed to a surplus of 3,5% in 2007. However, the general government surplus exhibited a decline to 1% of GDP in 2008, primarily due to the deteriorating external environment and the resulting marked slowdown in the activity of the real estate sector. Increased expenditure developments were also due to higher social transfers, as well as, to the severe drought conditions that prevailed in Cyprus, which led to extraordinary expenditures for maintaining water supply.

For 2009, the prospects for public finances are more challenging, due to the deceleration of the rate of growth of the economy and the resulting exceptional decline in revenues. Given this difficult economic environment, the Government of the Republic of Cyprus aims to apply the following in 2010:

· Setting of ceilings on certain public expenditure categories. Efforts will also be exerted for moderation in recruitment of new temporary personnel in the public sector 

· Enhancement of public revenue performance, brought by improving  tax efficiency and tax compliance 
· More targeted social measures, especially the ones that involve low pensioners
General government debt, as a percentage to GDP, exhibited a substantial reduction in 2008 and contracted to 49,3% of GDP compared to 59,4% in 2007, decreasing by about 10 percentage points of GDP. 
The current account deficit increased to around 18,3% of GDP in 2008, from 9,7% in 2007. Transitory as well as structural reasons are behind the relatively high current account deficit. According to estimations, the rising oil prices accounted for about 3% of the increase, whereas other one-offs such as the significant rise of imports have played a major role. The banking system has attracted funds to finance a substantial part of the deficit in 2008, whereas reinvested earnings and the issue of European Medium Term Notes provided considerable external financing in 2009. Based on conservative estimates, the deficit will decline by around 10 percentage points in 2009, reflecting terms of trade gains and sharp decline in import demand. It is noted though, that a level of around 9% in absolute terms is still considered high, given the low growth rate expected in 2009.

A high current account deficit is adversely impacting the competitive position of Cyprus. As a result, over the longer-term and following the international crisis, the primary challenge for the Cyprus economy will be to maintain and enhance its competitiveness. Key to addressing the competitiveness issue will be the implementation of productivity enhancing structural reforms associated with the EU’ s Lisbon Agenda. Redirecting resources to growth-enhancing areas and investing in human capital development, innovation and R&D are all part of the agenda of the Government of Cyprus.
	Table 1: Key Macroeconomic Indicators 

	% annual change
	1996-2005
	2007
	2008
	2009 (est.)

	GDP
	3.5
	4.4
	3.7
	-0.5

	HCPI

	2.7
	2.2
	4.4
	1.0

	Unemployment Rate

	4.4
	3.9
	4.0
	5.5

	Employment Growth
	2.0
	3.1
	2.8
	-0.5

	Nominal Earnings
	5.6
	3.1
	7.3
	4.3

	Productivity growth
	1.5
	1.3
	0.8
	0

	C.A Balance ( % of GDP)
	-4.2
	-9.7
	-18.3
	-9.0


Inventory of Progress
1.3 Achieving the medium-term budgetary objectives, in line with the Stability and Growth Pact

“Securing Economic Stability for Sustainable Growth” (Guideline 1)

As of 2006, a Medium Term Budgetary Framework (MTBF) has been progressively introduced, with its imminent completion in 2011. The MTBF acts as the main lever for realising the envisaged improvement in fiscal management. It is integral in containing expenditures by line ministries and, at the same time, promote the reallocation of expenditure in favour of growth - enhancing activities, consistent with the priorities set by the National Reform Programme (NRP) for the Lisbon Strategy and the Government’s Programme.

More specifically, budgetary reforms require that ministries and other government spending agencies redesign and prepare their annual budgets, using a new MTBF and Performance Program Budgeting (PPB) methods. The MTBF provides forecast of revenue and expenditure estimates for three consecutive years, thus contributing to the achievement of the medium term targets and priorities in line with the provisions of the revised Stability and Growth Pact.

Moreover the updated MTBF 2010-2012 includes expenditure ceilings for the entire budget, reallocation of expenditures according to the priorities of the new Government as well as the priorities set in the NRP for the Lisbon Strategy. 

1.4 Fiscal Consolidation

The overall policy strategy is based on six key pillars:

· The implementation of a MTBF, which will institutionalise expenditure rules and program-based budgeting, give more independence to spending ministries and, at the same time, increase their accountability for achieving programmes and quantifiable targets.
· The strengthening of social cohesion, with particular emphasis on raising the standard of living of pensioners. Priority will be attached to households with at least one pensioner living below relative poverty, as well as, to the reform of the social welfare system in general.
· The implementation of structural reforms as outlined in the NRP for Lisbon Strategy.
· The modernisation of the public sector, which will result in leaner and more productive public services. Such a policy will limit expenditure growth and raise overall productivity. Particular attention will be placed on the wage policy for public sector employees, given its significant impact on overall wage developments.
· The enhancement of the public debt and cash management systems,and

· The improvement of tax collection by addressing tax evasion and strengthening tax administration.
1.5 Undertaking a satisfactory pace of government debt reduction to strengthen public finances

Safeguarding economic and fiscal sustainability as a basis for increased employment (Guideline 2).
1.5.1 Reducing Public Debt: A mentioned above, public debt was put on a distinct downward path and was reduced from 70,2% of GDP in 2005 to 49,3% in 2009 and is anticipated to be around 50% by the end of 2009. The debt reduction in 2008 was achieved mainly due to the high maintenance of primary surpluses and the running down of sinking fund deposits.

It is noted that, given the crisis, in 2009 the Government of the Republic of Cyprus has introduced a loan scheme for the acquisition of primary houses by low income households, impeaching on the level of debt amounting to 0,2% of GDP for the first year of its implementation.

1.6 Reforming and re-enforcing pension, social insurance and health care systems to ensure that they are viable, socially adequate and accessible

1.6.1 Reform of the Pension System: The progress in the reform of the pension system has been satisfactory, since the Social Insurance legislation has been amended in order to safeguard the long-term financial sustainability of the Social Security Fund, at least until the year 2048. In particular, the amendment includes the following:

a) Gradual increases in contribution rates – seven increases by 1,3 percentage points every five years (first increase in April 2009 and last increase in January 2039).
b) Stricter eligibility conditions to old-age pension to be introduced as of January 2010 - increase of the minimum contribution requirement to 10 years of paid contributions (currently the minimum requirement is 3 years).
c) Maximum limit of 6 years on credits granted to an insured person in the lower band for any period of full time education or approved training after the age of 16 (under the existing legislation there is no maximum limit imposed), to be introduced as of January 2010.
d) Stricter eligibility conditions for the payment of old-age lump sum at age 68, for those who are not eligible for old-age pension at 65 - 6 years of paid contributions (currently the minimum requirement is for 3 years), to be introduced as of January, 2010.

e) Abolishment of the right of all those insured persons, who take early or normal retirement and they are eligible for pensionable benefits from a non-contributory occupational pension plan, to receive unemployment benefit - to be introduced as of January 2010.

Furthermore, in 2010, the Ministers of Finance and Labour and Social Insurance will submit to the House of Parliament, a draft Legislation concerning the upgrading of the investment framework and policy of the Social Insurance Fund. The new framework will ensure the effective investment management of the Fund, following the establishment of an adequate level of real reserves.

1.6.2 Reform of the Health Care System: The reform of the health care system mainly involves the restructuring of the public hospitals into autonomous establishments under the wider public sector and the implementation of the National Health Insurance System (NHIS). The main goal of the reform of the health system is to improve effectiveness via regulated competition and to contain costs.

Overall progress in this field was still slow. The timetable that had been previously set seems to be very difficult to be met and hence new dates will be brought forward.
It is also important to note that, according to a study undertaken by McKinsey, consultants of the NHIO, the health care reform is projected to bring about a significant positive budgetary impact. However, this impact is difficult to be estimated precisely, given that it is based on a number of factors, which have not been finalised yet. A rough estimation (according to the same study) is that if the reform had taken place in 2007, the budgetary impact, until the year 2016, would be on average around €86 mln per year, close to 0,5% of GDP. It should be noted that this study did not take into account the effects of population aging.

1.6.2.1 Preparation for the Reorganization of Public Hospitals: A team of consultants has been appointed and with the guidance of the consultants, eleven working groups have been established at the Ministry of Health and continue the preparation of policy documents that will meet the basic operating principles of the public hospitals. At the same time, they prepare action plans and discuss the next steps.

It is true that the ongoing dialogue involves harsh negotiations with doctors of the public sector and with health providers regarding their reimbursement and whether they will accept the changes implied by the reorganisation of the public hospitals.

1.6.2.2 Policy Papers for the NHIS: As regards the implementation of the NHIS, the thematic working teams established in 2007 have drafted detailed policy papers that describe the basic principles of operation for all the healthcare provider segments of the NHIS, including the framework for the reimbursement of the healthcare providers and have also initiated the preparation of draft Regulations based on the NHIS Law.  These papers are currently being discussed at the Board of NHIS.

1.6.2.3 Amendment of the Bill on the NHIS:  In November 2007 the Bill amending the NHIS Law has been submitted to the House of Representatives and the discussions for the ratification of the Bill have commenced in May 2008. The ratification is expected to occur before the end of 2009.

1.6.2.4 Securing the Information Technology System: The Health Insurance Organisation prepared the tender and procured the competition for the “Development, implementation, operation and support of a total solution for the Information Technology System and other business processes of the National Health Insurance System in Cyprus”. However, the time consuming tender procedures for selecting a successful IT contractor delays significantly the overall implementation of NHIS.
1.7 Improving the quality of public finances via a redirection of public   
expenditure and improved revenue performance

To promote a growth – and employment – orientated and efficient allocation of resources (Guideline 3).
A number of structural reforms will assist in the development of strong and flexible public finances, in order to resist any external shocks. The main objectives are to maintain macroeconomic stability especially by improving the quality of public finances through the reallocation of public expenditure and improving revenue performance.

The phased introduction of a MTBF, has helped in containing expenditures by line ministries and, at the same time, promoted the reallocation of expenditure in favour of growth - enhancing activities, consistent with the priorities set by the National Reform Programme. 
The budgetary process for 2010, once again, required line ministries to provide forecasts on their expenditure estimates and revenue estimates for a three year period. Although the financial crisis is restricting fiscal flexibility, the high priority areas such as social cohesion, health and education still remain, with additional resources allocated in order to promote them. Increases have been moderate, but with a deteriorating GDP growth rate and a significant decrease in capital revenue due to a dumped real estate market, these increases are significant enough. Social expenditure exhibits an increase of 10,2% in the Budget for 2010, due to the strengthening of the Government’s housing policy as well as the benefits provided to pensioners and other vulnerable groups. Similarly, education and health expenditure exhibit increases of 1.6% and 4,5% respectively. The areas which exhibit marginal or no growth are public administration, judicial, security and defence.

1.8 Renewing impetus in tax and benefit reforms to improve incentives and to   
make work pay

Promoting Greater Coherence between Macroeconomic, Structural and Employment policies (Guideline 5)

1.8.1 Reforming Labour Income Taxation: The personal tax system of Cyprus has changed in such a way that made it particularly tax-friendly. More specifically, as of the 1st of January 2007, the Government increased tax-free income to €18.500 from €17.086. The percentage change increase was equal to approximately 8,3%, which was higher than the inflation rate for 2007 (2,5%). On the 1st of January 2008, tax-free income was further increased to €19.500. Given these changes, the personal income tax in Cyprus has been established as one of the lowest in the E.U. 
1.8.2  Reform measures for welfare-related benefits: The public assistance scheme continued during the last year to provide effective welfare assistance to persons who are not able to earn a descent annual income. On the 1st of July 2008 public assistance for basic needs increased by 12% and as from 1st of July 2009 was further increased by 6,34%. Specifically, the public assistance recipient is granted €452 monthly, an additional amount of €226 for every dependent above the age of 14 and further €135, 6 for a dependent below the age of 14.
1.8.3 Increasing Minimum Wage: The Government’s target that the minimum wage should be gradually increased, in order to reach 50% of the national median wage by 2008, as a means of protecting the vulnerable groups of employees, was completely implemented through the minimum wage revision that took place last year. Moreover, the coverage of the Minimum Wage Order was expanded as of 1st of July 2008, including two additional occupational categories, that of security guards and that of employees with sanitation and caring duties (in clinics, private hospitals and houses for the elderly. In order for the 50% target to be maintained, the minimum wage was further increased in 2009, the starting monthly wage being revised to €791 (compared to €743 in 2008), while the minimum monthly wage for employees who have completed a six month period of employment at the same employer, was revised to €840, compared to €789 in 2008 (an increase of 6,5% in each case). Minimum wage is currently estimated to slightly exceed the target of 50% of the national median wage (50,5%). Since occupations covered by minimum wage are predominantly represented by women, the revisions of the minimum wage that took place during the last few years, have significantly contributed in gender pay gap reductions, while future increases are expected to further reduce this gap.
1.9
Contributing to a policy mix that supports economic recovery and is compatible with price stability

1.9.1
Addressing Inflationary Pressures: Inflationary pressures during the first half of 2009 eased, due to the effects of the international economic crisis on domestic demand and the downward trend of the oil price. 

In the first six months of 2009, HCPI fell to 0,6% with respect to the same period last year. It is worth noting that the Cost Of Living Allowance (COLA) during the end of June 2009 turned negative by 1,44%,  compared with the prices observed by the end of December 2008. This can be explained by the significant fall of prices of goods and services that are required to compute COLA. Consequently, this led to a decrease in earnings and wages.  
Nevertheless, the measures undertaken during the previous years in order to battle inflation are still in force:
· Pursuing fiscal consolidation and ensuring that wage increases are in line with productivity.
· The Consumer Protection Service of the Ministry of Commerce, Industry and Tourism publishes, on a regular basis, a list of prices of a basket of goods, to inform consumers and enable them to make a broad comparison among various supermarkets, petrol stations and bakeries. We consider this practice to have an important impact on awareness raising and transparency in markets.
· Enhanced co-operation with the Consumer Associations.

· Strengthening the CPC, with additional staff.

· Promotion of energy savings measures in the private and public sector.  

· Structural reforms, aiming at raising the productivity in the economy.

II.
MICROECONOMIC CHALLENGES

2. 
DIVERSIFICATION OF THE ECONOMY

2.1 Overall Progress

Along with the measures taken to face the crisis, structural reforms were also promoted, with the aim to enable Cyprus to develop a robust and flexible economy, exhibiting the desired resilience to external shocks, by diversifying towards production of high value added goods and services, upgrading and enriching the tourist product and enhancing the competitiveness of the manufacturing sector and the production- base of disadvantaged areas.  

The One Stop Shop (OOS) increased its efficiency, being able to complete the approval of a business name within a day and the registration of a company within 2-3 working days. The OOS has also being upgraded to act  as a reference centre according to the  services directive, thus enabling the collection of data and the completion of processes from one single point.

One of the activities of the Cyprus Investment Promotion Agency has been the inclusion of Cyprus, for the first time, in “Doing Business Report” 2010 of the World Bank, where, based on 10 business indicators, Cyprus was ranked 40th out of 183, an encouraging result, denoting that there is room for improvement.
Beyond the specific measures taken to tackle the economic crisis already mentioned in Part 1, (such as  temporary tax reductions and the encouragement of national tourism by increasing the available budget provided to low income families), measures were taken for upgrading and enriching the tourist product on a more permanent basis. More specifically, the Golf Policy has been revised and the decision to establish new golf courses has been reconfirmed, on the provision at the new golf complexes will satisfy their energy and water needs by renewable energy sources they will have to develop, at their own cost. Also the tourist product has been enriched by the development of four routes to attract new forms of tourism.  (cycling, religious, sports and cultural tourism.) The incentive scheme for investing in tourist product enrichment projects and upgrading existing tourist accommodation has progressed, as the first calls have been launched and the received applications are under evaluation. In addition, the incentive scheme for the withdrawal of low class hotel accommodation has been approved by the Council of Ministers and a new measure for the development of health and medical tourism is being promoted.

Another positive development constitutes the satisfactory progress achieved in the implementation of the various actions included in the Rural Development Programme, which aim to improve the competitiveness of the agriculture and forestry sector, the environment and the countryside and the quality of life in rural areas and encourage diversification of the rural economy.
2.2
State of Play

The economy of Cyprus can be generally characterized as small, open and dynamic, with services constituting its engine power, with a contribution of 73,8%  to GDP in 2008, compared to 2,3% of the primary (agriculture and fishing)  and 16,4 % the secondary sectors (manufacturing and construction) respectively. The low contribution of the primary (agriculture and fishing) sector (around 2,3% of GDP in 2008 compared to 7,1% in 1990) constitutes an international phenomenon and is attributed to the urbanisation trend and the reallocation of productive resources from agriculture to other more profitable economic activities. 
The downward trend of the secondary sector (manufacturing and construction) dropping from 14,7% in 1990, to 14,5% in 2007, was reversed in 2008 climbing back to  16,4%  of GDP, mainly due to some dynamic manufacturing sub-sectors. The manufacturing sector is characterized by chronic problems of competitiveness, due, inter alia, to the small size of the majority of manufacturing units, which negatively affects their capacity to utilize advanced technology and modern methods of management, production and marketing. A positive development in the sector, constitutes, the dynamism exhibited by certain sub-sectors such as pharmaceuticals and metal and wood processing industries, but also by manufacturing units in traditional sub-sectors, giving emphasis to the production of advanced technology and knowledge intensive products (stream engineering program to predict, via ultra sonic image analysis, stroke risk from carotid plaque). On the other hand, the construction sector’s share to GDP remained almost constant in the last year (8,08% in 2007 and 8,28% in 2008), a development attributed to the late impact of the economic crisis.
The predominant and continuously expanding share of the services sectors (tourism, transport and communications, trade, banking, insurance, accounting, real estate, public administration, health, education, business and legal services) (66% of GDP in 1990,  73,3% in 2007 and 73,8% in 2008) reflects the comparative advantage, which Cyprus enjoys in the services sectors. These advantages derive mainly from its strategic geographical location at the crossroads of three continents, the favourable business climate and the close economic and political relations Cyprus has developed with its neighbouring countries. 

Moreover, Cyprus’ economy is characterized by a dependency on the broader sector of tourism (hotels and restaurants), even though tourism’s contribution to GDP declined to 10,6% in 2008 from 12,1% in 2006 and 11,9% in 2007), mainly due to the economic crisis. Yet, the tourism sector is a significant contributor to the island's GDP, and a determining factor in the performance of other sectors of the economy so the measures taken to temporarily support tourism during the crisis but also  to enhance the tourist product on a more permanent basis,  are high on the agenda.
Inventory of Progress
2.3
Policy Priority: Further promotion of the Restructuring and the Diversification of the Economy towards the Production of High Value Added Goods and Services

“To promote a more entrepreneurial culture and create a supportive environment for SMEs”(Guideline 15).

2.3.1
Operation of the One Stop Shop (OSS):    The OSS that started to operate on the 2nd of April 2007, at this point of time is in a position to complete the approval of a business name within a day and the registration of a company within 2-3 working days. 
For the period October 2008 up to August 2009, 4381 companies have been registered in the One Stop Shop (compared to 8788 in the previous year) and 6003 names were approved.  Also, the recruitment of the first employee takes place within the One Stop Shop and is an easy, quick and simple process. In addition, assistance is provided to the interested employers, for finding personnel through the system for recruitment of unemployed people. Finally, 226 foreign investors were given the appropriate information and guidance about setting up a business in Cyprus. 

The Government of Cyprus has taken a decision to upgrade and expand the One Stop Shop currently operating within the Ministry of Commerce Industry and Tourism, in order to serve as the Point of Single Contact, in accordance with the Services Directive and will be relocated in a larger establishment in the center of Nicosia. The “Point of Single Contact” will serve as the single institutional interlocutor from the perspective of the service provider, so that one doesn’t need to contact several competent authorities or bodies to collect all relevant information and to complete all procedures and formalities needed for access to and exercise of one’s service activities.  

In addition, within the framework of the Better Regulation initiative, further simplification of procedures are currently under study which will have a positive effect on the length, as well as the cost of the start up process for SMEs.
2.3.2
Setting up of the Cyprus Investment Promotion Agency (CIPA): Established by a Council of Ministers decision in 2007 and operating since January 2008, the Cyprus Investment Promotion Agency (CIPA) has a threefold mandate: to promote Cyprus as an attractive international investment centre in key priority growth sectors; to advocate reform in Cyprus required to improve the regulatory and business environment and infrastructure; and to provide investor support with after care and further development services. 
In the area of promotion, the CIPA has undertaken various initiatives, such as:
- Image building for Cyprus as an attractive Foreign Direct Investment (FDI) destination.
- Specific cluster promotion.
- Provision of credible information

- Sectoral studies (Banking and Financial Services and Information and Communication Technologies).

CIPA has taken a pro-active role in the area of advocacy, as reflected through:
- Legal and regulatory framework reforms (e.g. Euro Law, Company Law amendments).
- Process simplification.
- Fast-tracking licensing and approvals for critical investments.

In relation to aftercare investor support, CIPA has provided new and important FDI facilitation and foreign investor support.

Another notable CIPA initiative has been the inclusion of Cyprus, for the first time, in the influential “Doing Business Report” 2010 of the World Bank.  Based on 10 business indicators, Cyprus was ranked 40th out of 183 countries, a ranking which is considered very satisfactory and will provide the basis for continuous improvement of the business and regulatory environment.

2.4
Policy Priority: Upgrading and Enriching the Tourist Product

“Strengthening the competitive advantage of its industrial base” (Guideline 10).

Given the importance of tourism to the economy, it became imperative to upgrade the tourist product in order to attract high quality tourism, by promoting the following:

2.4.1
Construction of Marinas: One of the measures decided to enrich the tourist product was the creation of marinas in all coastal cities, in order to build marinas of an overall capacity of 3600 places (1000 for each Limassol, Larnaca and Paphos and 600 for Ayia Napa). The works for the construction of the Limassol Marina are planned to begin by the end of 2009 and finish by the end of 2012.  For the Ayia Napa Marina, procedural matters are being studied by the Ministry of Commerce, Industry and Tourism, in cooperation with the Office of the Attorney General and negotiations with the tenderer are expected to commence soon. For the construction of the Paphos Marina, even if the award of the contract to the successful tenderer was completed, there is a delay in proceeding, as the unsuccessful tenderers pleated reexamination of the procedure to the Higher Court of Justice.  Tenders’ evaluation for the construction of the Larnaca Marina has been completed and negotiations with the successful tenderer are due to start. It’s important to note that thoughts for constructing a Marina in Paralimni are being made. Additionally, the Ministry of Commerce, Industry and Tourism is accepting applications for the construction of berth areas all over Cyprus. Around 10 applications are being examined.

2.4.2 Implementation of a new policy on golf courses: The Policy for Golf Developments has been re-examined by a ministerial committee which was appointed by the Council of Ministers and chaired by the Minister of Commerce, Industry and Tourism. More specifically, the Committee re-examined issues such as water, development rights’ fees and so on.  In February 2009, the Council of Ministers approved a revised Golf Policy the aim of which is to develop 14 golf courses, including the existing ones. The new policy provides for increased use of Renewable Energy sources by the golf-owners, in meeting their premises’ needs.
2.4.3 Implementation of the action plan for the development of sports tourism (sports infrastructure/marketing): Marketing actions is an on-going process for the Cyprus Tourism Organisation (CTO) and includes the preparation of promotional material, advertising, educational visits and participation in exhibitions. CTO supports, through financial schemes, the development for minor sports infrastructure and the organization of sports events.  Moreover, it runs a hospitality scheme for football and other athletic teams that choose Cyprus for their training.

2.4.4 Development and Promotion of Rural Areas through EU Funds (Agrotourism/Rural Tourism)  
The Rural Tourism Development Scheme aims to promote measures for the economic and social regeneration of rural areas, which face serious structural problems, in order to attract tourism of a different nature, thus contributing to the stabilization of the depopulation trend and to achieve greater social and economic cohesion. 

During the period October 2008 – 30th of June 2009, 30 projects were completed, with a total amount of €5.589.567, allocated to them. The total amount allocated to all projects until now is €7.918.079. Indicatively, the scheme provided funding for the following categories of investments:

- The creation of new tourist accommodation units preferably in traditional buildings, or the upgrading of existing tourist accommodation units (hotels, hotel apartments, existing hostels, etc.).

- The establishment of new enterprises or the upgrading of existing, in the sector of restaurants, taverns, traditional coffee-shops.

- The establishment of new tourist-related business activities, preferably in traditional buildings, but also related to nature i.e. cycling routes, culture (religious routes) and tradition (e.g. shops selling traditional products, galleries, activities centers etc.).

For the upcoming period 2007-2013 a new Scheme of Agrotourism has begun. For the first call, (November 2008 - January 2009) there had been 89 applications, out of which 24 have been approved, with a budget of €3,1 mln for the approved applications and a budget of €6 mln for the grant. In this programming period, it is being submitted for co-funding, the second face of the Cycling route network around Troodos Mountains, the Wine Routes and the Religious cultural route and the development of a new thematic route in rural Nicosia district.
2.4.5
Measures towards the enrichment of the tourist product and the upgrading of the accommodation and catering facilities, and the implementation of quality and environmental practices:

· Incentive scheme for sustainable investments in the enrichment and upgrading of the tourist product: The scheme, with an approved budget of €13mln and eligible for co-funding by the ERDF, aims at encouraging investments in tourist product enrichment projects and at the upgrading of existing hotel and tourism accommodation existing stock.  The scheme was approved by the Council of Ministers and the State Aid Officer during the last semester of 2008 and the first call was launched on the 1st of December 2008. The call was open for four months. The 16 applications which have been received supersede the allocated budget of €7,8mln and they are under evaluation with the FIFO method. 
· Incentives for the withdrawal of low class hotel accommodation: This scheme, which is based on planning incentives (rights to transfer or sell the building coefficient or change the use of the buildings), will cover 20 000 hotel beds in 1 to 3 star hotels and hotel apartments. The incentive scheme has been approved by the Council of Ministers in 2007. There has been a decision by the Ministry of the Interior to incorporate the provision of the Scheme for the withdrawal of low class hotel accommodation into the Local Plans which are currently being discussed and are expected to be completed by 2010. Such provisions have already been incorporated in the Local Plan for the Paralimni area. 

· Rationalisation of the classification system and upgrading of catering establishments: A new legislative framework (for the rationalization of the classification system by reducing the number of categories from 7 to 3, setting the eligibility criteria for each category) has been prepared and approved by CTO in February 2007.  The framework has been submitted to the Office of the Attorney General who is currently studying the draft law. The final decision and enforcement is to be taken by the House of Representatives.
· Incentive Scheme for improving sanitary areas of catering establishments: This scheme has been in force since 2007 and until now 263 establishments were subsidized through the scheme and the grant reached €760.000 out of a total investment of €3,2 mln. 
· Provision of Incentives for the adoption of quality and environmental systems/mechanisms in tourist establishments: It is an ongoing scheme being implemented since July 1999 reaching up to now 115 hotel beneficiaries and 84 restaurant beneficiaries. The total grant reached the amount of   €434.500 and €101.000, respectively [ISO, Green Key, HACCP]. Moreover CTO has worked with the Travel Foundation UK and the Cyprus Sustainable Tourism Initiative (CSTI) to launch and implement a program aiming at saving water and energy in the hotels in Cyprus. Approximately, 100 hotel establishments have participated in the project and implemented best practices in saving water and energy and the estimated savings amounted to €170.000. CTO continues its cooperation with CSTI and the Travel Foundation on new areas of environmental conservation which will include the management of solid wastes from hotels. 
· New Measure - Development of Health and Medical Tourism: Following a comprehensive study which was carried out by the Planning Bureau, the Council of Ministers decided in 2008 to set up a Committee for the Promotion of Medical Services in Cyprus. The Committee is comprised of all pertinent government services as well as of the main partners of the private sector, under the co-ordination of the Cyprus Tourism Organisation, especially for matters concerning promotion and encouragement of investments. An incentive scheme for the upgrading of Medical Services Quality has been drafted by the Cyprus Health Services Promotion Board in collaboration with the Cyprus Tourism Organisation. The scheme aims to support private clinics to obtain accreditation from International and European Organisations. Finalisation and operation of the scheme has been undertaken by the Ministry of Health and the scheme is due to run by end of 2009.
2.5
Policy Priority: Enhancement of the Competitiveness of the Manufacturing Sector

“Strengthening the competitive advantage of its industrial base” (Guideline 10).

“To promote a more entrepreneurial culture and create a supportive environment for SME’s” (Guideline 15).

2.5.1
Setting up a Loan Guarantee Granting Facility: In April 2009, the Cypriot government had enter a Financing Agreement with the European Investment Fund for the amount of €20 mln., on the basis of providing funds available to SMEs and the development and monitoring of investment policy to be followed. The financial products offered in the Agreement are: a) Micro-loans with co-funding and b) Micro-loans Cash Deposits.
2.5.2
Grants for relocation of Small Enterprises to authorized areas: The aim of this programme is to motivate the existing Small Enterprises engaged in manufacturing activities, or specified service activities, to move from residential or inappropriate for their activities areas, to other authorized areas, where they can legally have their premises and engage in manufacturing or service activities, such as industrial areas, industrial zones, handicrafts zones or any other authorized area. The first phase of the program expired in June 2007, and new phase is now open for all the interested enterprises. The budget of the measure for the period 2010-2013 is € 4 mln (€1 mln for every year).
2.5.3 Scheme for the enhancement of SME’s competitiveness in the manufacturing sector: The Ministry of Commerce, Industry and Tourism operates the Scheme for the enhancement of SME’s competitiveness in the manufacturing sector. The scheme has been included in the new programming period 2007-2013, co-financed by the European Regional Development Fund. The total budget for the period is €22 mln. The measure has been announced for applications in August 2007 and expired in December 2007. The total budget for the 2007 announcement is €11 mln. 378 applications were received and they are under evaluation. The applications were separated in various categories according to their size. 

2.5.4
The Council of Industrial Development started its operations as from December 2005. It is responsible for providing consultation to the Minister of Commerce, Industry and Tourism on all subjects concerning the elaboration of strategy and planning for rational industrial development.

2.5.5
Grant Scheme for the Modernization of Units for the Manufacturing and Trading of Agricultural and Forestry Products (Act 1.6 of the Programme for the Development of Agriculture): The scheme has been included in the new programming period 2007-2013, co-financed by European Fund. The total budget for the period is €24 mln. The measure has been announced for applications in April 2008 and expired in August 2008. 147 applications were received and they are under evaluation. Τhe evaluation is expected to be completed in November 2009.  The total budget for the 2008 announcement is €12 mln. 

2.5.6
Scheme for the encouragement, strengthening and reinforcement of women entrepreneurship: It is an ongoing scheme, implemented as from 2002 and operates on an annual basis in an effort to facilitate access to finance, foster a more entrepreneurial culture and encourage more women to create their own business (more details in paragraph 8.2.1.1).
2.5.7
Scheme for the encouragement, strengthening and reinforcement of youth entrepreneurship: It is an ongoing scheme, implemented as from 2004 and operates on an annual basis in an effort to facilitate access to finance, foster a more entrepreneurial culture and encourage more young people to create their own business (more details in paragraph 8.2.4.2).
2.6
Policy Priority: Enhancement of the Production Base of Disadvantaged Areas

2.6.1
Implementation of measures co-financed by the Structural Funds in the Programming Period 2007-2013 (Operational Programme on Sustainable Development and Competitiveness)
In the Programming Period 2007-2013, the enhancement of the production base, is one of the objectives of the Operational Programme “Sustainable Development and Competitiveness”, to be co-financed by the Structural Fund (Details in Part 3).

2.6.2 Implementation of the Rural Development Programme 2007-2013,   co-financed by EAFRD

In the new Rural Development Programme (RDP) for the new programming period 2007-2013, the following measures have been set, which will contribute positively towards diversification of rural economy:
· Encouragement of the processing and marketing of agricultural products: Support is given to activities aiming at improving or rationalizing the processing procedures of marketing channels of agricultural products. This measure also covers grants to small scale processing units of agricultural products in order to maintain the traditional character of rural communities. The total budget of the measure is around € 24 mln, out of which 50% will be co-financed from EAFRD. A call for this measure was made from April 2008 to August 2008. The approvals are expected to be finalized in Autumn 2009 and a new call is foreseen for December 2009.  
· Encouragement of tourist activities: This measure covers the creation of supporting infrastructures for rural tourism (e.g. thematic routes, information centres for tourism and culture, thematic museums) and supporting infrastructure of tourist interventions in the communities. The total budget of the measure is around € 5,3 mln, out of which 50% will be co-financed from EAFRD. A call took place on the 3rd of March 2009 and ended on the 29th of May 2009.
· Conservation and upgrading of the Rural Heritage: This measure covers the regeneration and upgrading of infrastructures in the communities (e.g. squares, pedestrian zones), the development of local/social services centres (e.g. children and elderly centres, libraries) and the protection and promotion of traditional elements of the rural heritage (e.g. bridges, mills, fountains). The total budget of the measure is around €26 mln, out of which 50% will be co-financed from EAFRD. A call took place on the 3rd of March 2009 and ended on the 29th of May 2009.
· New measure: Investments in the field of broadband infrastructure: On July 2009 the Managing Authority of the Rural Development Programme submitted to the Commission a modified RDP in which this measure was added. The measure concerns a) the creation of and the enabling access to broadband infrastructure including backhaul facilities and ground equipment and b) the development of passive broadband infrastructure. The measure is considered as very important, since it ensures access to internet for rural businesses and rural population, increases rural areas attractiveness, business competitiveness and employment in rural areas. The new measure is expected to be approved by the European Commission by the end of 2009.

3. 
PROMOTION OF R & D, INNOVATION AND ICT DIFFUSION

A. Increase and Improve R & D, in particular by Private Business

“To increase and improve investment in R&D, in particular by private business” (Guideline 7).

3.1 Overall Progress

Progress in almost all priorities set in the research a sector in the last year can be characterized as satisfactory, including the increase of investment in R&D (GERD), the development of research infrastructure, the enhancement of human capital in research, and the development of international cooperation. Despite all government efforts to encourage private investment, the contribution of industry to R&D expenditure (BERD) remained at low levels, rising to just 16,4% in 2007 from 15,9% in 2006, well below the 66% provided by the  Barcelona Convention. On the other side, Cyprus is doing better in innovation, a proof that Cyprus considerably improved its position passing from the 36th in 2005 to 13th rank (EIS 2008 Summary Innovation Index). 

Briefly, the main developments with respect to the main measures introduced by the Government towards the encouragement of industry participation in R&D and innovation are the following:

· In 2008 the Research Promotion Foundation (RPF) launched its Framework Programme (FP) for RTDI 2008, with a great response by the research community, as 1.122 proposals were submitted, and 346 of them secured funding of €60m. In June 2009 the RPF launched its FP for the period 2009–2010 with a budget of €60mln.
· The participation of the Cypriot research community in the 7th Framework Programme of EU for Research and Technological Development 2007-2013 (FP7) was also satisfactory, as in the 45 calls announced in 2008, 28 projects managed to secure financing of €4,7 mln, compared to 41 projects and €7,8 mln in 62 calls announced in 2007. 
· There was progress in the reform of the national system of research and innovation, as the pending issues about the structure of the RPF Board of Directors were resolved. This allowed the proceeding with the structure of the Scientific Council. A list of possible candidates for the Scientific Council has been completed, and it is at the final stage for its approval by the Council of Ministers.
· The two measures introduced by the RPF, namely the “Research and Technology Mediation System” and the “Thematic and Innovation Networks”, are expected, if successfully implemented, to significantly improve cooperation links between research organizations and enterprises. This way leads to better exploitation and commercialization of research results, which are still extremely underdeveloped on the island.

· The establishment of the Science and Technology Park is progressing, as the Council of Ministers decided to proceed with implementation. The feasibility study has been completed, the necessary land has already been expropriated and the access road to the Park has been constructed.

3.2
State of Play 

The national target that Cyprus had set for an increase in R&D expenditure of 1% of GDP by 2010 couldn’t be achieved, as this seems to have being a non feasible target, given Cyprus reality, where, there is a service based economy and thus less conductive to research,  inadequate research infrastructure, small number or researchers, very small size-enterprises (more than 90% of the enterprises have less than four employees) and thus  it is hard to  expect to have either a  great increase in the number, or in the volume of research activities conducted by enterprises. The main parameters of the sector evolved as follows in the last year:

· Gross domestic expenditure on R&D (GERD) increased to €70,1 mln in 2007 from €61,3 mln in 2006, an increase of 14,2%, which is amongst the highest in EU27. Despite the high increase in absolute terms, GERD as a percentage of GDP increased only by 0,02% reaching 0,45%. The increase was curtailed by the high GDP growth, which was 6,6% in nominal terms.

· The number of human resources employed in research (full-time equivalent) increased by 1,5%, from 1.226 in 2006 to 1.244 in 2007. In particular, the number of researchers increased by 7%, whilst the percentage of women participating in research activities remained at 38% of the total number of researchers.

· The investment of businesses in R&D expenditure (BERD) increased to €11,5 mln in 2007 compared to €9,79 mln in 2006. Despite the high annual increase of BERD by 17%, the contribution of industry to GERD has increased only to 16,4% in 2007 from 15,9% in 2006. 
The government has recognized this weakness and has reinforced the role of the Research Promotion Foundation, now dealing with innovation as well and promoting appropriate measures. Now more emphasis is put in encouraging innovation, adoption of existing research results, rather than discovering new (indeed as mentioned in paragraph 3,8 below, Cyprus is doing better in innovation rather than in R&D). 
According to the European Innovation Scoreboard 2008 (Strenghts and Weaknesses Report), Cyprus is ranked 13th amongst the 27 Member States and it is classified in the group of “Moderate Innovators”. Combining a close to the EU27 average level of performance with a high growth rate (Cyprus 0,471, EU27 average 0,475), Cyprus is a growth leader amongst the group of “Moderate Innovator” countries. 

The strengths pinpointed by the Scoreboard are the high percentage of tertiary level education (it is 26% above the EU average), the high record with regard to the Science and Engineering graduates and the high rate of public funding of innovative enterprises (16,3% receive public funding). 

On the other side, the weaknesses of Cyprus’ innovation performance are the lack of an integrated innovation strategy, the low R&D spending as a percentage of GDP, as it is the main driver of innovation, the low university R&D expenditure financed by businesses, the low sales of new-to-market products, the limited response from the business community to the support measures, the lack of interest of the banking sector and the absence of venture capital and the small size of the local economy.

Cyprus has to face the following challenges with respect to innovation policy: 

- Increase inputs and efficiency of business innovation: Public research capabilities and innovation policy have considerably improved over the last decade, while the business sector is still considerably under-investing in R&D and innovation. Measures fostering entrepreneurship are adopted in an effort to meet this challenge.

- Make innovation policy and support to innovation more effective: Innovation policy has evolved rabidly but in a rather fragmented way. As a consequence, the policy cycle is not fully developed. Priority selection is not coordinated and innovation governance is not effective. 

Yet the Government continues with measures to stimulate R&D to the extent possible and the developments during the last year are analysed below.
Inventory of Progress

3.3
Policy Priority: Horizontal Measures

3.3.1
Increase overall spending in R&D, via the new RPF Framework Programmes for Research, Technological Development and Innovation (RTDI): In 2008 the RPF launched its Framework Programme for RTDI 2008, with an impressive response from the research community, as 1.122 proposals were submitted. From them, 346 projects secured funding with a budget of €60mln. In June 2009 the RPF launched its FP for the period 2009–2010 with a budget of €60mln.
3.3.2 Reform of the Research and Innovation System of Cyprus: There was progress in the reform of the national system of research and innovation, as the pending issues about the structure of the RPF Board of Directors were resolved. A list of possible candidates for the Scientific Council has been completed and it is expected to be approved by the Council of Ministers. It is expected that the structures of both the Scientific Council and the National Research Council will be finalised by the end of 2009. 
3.4
Policy Priority: Strengthening the Scientific Base Development of Research Infrastructures

3.4.1
RPF Programmes for the Development of Research Infrastructures: The development of research infrastructures was the main focus of the RPF FP 2008, as more than half of the total budget of the FP was allocated to relevant programmes. In particular, €24 mln will finance the establishment of 8 large strategic projects, whilst €9,5 mln will fund 27 projects concerning the development of small infrastructures, the upgrading of existing equipment and the access to research infrastructures abroad.

3.5
Policy Priority: Reinforcement of Private Sector Participation in R&D

3.5.1
RPF Programmes for the Development of Industrial Research Activities: There were three programmes for the development of industrial research and innovation activities in the RPF FP 2008, aiming at encouraging the cooperation of enterprises with local research organisations, the cooperation of local enterprises with foreign research organisations, and the recruitment of new researchers by enterprises. During the calls of 2008, 45 projects secured funding with a budget of €7,1 mln. 
3.5.2
New measure: Establishment of Mediation Agencies: In 2009, five Mediation Agencies were established in accordance with the number of universities in Cyprus. The aim of these Agencies is to strengthen the links between academia and enterprises, leading to projects of joint interest as well as to the exploitation of research results by enterprises.

3.6 
Policy Priority: Enhancement of Human Resources

3.6.1
RPF Programmes for the development of Research and Innovation culture within the educational system: The “Development of Research and Innovative Culture” Programme includes three competitions, called “MERA”, “FOITO” and TEKE. MERA and TEKE Competitions are addressed to pupils in the age of 6-18, whilst FOITO Competition is addressed to both undergraduate and postgraduate students either in Cyprus or abroad. In the school year 2008-2009, 44 projects were awarded through these 3 competitions with a total amount of €93.000.

3.6.2
RPF Programmes for the development of New Researchers: These programmes are addressed to both PhD students and Post Docs, and include actions for the entry, improvement, and mobility of new researchers. In 2008, 67 projects secured funding of €5,1 mln. Calls for these programmes have been announced in 2009, but no data is available yet.

3.6.3
RPF Programme for Foreign Researchers: This programme aims to attract new researchers as well as experienced researchers based abroad and to incorporate them for a specific period of time in the research system of Cyprus. Under this Programme, 10 projects secured funding of €0,65 mln. Calls for these programmes have been announced in 2009, but no data is available yet.
3.7
Policy Priority: Promotion of International Cooperation

3.7.1
Promotion of participation to the 7th EU Framework Programme for RTD 2007-2013 (FP7): RPF encourages the participation of researchers in the FP7 through the establishment of the National Contact Points Network, as well as with information seminars and brokerage events. In addition, the RPF has a specific programme for covering preparation costs of FP7 proposals that were evaluated by more than 50% of the maximum grade. Additional funding is provided to project coordinators. In 2008, 8 projects secured funding of €31.530.

3.7.2
New measure: “Supplementary Funding” for successful FP7 projects: In order to provide further incentives for participation in the FP7, the RPF created an additional action in the RPF FP 2009, which provides supplementary funding (known as matching funds) to public universities and research organisations for their successful FP7 projects. The first call of this action was on July 2009.

3.7.3
Promotion of participation in programmes of the European Science Foundation (ESF): In 2008, the RPF provided support to research organisations participating in two projects. The total amount funded was €8.000.
3.7.4
Bilateral agreements with other countries in the field of research: The latest agreements signed by the Government of Cyprus for the promotion of cooperation in the field of research were with the UK (December 2008) and the US (February 2009). No calls for bilateral agreements were announced in 2008. In 2009, there were two calls for the agreements with Slovenia and Romania, but no data is available yet.
B. Facilitate all forms of innovation

“To facilitate all forms of Innovation” (Guideline 8).

3.8
Policy Priority: Facilitate all forms of Innovation

3.8.1 Awareness campaign for Innovation and R&D: Ιts main objective is to raise awareness among the business community and the public in general on the importance of Research and Technological Development and Innovation (RTDI). The Research Promotion Foundation (RPF) is responsible for applying this measure and so far there were several Information Days organized either within the 7th Framework Program agenda or under the umbrella of general matters related to RTDI such as the Cyprus Business Support Centre. 

3.8.2 Creation of a Research and Technology Mediation System: This measure aims at bridging the gap between the supply and demand of innovation through a mechanism of inter-mediation between research/academic institutions and SME’s. The measure is at its final stages of design and is included as an individual Action under the “Innovation Support” Program, within the RPF Framework Program 2009-2010. The first call is expected to be published within 2010.

3.8.3
Creation of Thematic and Innovation Networks: The proposed measure aims at the creation of cooperation networks between enterprises, research organizations and intermediate bodies. The design of the measures to be undertaken to that end is at its final stage. A Program covering this priority is already included in the Framework Program of the RPF for Research, Technological Development and Innovation 2008-2010, under the third pillar of “Development of Research and Innovation for Enterprises”. The first call for proposals is expected to be published within the year 2010. 

3.8.4 Innovation Coupons: This measure aims primarily at bringing SME’s closer to innovation, engaging them with innovation activities and rendering their products and services more competitive. “Innovation Coupons” is included as an individual Action under the “Innovation Support” Program, within the RPF Framework Program 2009-2010. The second call was published in June 2009 with a total budget of €0,15 mln. In 2009, 21 applications for coupons were submitted to the RPF. 

3.8.5
Business Incubators: The aim of the Programme is the creation of New Enterprises of High Technology and Innovation, which enhance the potential for the production of products with high value added in knowledge and know-how and the demand of which is sensitive with regards to their quality and innovation and not their price. The promotion of the creation of these enterprises is supported by four business incubators, whose contracts with the Government expired at the end of 2007. Within this framework, 51 teams of inventors have filed their applications through the four Business Incubators, out of which 36 qualified for state aid and 15 did not. 11 out of the 36 qualified companies have already graduated. The Council of Ministers, after considering the conclusions and recommendations of an evaluation study, carried out by a joint venture of independent consultants following a public competition, at its meeting of 7 July 2008 decided to appoint Research Promotion Foundation as the Organization responsible for the introduction and implementation of the new program for the business incubators.  

3.8.6
Regional Innovation Strategy for Cyprus (RISC): The Council of Ministers approved the measures included in the Action Plan prepared on the basis of the RISC strategy on the 2nd of March 2006 and authorized the Minister of Finance to proceed with their implementation. In June 2009, the RPF proceeded with the launching of the second call of the “DIDAKTOR” Program, within its Framework Program for Research, Technological Development and Innovation 2009-10. The main objective of this measure is the qualitative upgrading of the human resources employed in the three main sectors of the economy, namely, manufacturing, tourism and services. In 2009, 68 research project proposals were submitted to the RPF, of which around 18-20 are expected to be funded with a total budget of €2,6 mln. 
3.8.7
Establishment of a Science and Technology Park: The feasibility study which started in July 2006 was completed in April 2009. The Council of Ministers decided to proceed with establishment while the necessary land has already been expropriated and the access road to the Park has been constructed.

3.8.8
Cyprus Innovation Award Competition: This was introduced as a new measure at the beginning of 2006 by the Cyprus Employers’ and Industrialists’ Federation in collaboration with the RPF and its main objective is to promote an innovation culture within the enterprises. The 3nd Competition was completed with great success and the award ceremony took place on the 18th of June 2009. Two prizes were awarded for the Manufacturing Industry, one prize for the Service Industry and one for the wider public sector.

3.8.9
Scheme for the encouragement, strengthening and reinforcement of women’s entrepreneurship: (see also paragraph 2.5.6 above).

3.8.10
Scheme for the encouragement, strengthening and reinforcement of youth entrepreneurship: (see also paragraph 2.5.7 above).
3.8.11 
Setting up of a Loan Guarantee Granting Facility: (see also paragraph 2.5.1 above).

3.8.12
Safeguarding Intellectual Property Rights and Patent Registration (EVRESITHNIA): This measure aims at the provision of financial support to enterprises or individual researchers for patent registration. EVRESITEHNIA is included as an individual Action under the “Innovation Support” Program, within the RPF Framework Program 2009-2010. The second call was published in June 2009 with a total budget of €0,2 mln and around 5 patent registrations are expected to be funded by the RPF. 

C.
Facilitate the spread and effective use of ICT and build a fully inclusive information society

“To facilitate the spread and effective use of ICT and build a fully inclusive information society” (Guideline 9).
3.9 
Overall Progress
As far as the progress in the implementation of the actions included in the NRP, over the period October 2008 - October 2009 is concerned, there has been satisfactory progress in the area of eHealth. More specifically, the Integrated Health Care System has been installed and is partly operational. And the Pharmaceutical Information System has been completed and is currently under pilot operation for a 6-month period before it officially goes live, which is planned in December 2009.
Another important development is the Council of Ministers’ decision of 18th of February 2009, that assigned the political responsibility on information society issues to the Minister of Communications and Works (MCW) and as the executive arm of the Minister, the Department of Electronic Communications (DEC), which is responsible to develop and implement a national strategy for the promotion of information society. Moreover, the Council of Ministers approved the establishment of an Advisory Committee chaired by the Permanent Secretary of the Ministry of Communications and Works and having as members, representatives of all relevant Ministries, industry and academia. Also, the Council of Ministers requested every Ministry to appoint an information society coordinator who shall liaise with DEC to implement the actions undertaken by his Ministry. 
There is further delay in auctions for granting licences for both Digital Terrestrial Television Networks and Fixed Wireless Access Networks, which are now expected to be conducted in the first quarter of 2010.
Overall, despite the luck of an Action Plan, the various activities promoted already and especially the development of e-government activities and a pro ICT business environment have contributed to the increase of broadband penetration to 18,2% in 2008 compared to 13,8% in 2007.   The decision to expand the broad-band to all the regions, even the most remote ones, together with the expansion of e-services, like the Road Transport Department  eServices, (awarded the 2008 innovation Award) will lead to even greater penetration. 
3.10
State of Play 

During last year there was noteworthy progress towards the utilisation of the opportunities offered by the information society. According to some basic indicators, the progress made is reflected in the following:

· From a level of only 2,5% in 2004, broadband penetration in Cyprus reached 18,2% by December 2008, closing the gap with the EU average of 22,6%.
· There was also an improvement in the supply of public services offered through the internet for individuals and enterprises. “Fully on-line availability” has risen to 45% from 35% in 2006, closing the gap with EU27 and “online sophistication” has risen to 67%. It is expected that in the 8th measurement which is under way, the results might be slightly better due to the installation and operation of some e-government systems like the e-procurement system. 

Despite the noteworthy growth in 2008, Cyprus is among the lowest placed in the ranking of most information society indicators compared to the EU27. Efforts in developing eGovernment services and a business environment relatively favourable to ICT investment, in particular with a good eSkill base, are laying the foundations for further development.

	Table 2: Some selected ICT indicators

	
	Cyprus

2007
	Cyprus

2008
	EU27

(2008)

	Broadband:

Broadband Penetration

% of households with an internet connection

% of households with a broadband connection 
% of enterprises with broadband access
	13,8

39

20

69
	18.2

43

33

79
	22.6

60

49

81

	Internet Usage:

% of population who are regular internet users
	35
	35
	56

	eGovernment indicators: 
% of enterprises using eGovernment services
	54
	65
	68


Inventory of Progress

3.11 Policy Priority: Horizontal Measures

3.11.1 Review of the National Information Society Strategy: Based on a Council of Ministers decision (Decision No 68.442, 18.02.09), the Department of Electronic Communications (DEC) is the executive arm of the Minister, to develop and implement a national strategy for the promotion of information society. In this context, DEC has prepared a first draft document which defines the basic pillars of the strategy, based on the guidelines and policies of the 2010 framework, which was presented to the Advisory Committee for comments. It will be further developed in consultation with all stakeholders. The current plan is to deliver an overall, comprehensive strategy as well as specific tasks to be implemented in approximately one year.

3.11.2 Elaboration of Policy on Network and Information Security (NIS): The NIS policy paper outlines three major action areas: 1) the design/development of an Action Plan for raising awareness of end-users/responsible public bodies for NIS, 2) the establishment of Cyprus Computer Incident Response Teams (CSIRTs), 3) the establishment of the framework regarding Critical Infrastructure Resilience.

The Office of the Commissioner of Electronic Communications and Postal Regulation (OCECPR) work following cooperation and a formal opinion from ENISA, has led to the submission for approval to the MCW of a policy paper regarding the establishment (Terms of Reference) of a Computer Security Incident Response Team. On a parallel path, work leading towards establishing the framework (by means of a decision of the Commissioner) regarding Critical Infrastructure Resilience is still going on and expected to be concluded -after a public consultation- by December 2009. The Critical Infrastructure Resilience guidelines will be made available to all Electronic Communications services providers and network operators as part of the OCECPR secondary legislation by means of a Commissioner Decision.

Work on the third activity domain, namely the «Action plan for raising public awareness» will follow the completion of work on the other 2 activity areas in order to take advantage of the obvious synergies that exist.

3.12 Policy Priority: Further Promotion of 
The Cyprus Government promotes a Strategy that is in full alignment with EU 2010, with the related Signposts towards e-Government as well as with the most recent Ministerial Declaration and guidelines from the last e-Government Ministerial Conference in Lisbon in September 2007. It seeks to reinforce ICTs contribution to the country’s economy and the renewed Lisbon Strategy. A series of measures and actions have been, or are planned to be, promoted in order to achieve the i2010 Strategy and Action Plan. Relevant measures and actions are outlined below categorized under the i2010 e-Government Signposts:

No citizen left behind – Inclusive e-Government 

3.12.1 Development of websites for all Ministries / Departments / Services of the Government: All Government Ministries/Departments/Services, including government embassies, maintain their own websites which are either informative and provide downloading of forms and other documents or also support user interaction. In order to promote e-inclusion, public web pages are developed on the basis of the Web Accessibility Guidelines and are continuously enhanced to reflect changing demands by the Cyprus Government and EU.
3.12.2 Cyprus Government Portal: The Cyprus Government Portal is available to the public since September 2006. According to the 7th Measurement report of EU - The User Challenge Benchmarking, The Supply of Online Public Services - which was published in September 2007, as far as the National Portals assessment is concerned, Cyprus provides a very high score of 98% on an average of 75% for the EU27+. 

3.12.3 Mobile Citizen Service Centre: The Council of Ministers approved on the 16th of July 2008 the establishment of a Mobile Citizen Service Centre (pilot project) after the successful operation of five (two more to operate soon) Citizen Service Centres (CSC) all over Cyprus. The Mobile CSC will provide services to remote areas where CSC are not easily accessible. A proposal has been submitted for the implementation of this pilot project, however the tender procedure has been put on hold as new ways need to be investigated with regards to the technical implementation of the project and in particular the access to broadband internet connection by the mobile CSC at the rural areas. In June 2009, the Citizen Service Centers project has been awarded the 2009 Cyprus Innovation Award for the Public Sector, given by the Employers and Industrialists Federation. 

3.12.4 E-inclusion National Strategy: Based on the Council of Ministers decision of the 5th of September 2007 an e-inclusion National Strategy is to be prepared by the Social Welfare Services in coordination with the Department of Information Technology Services.

3.12.5 Various Inclusive e-Government flagship initiatives have been promoted such as:
· Vocational training and promotion of public assistance recipients in the labour market aiming to improve ICT professional qualifications of public assistance recipients in order to become competitive in the labour market and have equal employment opportunities while at the same time combating digital literacy.  

· Expansion and improvement of care services for the children, the elderly, the disabled and other dependants – care facilities provide ICT classes to dependants (children and elderly people, people with disabilities).

· Ambient Assisted Living – the demographic change and ageing in Europe implies not only challenges but also opportunities for citizens. This program enhances the quality of life of older people through the use of ICT (cameras and sensors are used to record elderly person’s daily routine and to spot any extraordinary events). Elderly people can live in their preferred environment while maintaining a healthy lifestyle and being prevented from isolation. The program, which is a pan-european initiative, is at its early stages in Cyprus.

· Financial Support is given to public assistance recipients (elderly people and people with disabilities), by the Social Welfare Services for Telecare Services. 

· Establishment of an Internet Centre for migrants and asylum applicants, arriving in Cyprus, offering them internet access and providing help for accessing any information or eservices through the Internet.

· Internet Mobile Unit, Virtual Bus: a bus fully equipped with state of the art ICT facilities (Broadband, Satellite, WiFi, GPRS, Voice overIP, conference set ups, etc) tours remote areas where broadband communications are not available and offers internet services, mobile training/conference/research centre services to  the public or other organised groups.

· ICT classes for:

i. Prisoners: aiming to improve ICT professional knowledge of prisoners so that they can seek employment opportunities when discharged and trying to enter the labour force.

ii. Young people: the Cyprus Youth Board organises free of charge ICT classes at youth centres/organisations aiming to introduce young people to new technological means and methods.

iii. Senior citizens: the Ministry of Education and Culture offers free of charge ICT afternoon classes to senior citizens trying to help them maintain their life quality in the constantly changing social environment.  

Efficient and Effective Government

3.12.6 Business Process Reengineering: Business Processes are re-engineered (as part of peoples’ life cycle phases), prior the development of new information systems, to take full advantage of the opportunities and increased efficiency offered by Information Technology.
3.12.7 Setting up of a Help Desk System: This system is expected to manage centrally all technical support issues related to ICT usage in the Public Sector through a Call Centre and/or Intranet. The system will log all problems and solve or channel them for resolution by the involved party. The related Tender was issued in January 2009 and is currently at the evaluation stage. The implementation of the project is expected to commence in Q4 2009 and be completed within a period of 12 months.
3.12.8 Development of a Central Government Data Warehouse: The objective of the Data Warehouse (central repository of data) is to enable easy access to accurate, consistent and integrated government data for better and faster decision-making, statistical purposes and for achieving responsiveness to Government obligations. The Strategy Study for the Government Data Warehouse has been completed. The implementation of the project will start after its approval by the Executive Board for the Computerisation of the Cyprus Government and the Council of Ministers. The execution of the project is expected to commence in 2011 and be completed within a period of 30 months (for Phases 0 and 1).
3.12.9 Roll-out of the Office Automation System: The aim of the system is the electronic management of all documents of the Civil Service, as well as the automation of the procedures and regulations that rule their creation, archiving, security, distribution and disposal, including their final destruction or long term preservation for future accessibility by the public and researchers. It is already used in the Ministries of Finance and Foreign Affairs, the House of Representatives, the Central Information Service, the State Archives and other Government Agencies and Departments.  The proposal for the roll out of the system to the remaining Services of the Ministry of Finance has been submitted to the Council of Ministers on the 10/06/09 and awaits approval. Additionally the Ministry of Foreign Affairs (MFA) has decided to connect the Diplomatic Missions with the eOAS system starting from the Permanent Delegation of the Republic of Cyprus in Brussels. In May 2007, eOAS has been awarded the FileNet EMEA Innovation Award, followed by the Cyprus Innovation Award for the Public Sector, given by the Employers and Industrialists Federation in June 2007. 

Delivering High Impact key services designed around customer needs

The development of eGovernment services is an ongoing process. More services are to be offered as outlined below: 

3.12.10 Road Transport eServices: The Road Transport Department has been awarded the 2008 Cyprus Innovation Award for the Public Sector for its web-enabled system. Cyprus Car Registration eServices achieved all stages of sophistication (as per The User Challenge Benchmarking The Supply of Online Public Services, 7th measurement, September 2007). This system provides among others services regarding the online registration of motor vehicles/bikes via the internet and the online payment (using credit cards) for renewing road tax licenses. The system also provides the option for an online check of CO2 emissions, and an online application for the withdrawal of old cars. As from January 2007, the inspection of used vehicles (Single Vehicle Approval), prior to their registration, can also be carried out electronically through the web. Since February 2009, the system allows the online participation of citizens/companies in the auction process for the vehicle registration numbers. Additionally, within 2009 driver candidates will be able to pay online for their examination fee and will be given the option to select the examination date/time and centre for their driving licence test. 
3.12.11 New Candidate Placement System: The system went live early June 2009 and provides enhanced functionality through the web and the intranet. Some of the system’s operations are given below:
· Candidates and Vacancies Administration (candidates registration, matching of candidates with vacancies, monitoring of interviews, etc. web)

· Private employment offices administration (issuing/renewing of permit for the operation of an employment office - intranet)

· Measurement of the Public Employment Service performance with quantitative and qualitative indicators (intranet) and

· Provision of statistical data (intranet)
3.12.12 Development of the Civil Registration System (eCivil): The system will provide online services regarding birth/marriage certificates, passports issuing etc. The relevant tender was awarded in March 2009. The execution of the project started in May 2009 and is expected to be completed within a period of 12 months. Services will be gradually available to the public.
3.12.13
Development of an e-Child System (eChild): This system automates the procedure to obtain child allowance. The new version of the system has an improved sophistication (up to level 5) since the whole related procedure can be completed automatically (submission of certificates, payment through the method of direct debit, submission of application once). The system is ready to go live, once the approval of the Commissioner is granted (additional functionality requires the approval of the Commissioner for the Protection of Data).
3.12.14
eBooking/eAppointment for Hospital visits:  This is expected to go live in the end of 2009. Through this system patients will be able to pay on-line for a registered visit thus avoiding waiting in queue for paying this fee. Additionally, inpatients once released will be able to settle their account for any medical charges, on-line. Through this system citizens will also be able to cancel an already scheduled visit or reschedule this visit (note: the initial visit appointment has to be done by authorised hospital personnel). The approval of the Commissioner for the Protection of Personal Data is required as this system accesses information which classifies patients into financial categories determining what medical card category they have. The system is ready to go live, once the approval of the Commissioner is granted.

3.12.15 Development of e-services for the Land and Surveys Department (eCilis): Some e-services for the Land and Surveys Department, such as the request for a copy of a certificate of registration and the issue of a cadastral plan, will be implemented through the Government Secure Gateway. More e-services are being considered and a relevant study is being revised to confirm which services and with what priority should be promoted.

3.12.16 Development of the Companies Registration System (eFiling): The eFiling project, which will allow for a complete online registration of a new company, is in progress. The project commenced in April 2008 and it was expected to be completed in early 2010. Some delays were faced and a proposal for an 8 months extension has been submitted for approval.  However, the first phase of the project which relates to the e-Search of companies files will be completed by the end of October 2009
3.12.17
Services for the Merchant Shipping Department: The Merchant Shipping Department promotes the development of eServices aiming to improve services offered to law offices, shipping companies, police, etc. Some of these eServices include the updating of vessels crew list and the authentication of Seafarers Certificates by shipping companies and the Small Vessels Identifications of owners by police. The authentication of Seafarers Certificates went on-line in January 2009 where as the other eServices are under development and are expected to be gradually available. 
3.12.18 Development of an eProcurement System (e-PS): ePs is a secure and interoperable web-based application of the Republic of Cyprus, which constitutes a total solution for the implementation of electronic procedures in conducting public procurement competitions. The system is compliant with the provisions of the European and Cypriot Law of public procurement. Amongst its provisions, it supports the procurement of contracts through one-off and repetitive procedures. ePs went live in mid June 2009 and will operate on a pilot basis up to November 2009. The usage is mandatory for procurement of competitions and announcement of the award results. However, the system supports the electronic preparation and publication of tender documents, the receipt and opening of tenders and electronic evaluation.
3.12.19
Democracy: Cyprus aims to promote e-Democracy and e-Participation in order to achieve a more transparent Government and a society equal for all. A study has been prepared in August 2007 and is awaiting approval by the involved parties for the establishment of (a) an e-Democracy Portal and (b) a Web system for the submission of recommendations for improving Public Service procedures and operation.
3.12.20
Enterprise Resource Planning System (ERP): Cyprus Government initiated the procedures for the acquisition and implementation of an Enterprise Resource Planning System. The need for such a system arises after an evaluation of the future needs and obligations of Cyprus as an EU member, taking also into account the principles of “New Public Management”, the evolving IT technologies and the EU and National Strategy for the promotion of eGovernment. The Tender for the preparation of a Strategy Study for the ERP system was issued in July 2008. The Strategy Study is expected to start in September 2009 and completed within a period of 6 months. Based on the findings of the Strategy Study a proposal will be prepared and submitted to the Executive Board for the Computerisation of the Cyprus Government and the Council of Ministers for approval. The tender procedure is estimated to take place within 2010–2011, whilst the system is expected to be operational in 2013. 
Key Enablers for e-Government

3.12.21 Development of a Government Secure Gateway: The Gateway will provide the core architecture for enabling e-Government service delivery and Government to Government (G2G), Government to Business (G2B) and Government to Citizen (G2C) transactions online in a secure and interoperable way. It will also connect the Government back-end Information Systems using open interoperability standards which will ensure seamless integration with all agency services and technology platforms. The relevant tender document was completed and the tender will be issued in 2009. The issuing of the Tender is delayed as renewed approvals are required because it was decided to expand the scope of the project providing eServices that require cross-government interaction. Hence, the development of the Gateway is projected to start in 2010 and be completed within a period of 12 months.

3.12.22 e-ID: In March 2008 the Cyprus Government has initiated the procedures to introduce electronic identification /authentication (e-ID, smart cards) for public services in order to realize seamless access to public services across borders. E-ID standardisation/ interoperability is essential in order to put in place key pan-European services, such as crossborder company registration, electronic public procurement, job search, e-Voting, eHealth etc. A proposal has been prepared and is awaiting approval by the Ministry of Interior prior to its final approval by the Council of Ministers.

3.12.23 Portal for the Single Point of Services (Services Directive): Cyprus Government promotes the procedures for the implementation of the EU Services Directive (2006/123/EG) for Article 8, “Procedures by electronics means”, which foresees that Member States shall ensure that all procedures and formalities relating to access to a service activity and to the exercise thereof may be easily completed, at a distance and by electronic means, through the relevant point of single contact and with the relevant competent authorities. Therefore, the establishment of a Point of Single Contact and the set up of a relevant portal is underway. Currently the system is under testing and is expected to be operational by early 2010.

3.13 Policy Priority: Promotion of e-Business

3.13.1
Implementation of an Action Plan for the deployment of eCommerce: The Ministry of Commerce, Industry and Tourism, implementing the goals set by the European Union, has prepared a strategic plan for the promotion of e-Commerce in Cyprus. The implementation of the strategic plan began on May 2008, with the appointment of a Project Manager who co-ordinates all the activities described therein. The project covers a number of activities during a three year period with a budget of €4,6 mln. Within the framework of the aforementioned strategic plan, the Ministry of Commerce, Industry and Tourism has launched the Programme “Epixirite Diadiktiaka” ("Business Online"), while a website (www.go-e.mcit.gov.cy) has been launched, providing information about electronic commerce as well as educational material to increase Information Technology literacy. The website is constantly updated. In addition, as a part of the “Epixirite Diadiktiaka” Programme, the Ministry plans to organise seminars, to enlighten the consumers and the companies on the use of Electronic Commerce and to promote its use. 

Furthermore, in order to provide incentives that will enhance the promotion of eCommerce, a draft version of various subsidy schemes has been prepared. The subsidy schemes are expected to come into force within the second quarter of 2009 whereas applicants will be able to apply for the subsidy schemes online.
3.14 Policy Priority: Upgrading of Education / Life-long Learning / e-Learning

3.14.1
Improvement of infrastructure in schools: The progress of this measure is very satisfactory in almost all related actions. The ratio of personal computers (PCs) to the number of pupils in the primary education was better than expected for 2009 reaching 1computer to 4,8 students (1:4,8) giving high expectations for meeting the target of 1:4 set for 2010. A similar situation was also observed in secondary education, as the respective ratio for 2008 was 1:4,1 and the target set for 2010 is 1:3. For Technical / Vocational education the ratio is 1:1,58. Another target achieved, was the establishment of internet connections in all schools in both primary and secondary education. The implementation of the Educational Intranet (e-School) is progressing with a short delay, and the interconnection with the internet of all secondary schools will be completed in 2013. The progress so far, is that the structure cabling of schools was completed in primary and technical education schools in 2005 and 2007 respectively, whilst in secondary schools is currently 40% and is expected to reach 100% in 2012-13.  For the following years, it is planned to install massively interactive whiteboard to the third, fourth, fifth and last grade of the elementary school and a high number of interactive whiteboard to special classrooms and laboratories in lower secondary and higher secondary education.

3.14.2
Training of teachers in IT technologies: The training of teachers in basic IT skills is almost completed, reaching 90% in primary and secondary education. This training session is expected to be completed in 2010. Moreover, in September 2007, the implementation of the next training session planned for teachers started. This training session concerns the use of multimedia in class. Further than that, the training on the use of the electronic school (DIA.S) started and a small number of educators were trained on the use of the Learning Management System and the Educational Portal.

3.14.3
Reform of the educational curriculum to include use of ICT tools: The decision about the certification of IT skills for Gymnasium third grade pupils has not been taken yet, as there are second thoughts on this matter, including the enhancement of the IT Subject in schools without providing any certificate. The issue of electronic content for subjects taught in schools is progressing well. The completion of 8 subjects in upper secondary education and 9 subjects in technical education it has been implemented since September 2009 in a pilot base in 7 schools. 

3.14.4
Implementation of the Learning Management System: The Learning Management System enables students and teachers to access Digital Educational Content prepared by the Ministry both from school or home. It also enables the communication between teachers, students and parents in issues like absences, homework, examination grades etc. This platform was launched on a pilot basis in 7 schools in April 2009, whilst its installation in all schools is expected to be completed in 2014. 

3.15 Policy Priority: Improvement of the Quality of Life – e-Health 

3.15.1
Introduction of an Integrated Health Care Information System (IHCIS): In the area of e-Health, the Integrated Health Care System has been installed and is partly operational. Specifically, the majority of the modules, which comprise the backbone of the system, have been installed and are in operation at both Nicosia and Famagusta General Hospitals, where efforts are being made for a small number of modules such as e-Booking and e-Appointments to go live once some procedural issues are overcome. Furthermore, some modules of the system have been implemented at the Health Centres, namely, 4 Centres out of 8 Centres in the Nicosia area went live in June 2009 and 2 Centres in the Famagusta area went live in March 2009.

3.15.2
Development of a Pharmaceutical Information System: The Pharmaceutical Information System has been completed and is currently under pilot operation for a 6-month period before it officially goes live, which is planned in December 2009.

3.16 Policy Priority: Expansion of Broadband Network

3.16.1
Granting of licences for Digital Terrestrial Television Networks: The public consultation ended in December 2006 and the responses were published in February 2007. The Steering Committee that evaluated the responses from the public consultation submitted its Report to the Ministers of the Interior and of Communications and Works on the 20th of November 2007. On the 7th of June 2008 the Council of Ministers adopted the policy and regulatory framework for the authorization of DTTV networks.  According to this framework, two nationwide licenses will be granted. One license (one multiplex) will be granted to the public broadcaster, CyBC, for the sole purpose of broadcasting its programs to the entire population of Cyprus. The other license (5 multiplexes) will be auctioned and the operator will have the right to offer any kind of service. He must however, carry all existing national programs. These processes are currently underway and it is expected that both licences will be granted in 2009/2010. All analogue terrestrial television transmissions will be switched off by the 1st of July 2011. 

3.16.2
Granting of licences for Wireless Access (WA) Networks: The public consultation ended in April 2006 and the responses were published in May 2006. The initial intention was to license the frequency bands 3,4-3,6GHz and 24,5-26,5GHz for Wireless Access Networks, but due to the fact that the procedure has been delayed and no licenses have been granted yet, we are currently investigating the possibility of including the frequency band 3,6-3,8GHz in the procedure as well. According to EC Decision 2008/411/EC the frequency band 3,6-3,8GHz can be used in the same way as the frequency band 3,4-3,6GHz for terrestrial systems capable of providing electronic communications services. 
3.16.3  In order to achieve the target of “100% coverage of Cyprus with broadband infrastructure, so as all citizens have access to information society services and benefit from the use of the Information and Communication Technologies (ICT)” the following actions are promoted: 
i. Establishment of satellite broadband services in the remote/small communities in Cyprus: This project aims to connect the 151 rural communities in Cyprus that are not currently covered by the existing terrestrial broadband networks, with broadband Internet access. Specifically, terrestrial infrastructure (Wi-Fi) and satellite connections are installed in each and every one of these 151 communities. As a result, everybody in the coverage area in every community (citizens/companies) has free broadband access to the Internet. Note that the same satellite connections are shared among all users and are free of charge for the users. This project is currently under way. So far, the service is provided to all communities having a primary school. It is expected to install the infrastructure in all remaining communities by the end of 2009.
ii. Establishment of broadband network in “White Areas”: This project aims to install fiber optic infrastructure in the 151 rural communities in Cyprus that are not currently covered by the existing terrestrial broadband networks. These areas can be characterized as “white areas”, as no commercial operator has shown any interest to cover them with broadband infrastructure. In this project, optical fibers will be installed from the existing fixed networks to every one of these 151 communities, which will be in a cabinet in each community. Service providers will be free to use any access technology of their choice to provide broadband services. The citizens/companies in these areas will have the opportunity to have broadband access to all broadband services available. The project is intended to be partly co-financed by the European Agriculture Rural Development Plan, where a relevant proposal has been submitted to the European Commission, and by structural fun.
4. ENHANCING COMPETITION AND IMPROVING THE OVERALL BUSINESS CLIMATE

4.1 Overall Progress

The conditions for enhancing competition in the Cypriot economy show signs of overall progress. The role of the Competition Protection Commission (CPC) has been strengthened, as it is evident from the significant number of decisions concerning anti-trust matters and notified mergers issued, as well as the imposition of fines for infringements in the market.  The legal framework for the introduction of energy from Renewable Energy Sources (RES) and of natural gas is at an advanced stage.   With respect to reducing the administrative burden, the pilot project in the real estate market was completed and the results were presented to both the public and the private sector. The implementation of the Services Directive is underway and every effort is made to meet the deadline of December 2009. Within the framework of enhancing the procedures relating to the management and absorption rate of EU funds, the new Management Information System (MIS) for the Structural Funds was set in full operation in September 2009. In October 2009, a study was completed by expert consultants, on the level of competition obstacles in the professional services and the results will be evaluated by the CPC. 

4.2
State of Play 

The striking majority of the enterprises operating in Cyprus (99,8%) are classified as small-medium enterprises (SME’s) according to the european definition and only 111 companies or 0,18% are big businesses (more than 250 employees) mainly in the sectors of banking, manufacturing and construction. This provides conditions for fair competition in the economy, despite the small and isolate island nature of the economy, which is not all the most conducive to this direction. Furthermore, the financial crisis had an adverse impact on economic activity, putting more strain on the smallest companies. The challenge to the government was to find ways to support the economy without undermining the conditions of competition.  

The role and the administrative capacity of competition authorities, namely the Commission CPC, the Office of the Commissioner for Electronic Communications and Postal Regulations (OCECPR) and the Cyprus Regulatory Authority (CERA), continued to strengthen significantly with the aim to restore market imperfections.

In the utilities’ sectors there is a continuous liberalisation of the market due to the entry of new licensed operators which results in lower prices for the benefit of consumers. The situation in the various sectors is described in the following paragraphs.
With regard to the sector of electronic communications, the Ministry of Communications and Works is preparing a draft Bill for the Electronic Signatures Legal Framework, in cooperation with the General Attorney.

In the energy sector, 35% of the electricity market was opened to competition, after Cyprus' accession to the EU. With effect from 1st January 2009 the market has been further liberalised for all “non domestic” consumers (a percentage of 65%) and with effect from 1st of January 2014 all consumers of electrical energy will be able to select their supplier according to their best interest. It is worth noting that a public consultation was held at the end of 2008 with all market players, including eligible consumers, in order to discuss the further opening of the electricity market. Concerning electricity prices in general, the average selling price of electricity per kWh in all categories, increased from 12,72 € cent in 2007 to 16,18 € cent in 2008, an increase of 27,19% as a result of the remarkable increased fuel costs which had been monitored during 2008 around the world and the automatic fuel cost adjustment applied to the market price.

In the 2007 Evaluation Report on Cyprus´ NRP, the Commission set as a Point to Watch that “Cyprus should continue with measures to improve competition in the area of professional services”. As a result, the Planning Bureau has hired a consultant in order to define the restrictions in competition in six professions and suggest ways for removing the barriers. The study has been completed and the findings are under study by the CPC.  Further details are given in paragraph 4.13.1.1.
Inventory of Progress

4.3 Policy Priority: Further Enhancement of the Conditions of Competition

4.3.1 Enhancement of the Administrative Capacity of the Commission for the Protection of Competition
During the past year, the training programs of the CPC were concluded and the two conferences on increasing public awareness that were organised attracted the interest of a wide audience. At the same time the Commission continued its efforts to deal with the facing workload, completed the resetting of all the pending cases in their proper legal track, made imperative by a decision of the Supreme Court that ruled that the Commission was unlawfully constituted, and concluded a great number of them, some of which have ended with the imposition of punitive fines. 

During the period under consideration (to-date), the Commission issued 123 decisions concerning anti-trust matters and 26 decisions concerning notified mergers. The Commission imposed fines amounting to about €1.150.000 for infringements in the markets of telecommunications, pharmaceuticals, retail trade, audit services and port services.

The Commission, through both lodged complaints and actions of its own initiative, is now investigating markets of great importance to both the consumers and the economy of Cyprus such as the markets of telecommunications, electricity, airport services, dairy products, petroleum products, distribution of press, postal services and employment services. The CPC is also gathering information on various sectors of the economy (e.g. banking services, private healthcare services and the markets of various consumer goods: coffee, beer, fruits and vegetables) with the aim of assessing as to whether competition is working as well as it should in these sectors. Moreover, the Commission is actively involved in the study of the professional services conducted by the Planning Bureau of the Republic. The results of this study will drive the course that the CPC will follow with regards to this sector.

As regards personnel matters, in October of 2008 the CPC employed 6 temporary officers, one administrative officer, one qualified accountant and added five new members to its secretarial personnel. Furthermore, the Public Service Commission is expected to proceed soon with the appointment of the Director of the Service and 14 new officers.

4.3.2 Electronic Communications Market
In the electronic communications markets, the market shares of the alternative operators at the end of 2008 are as follows with regard to specific market sub-sectors:

· National calls originating from alternative fixed networks: 8% (12% in 2007) 

· Calls to international destinations: 39,89% (28% in 2007)
· Mobile Telephony: 15,5% (13,6% in 2007)
· Provision of internet services through narrowband access: 15,2% (same level in 2007)
· Provision of internet services through broadband access: 17,9% (13,03% in 2007)

The Office of the Commissioner for Electronic Communications and Postal Regulations (OCECPR) promoted the following activities towards further market liberalisation:

4.3.2.1 Regulatory stability: Work has been concentrated on completing the 2nd round of market analysis (already completed broadband markets and mobile origination and termination markets). Work is also underway in the area of market oversight through developing models for examining service offers (bundles included) of the SMP operator.
 4.3.2.2 Digital Terrestrial Television: In July 2008, a policy document was issued by the Council of Ministers setting the finalised framework for the introduction of Digital Terrestrial Television in Cyprus. Based on this policy document, the granting of the relevant licenses is planned for the 4th quarter of 2009.

4.3.3 Enhancing competition in the Energy Sector

4.3.3.1 Electricity Sector in Cyprus
· Setting the charges for using the grid network: This matter is still pending and is expected to be finalized before new suppliers enter the market. Ongoing discussions are taking place in order to assess the optimum charges for the use of transmission and distribution system. The delay in setting the charges has no implications as no new suppliers are expected to enter the market in the following years. The new targeted timetable is mid 2010. It is important to mention that the method of charges for connecting the electricity producers onto the transmission and distribution system is finalised and published.

· Electricity Market Rules: An important and complicated issue that CERA carried out was the finalisation of the document “Trading and Settlement Rules” (Market Rules). The document was first proposed by the Transmission System Operator (TSO) and then approved by CERA. The approval of the Minister was given on 22 January 2009 whereas the “Trading and Settlement Rules” were officially published, entering into force on 30 January 2009. 

· Draft Bill transposing Directive 2005/89/EC: CERA has prepared a draft Bill amending the Law in order to transpose the Directive 2005/89/ΕC concerning measures to safeguard security of electricity supply and infrastructure investment, into the national Laws. The amended Law N.92(I)/2008 was approved by the Parliament at the end of 2008.

· Further steps for regulating the Market: In September 2008, CERA in cooperation with the Minister of Commerce, Industry and Tourism promoted a new legislation, which provides assistance to vulnerable groups of consumers. Furthermore, the legislation provides incentives to all consumers to promote energy saving. These incentives are provided in the form of a 20% discount to the consumers’ electricity bill, provided that the consumption has not exceeded a predefined level of Kilowatt – hours. 

Moreover, CERA issued Regulations concerning the consumers’ protection. The Regulations required that the Suppliers and the Distribution System Owner had to submit, within a defined period of time, proposals regarding the procedures to be followed when consumers file a complaint and how it will be handled. The majority of the consumer complaints which have been presented or formally submitted to CERA concerned bill issues. Other complaints were about damages caused (for example to electrical appliances) due to electricity supply faults. CERA in collaboration with Electricity Authority of Cyprus (EAC) and TSO, handled the above complaints leaving the consumers satisfied in the majority of cases.

· Licenses issued by CERA for existing and new Electrical Energy Generating Stations (Conventional Units of Generation): By September 2009, CERA issued Licences for a total capacity of 2.374,53MW out of which 1.828MW (76,98%) were granted to EAC (54,05% for existing units and 45,95% for new units); 546,53MW (23,02%) were granted to two independent power producers for existing units and 296,5MW (14%) were granted to independent power producers for new plants.
· Licences issued by CERA for new Electrical Energy Generating Stations (Electricity Production from RES): CERA has issued Licences for a total of 481,53MW which include 472,72MW (98%) for Wind Parks, 8,72MW (1,8%) for biomass and 0,093MW for photovoltaic. Nonetheless, up to now only a small number of investments (biomass and small photovoltaic systems) have been materialised. The installed RES units are of total capacity of 6,33MW: 3,55MW from biomass, 2,19MW from grid connected photovoltaic systems and 0,59MW from autonomous photovoltaic systems.

· Applications under consideration by CERA: By September 2009, CERA was examining applications for the purpose of authorising new generating systems. These include applications of a total capacity of 251,423MW for electricity generation from RES. The RES applications under review consist of 35,89% from Wind Parks, 0,05% from biomass, 6,24% from grid connected photovoltaic systems, 0,13% from hydroelectric systems and 57,27% from solar – thermal systems.

4.3.3.2 
Establishment of the Natural Gas Sector in Cyprus: Natural Gas is still not available on the island; however by virtue of a Ministerial Decision, it is established as the basic fuel for the production of electricity with regards to future installations of sizeable capacity (Power Producing Unit over 50MW). Furthermore, the Natural Gas Sector was put in line with the relevant EU Directive (2003/55/ΕC), relating to the common rules of the internal natural gas market. The provisions of the Directive have been incorporated into the Laws on Regulating the Natural Gas Market of 2004-2007.
Unlike the electricity sector which is characterised by ownership differentiation, the gas sector will be fully monopolistic, in accordance to the last amendment of the law regulating the Natural Gas Market and to the relevant Ministerial Decision, after securing a derogation of 20 years by the European Commission based on the fact that Cyprus is an emergent and isolated market. 
On 18th of June 2008 the Government of Cyprus decided to establish a new Public Gas Company (DEFA) that will exclusively undertake the import of Liquified Natural Gas (LNG) and the supply of natural gas to the market, with the Government holding reaching 100% of the issued shares providing the option to the EAC to participate in its share capital with 44%. EAC is in the process of exercising its option to acquire the 44% of the share capital. 

DEFA will purchase and import the LNG pursuant to a LNG Sale and Purchase Agreement ("SPA"), preferably on a delivered ex-ship (“DES”) basis. The potential suppliers of LNG will be evaluated based on price, security of supply and date of delivery. DEFA will enter into a second agreement with another corporation which is to be established (the “LNG Terminal Company”). The LNG Terminal Company will be responsible for the development, construction and operation of the LNG Terminal and will provide LNG receiving, storage and re-gasification services at its terminal pursuant to a Terminal Use Agreement (the “TUA”). 

The LNG Terminal Company will not take ownership of the LNG, which will remain the property of DEFA throughout the supply chain, but will own, finance, manage and operate the assets of the LNG Terminal. 

It should be noted that the corporate structure of the entity responsible for the establishment (ownership, financing, operation and management) of the Vasilikos Energy Centre onshore LNG terminal will be in the form of a joint venture with the significant participation of EAC and other interested strategic investors. The onshore LNG terminal shall be the exclusive terminal for the importation, storage and regasification of LNG in Cyprus. It is estimated that the LNG Terminal will be commissioned by the end of 2013. 
4.3.3.2 Consultations in order to identify the demand for LNG: In order to ensure security and continuity of supply, as well as to assess the market demand for market capacity in the island, CERA has decided to proceed with an Open Season procedure. An Open Season procedure involves consultations between the National Regulatory Authority (NRA) and End-Users with the aim to help decision makers estimate the exact volume and kind of any new capacity required, while ensuring that this capacity is allocated on a transparent and nondiscriminatory basis. It is a two-phase process which allows an Investor (in the case of Cyprus the LNG Terminal Company and DEFA) to efficiently consult the market about the infrastructure required as well as the terms under which this infrastructure is to be marketed and allocates the resulting new capacity on a transparent and non-discriminatory basis.

The request for expressions of interest is to solicit non-binding interest of end-uUsers to buy regasified LNG from DEFA. The objective is to identify potential end-users and their demand for regasified LNG, which will facilitate DEFA in contacting the interested end-user for further negotiations and to plan its LNG procurement. In order to participate in the Open Season 1st Step Procedure, all potential end-users must complete and submit the submission form to CERA no later than the 31st of December 2009.

4.4 Policy Priority: Increase the efficiency of the Public Sector

“To ensure open and competitive markets inside and outside Europe and to reap the benefits of globalisation” (Guideline 13)

4.4.1 Code of Conduct of Civil Servants: A new development as regards the finalisation of the draft text of the Code of Conduct is the requirement of a contribution by the Cyprus Ombudswoman. Because of her vast experience from cases and claims of the public that she deals with, she is in a position to make suggestions on conduct issues that the public service needs to improve. The discussions with the Ombudswoman are planned to be completed by the end of October and the Code is expected to come into force during the first quarter of 2010.

4.4.2 Introduction of a new performance appraisal system in the civil service: With the objective to reach an agreement on the parameters of the new appraisal system, a private consultancy firm has thoroughly discussed the matter with the Council of Ministers and the civil servants’ trade union. The trade union has expressed its reservations regarding specific provisions of the system. For this reason a team was set up to facilitate the dialogue and help reach an agreement on the provisions of the new system. The team has come up with a separate assessment form relating to the development and coaching of employees, aiming to give more emphasis on the need for continuous improvement, training and development as well as familiarising the employees with the appraisal criteria for promotion purposes. In addition, the team proceeded with the drafting of appraisal forms for promotion purposes for each level of staff.
Once there is an agreement between all parties, the draft of provisions shall be submitted to the Council of Ministers and the House of Representatives for approval.    

4.4.3 Introduction of a Performance Assessment System (CAF) in the Ministries and Departments/ Services of the Civil Service: Several actions have been taken following the decision of the Council of Ministers to encourage the implementation of CAF in all public sectors:

· A quality conference to promote quality in the public sector and encourage the adoption of CAF. At the conference several organizations presented the benefits gained by implementing CAF.

· An Action Plan has been developed to facilitate the further dissemination of CAF in the public sector. The Plan includes, amongst others, personal contacts and meetings with specific governmental departments/ services, semi-governmental organisations and local authorities. It should be noted that the Departments of Antiquities and Postal Services proceeded with the implementation of CAF on the 1st of September 2008. The Action Plans also include the circulation of information regarding CAF through brochures and DVDs that will be sent to all Governmental Departments/Services, Semi-Governmental Organisations and Local Authorities.

Around 20 Departments/Services are either at the stage of completing their performance assessment or at the stage of preparing their Action Plan based on the results of the assessment.  In addition, few organizations are at the stage of implementing their Action Plan.  

4.4.4 Strengthening the administrative capacity of the civil service through a project entitled “Re-organisation and improvement of the administrative capacity of the Public Administration and Personnel Department” (PAPD) (Ministry of Finance) and the Labour Department (Ministry of Labour and Social Insurance) co-financed by the European Social Fund.  Its overall objective is the improvement of the provided services and the internal operation of the two afore-mentioned departments, as well as the development of a series of methodological tools that will be horizontally implemented, in an attempt to enhance the operation and efficiency of the rest of the organisations of the civil service in Cyprus. The project includes actions related to increased efficiency, decentralisation, simplification of procedures, and the adoption of strategic planning methods. To this end, PAPD procured a competition, during the first week of October 2009, for obtaining the services of Consultants/ experts for undertaking a study for the re-organisation of the PAPD. 
Moreover, the promotion of e-Government and e-Commerce as described in paragraphs 3.12 and 3.13.1, respectively, as well as the promotion of e-signatures as analysed in paragraph 4.11.2 of the current chapter will contribute to the enhancement of the administrative capacity of the public sector, but also to the improvement of the business environment. 
4.4.5 Strategic, leadership and management development of the Cyprus civil service: This is a six-part project undertaken by the Cyprus Academy of Public Administration. It will be co-funded by the European Social Fund. Its overall aim is to strengthen the strategic, management and leadership capacity of the Cyprus civil service through the provision of the necessary learning and support to the top leadership and other officers of all Civil Service Organisations (Ministries/Departments/Services). 

A key part of the project will be the practical implementation of a system of strategic management in each Civil Service Organisation. This will be the task of the work-based projects that will be undertaken by the top management teams of Organisations.

The implementation of an organisation’s strategic management system, will involve the definition of the organisation’s vision, mission and objectives, the adoption of business plans, the definition of team and individual goals, the development of performance indicators, etc. 

This project has been inaugurated this year and two of its six parts are already underway.  

4.4.6 Enhancement of the administrative capacity of the bodies and procedures regarding the management of EU funds and the increase of the absorption rate: The Managing Authority for the EU Structural Funds and the Cohesion Fund (Planning Bureau) submitted the updated description of the Management and Control System for the Operational Programmes “Sustainable Development and Competitiveness 2007-2013” and “Employment, Human Capital and Social Cohesion” on the 19th June 2009 and it was officially approved by the Commission on the 23rd July 2009. 

In order to enhance the administrative capacity of the implementing bodies and facilitate the smooth implementation of the Programmes, the Managing Authority has prepared a number of detailed guidelines for procedures, in accordance with the Management and Control System. In addition to the above, the new Management Information System (MIS) for the Structural Funds was set in full operation in September 2009 and via its functions the first payment claim was generated and submitted to the Commission via the SFC 2007.

4.4.7 Establishment of Citizen Service Centres (CSCs) / One-Stop Shops: In addition to the five CSCs that now operate in Cyprus in 4 different Districts of the island, the Council of Ministers approved on the 16th of July 2008 the establishment of a mobile citizen service centre (pilot project) that will provide services to remote areas where CSC are not easily accessible. This project, that won the 2009 Innovation Award of Industrialists, is promoting the aim of offering multiple services from one point of contact/location, thus offering citizens the convenience of meeting their requirements in one stop, when dealing with public agencies /organizations. Immediate plans include the establishment of 2 more CSCs, one in Paphos by the end of 2009 and on in Famagusta in the 1st semester of 2010. 
4.5 Policy Priority: Reduction of the Regulatory and Administrative Burden (AB)
“To create a more competitive business environment and encourage private initiative through better regulation” (Guideline 14)

4.5.1 National Action Plan (NAP) for Better Regulation: The NAP approved by the Council of Ministers in July 2007, is under a joint implementation by the Ministry of Finance (MoF) and the Public Administration and Personnel Department. The NAP was revised in April 2009. 

4.5.2 Operation of a Central Specialised Unit set up in the Ministry of Finance: The Central Specialized Unit, set up in the MoF, responsible for the coordination and monitoring of the implementation of all actions included in the NAP, has intensified its operations during the reference period of this report, with the most important being as follows:

· 1st Axis – Better Legislation: A training programme, addressed to civil servants who are involved in legislation drafting, will take place towards the end of 2009. The aim of the programme is to train civil servants on drafting simple and comprehensible legislation.

· 2nd Axis – Reduction of AB: The pilot project for the reduction of AB in the real estate market and more specifically, the procedures relating to the planning permission and the building permit was completed in October 2008. The results were presented to all stakeholders in the public and private sector.

· 3rd Axis – Impact Assessment: A simplified mechanism for impact assessment was adopted in November 2007, by which a standardised questionnaire has to be attached to all Bills/draft Regulations upon their submission to the Attorney General’s Office for legal vetting, and at a later stage, to the Council of Ministers and to the House of Representatives. In the context of further promoting impact assessment in Cyprus, a Consultation Guide was prepared by the Central Specialized Unit, aiming at assisting civil servants regarding the completion of the questionnaire but also providing guidance during consultation with stakeholders, when drafting new legislation. As a result, the standardized questionnaire has been revised further. Both the Consultation Guide and the improved revised questionnaire have been approved by the Council of Ministers in July 2009. The Consultation Guide is expected to be published in October 2009 and will be sent to all public servants who deal with the drafting of legislation. 

4.6
Policy Priority: Rationalisation of State-Aid

The table below shows that the total amount of state aid in 2008 was at the same levels as in 2007 at about €111,2 million. Due to the growth of the Cypriot economy, state aid was reduced as a percentage of GDP from 0,71% in 2007 to 0,66% in 2007. The picture remains the same if the aid granted towards the sectors of agriculture, stock farming and fisheries is excluded. However, if we also exclude the state aid granted for the restructuring of Cyprus Airways (€15,6 mln) which is a one-off expenditure, then it becomes evident that state aid  has increased substantially (by approximately €14,8 million) from 0,43% in 2007 to 0,48% in 2008. This increase is attributed mainly to the increase of aid granted to the sectors of Culture and Media (€12,5 mln).  

State aid towards the field of Research and Development (R&D) has been reduced by 56%. However, it should be noted that the actual aid for R&D is much higher, due to the fact that most schemes promoted by the Research Promotion Foundation (RPF) target SMEs and this support is categorised separately under “support of SMEs”. If we include the latter, then the total State-Aid for R&D amounts to €4,4 mln in 2007 and €7 mln in 2008. Additionally, the RPF is granting equal aid for R&D purposes to organisations and institutions that do not constitute businesses (i.e. University of Cyprus, State Laboratory, the Cyprus Institute of Neurology and Genetics, etc.) which are not considered state-aid grants.

State-Aid targeting professional training remained at the same levels. However, it is noted that the Human Resources Development Authority (HRDA) financed an additional amount of €5 million, both in 2007 and 2008, in training activities which is not considered to be state aid under the definition of state aid in Article 87 of the EC Treaty.

Finally, state aid for environment protection and energy saving have shown, for the first time, a considerable increase from €1,3 million in 2007 to €5 million in 2008. This is mainly due to a tax exemption in the production of biofuels which resulted in a €4,4 million reduction in revenues for 2008.

	Table 3:

	State-Aid in absolute and relative terms (€)
	2007
	2008
	Change%

	Total State-Aid, including
	111.243.420
	111.184.105
	-0,05

	State-aid for the sectors of agriculture, stock farming and fisheries
	28.321.455
	29.003.096
	2,41

	 State-aid for the restructuring of Cyprus Airways
	15.606.041
	0
	-

	% of GDP
	0,71%
	0,66%
	-7,04

	 
	
	
	

	State-Aid (excluding agriculture, stock farming and fisheries)
	82.921.965
	82.181.009
	-0,89

	% of GDP
	0,53%
	0.48%
	-9.43

	 
	
	
	

	State-Aid (excluding also the restructuring of Cyprus Airways)
	67.315.924
	82.181.,009
	22,08

	% of GDP
	0,43%
	0,48%
	11,63

	 
	
	
	

	State-Aid for the sectors of Culture and Media
	35.089.556
	47.602.616
	35,66

	Cyprus Broadcasting Corporation (CBC)
	26.825.043
	33.143.447
	23,55

	 Cyprus Theatre Organisation (THOC)
	5.955.672
	12.011.880
	101,69

	 
	
	
	

	State-Aid for Research and Development (R&D)
	2.258.204
	998.325
	-55,79

	State-Aid for training of employees
	7.988.088
	7.839,.070
	-1,87

	State-Aid for the Environment and Energy Saving
	1.348.821
	4.978.673
	269,11


4.7   Policy Priority: Speed up the transposition of internal market directives

“To extend and deepen the Internal Market” (Guideline 12)

4.7.1
Continuous monitoring of the transposition of the remaining internal market directives: According to the European Commission’s latest Scoreboard of July 2009, Cyprus has achieved remarkable results during the last year, with regard to both timely and correct transposition of Internal Market legislation into national law. Having made the biggest progress in the EU with a reduction by 11 directives on its previous transposition deficit, Cyprus has recorded a deficit of 1% and is matching again the target set by the European Council which equals the EU average for the period under review. This improvement is of particular importance given that it has been achieved in the wake of new legislation responding to the financial crisis which is expected to add considerable burden on Member States. Equally important are the facts that Cyprus has managed to maintain the “zero tolerance” target with respect to long overdue directives, it has the smallest number of directives which have not been correctly transposed and, having recorded the highest reduction of infringement procedures, it has the second lowest number of infringement proceedings against Member States.

4.8
Policy Priority: Enhance the enforcement of internal market legislation

4.8.1
Implementation of the Commission’s Recommendation: By focusing on concrete measures to make the Internal Market work better, Cyprus is considering the most appropriate way to implement the European Commission’s Recommendation of 29 June 2009 on measures to improve the functioning of the Internal Market using, inter alia, the examples of the measures and practices of other Member States set out in the relevant Annex which are most appropriate in its specific national context. 
4.8.2
Continuous monitoring of the effective enforcement of Internal Market legislation: Βy virtue of a Council of Ministers’ decision, the Planning Bureau of the Republic has been appointed as the Coordinator of all horizontal issues for the timely adoption of the Services directive, which is the end of December 2009. 

The effectiveness of Cyprus´ monitoring of the internal market legislation enforcement, is reflected by the fact that, according to the European Commission’s latest Internal Market Scoreboard, it has managed to reduce its number of open infringements procedures by 50%, the largest reduction amongst all Member States, resulting in Cyprus having the second lowest number of infringement proceedings in the EU. 

4.9
Policy Priority: Eliminate the remaining obstacles to cross-border activity

4.9.1 Development of an effective system of administrative cooperation: The government is supportive of the establishment of “mutual assistance provisions” across the E.U. and is involved in the relevant deliberations that take place at European Commission level including the preparation of the necessary electronic platform.

Concerning the Internal Market Information (IMI) system, Cyprus has registered in the network all competent authorities involved in the implementation of Directive 2005/36/EC on the mutual recognition of professional qualifications as well as those dealing with the specific service sectors chosen for the initial pilot project of Services Directive 2006/123/EC. 

As regards IMI-Services in particular, Cyprus is applying a decentralised model whereby the Ministry of Commerce, Industry and Tourism is the National Coordinator for IMI (NIMIC) and the Planning Bureau acts as Delegated Coordinator (DIMIC) for the Services Directive. In this respect, they have completed their scoping exercise for the identification of all remaining Competent Authorities that would need to self-register in IMI-Services as soon as the specific function becomes technically operational by the European Commission. 

A one-day Conference was organised in Cyprus in May 2009 in cooperation with the European Commission aiming at raising the awareness of the competent authorities about their obligations under IMI-Services. In addition, on the following day, the European Commission assisted Cyprus in organising a training session for the Competent Authorities registered in the pilot project of the IMI-Services, offering to them the relevant texts that would assist them in their implementation of the European Commission’s Recommendation and Guidelines on data protection for the IMI.

Furthermore, discussions are well underway for the appointment of the Incoming Alert Postbox, the Alert Coordinators and the Alert Competent Authorities concerning the implementation of the relevant provisions of the Services Directive on the Alert Mechanism. 

4.10
Policy Priority: Applying EU public procurement rules effectively

4.10.2
Framework for the use of electronic means in public procurement: On 26 June 2009, the following regulations concerning the use of electronic means in public procurement were enacted: 

· Regulation of 2009 concerning the coordination of public procurement procedures for supplies, works and services (use of electronic means), ΚΔΠ 249/2009.
· Regulation of 2009 concerning the coordination of public procurement procedures for supplies, works and services in the sectors of Water, Energy, Transport and Postal Services (use of electronic means), ΚΔΠ 250/2009.
4.10.2 Implementation of e-procurement in Cyprus: The Public Procurement Directorate of the Treasury of the Republic had signed a contract for the implementation of electronic procurement on 5 October 2007. The e-procurement system was delivered and tested and following the successful completion of the 1st pilot operation phase in June 2009, it is available for use to all Contracting Authorities in Cyprus and Economic Operators in Cyprus and abroad. As of September 2009, the e-Procurement System was enriched with the inclusion of e-Catalogues and e-Ordering Modules and starting from 1st November 2009, public procurement announcements in the gazette will be registered for publication only through the Electronic Procurement System. The Cyprus e-Procurement System supports all types of competitions and all the public procurement procedures and is currently fully operational.
4.11
Policy Priority: Promoting a fully operational internal market of services, while preserving the European social model 

4.11.1
Transposing the Services Directive (2006/123/EC): Cyprus is making every effort to meet the deadline of 28 December 2009 for the implementation of the Services Directive. Work, under the co-ordination of the Planning Bureau, is progressing satisfactorily.  The Screening process is currently at the final stages of implementation, in order to make sure that all relevant national rules are justified according to the EC principles and the Services Directive. It is aimed that the preparation of the reports, as required by article 39 of the Services Directive, will be completed and submitted to the European Commission by the deadline of 28 December 2009.

Point of Single Contact: An easy-access web portal is currently under development for the Cyprus Point of Single Contact via which the service provider will be able to seek relevant information and complete all the necessary formalities. The Ministry of Commerce, Industry and Tourism is currently compiling and editing the information that needs to be provided through the Point of Single Contact (PSC) Web Portal.

4.11.2
Electronic signatures: On 19 March 2008 the Council of Ministers approved the employment of three additional officers in the Department of Electronic Communications (DEC) in order to strengthen its capacity and move forward with implementing the electronic signatures framework. The Minister of Communications and Works was authorised to prepare the draft Bill for the Electronic Signatures Legal Framework, in cooperation with the General Attorney. The Minister of Finance was authorised to provide the necessary funds for the training of staff and for the hiring consultants to provide support for the implementation of electronic signatures

Furthermore, the Council of Ministers, by consecutive decisions of March 2008, July 2008 and April 2009 authorised to the Director of the Electronic Communications Department to proceed with of the implementation of the framework of electronic signature, including the necessary actions for the implementation of electronic signatures, according to the Services Directive and also to act as a Root Certification Authority (Root CA) for electronic signatures in Cyprus. The DEC as the Competent Authority and as Root CA is currently preparing regulations that will define the obligations of the Certification Service Providers. However, the preparation of the Root CA infrastructure is in a very early stage.

4.12
Policy Priority: Accelerating Financial Market Integration by a Consistent and Coherent Implementation and Enforcement of the Financial Services Action Plan

4.12.1 Transposition of various Commission Directives relating to the Financial Market: The Laws implementing the Directive 2007/64/EC on payment services in the internal market were approved by the Council of Ministers on 12 October 2009 and submitted to the House of Representatives for approval on 15 October 2009. It is expected to be enacted by the end of November. Also, the Laws implementing the Directive 2007/44/EC were approved by the House of Representatives on 8 October 2009 and will be enacted by the end of November. 

4.13
Policy Priority: Enforcement of the competition policy

4.13.1
Screening of markets and regulations by competition and regulatory authorities

4.13.1.1
Study on the degree of competition in the sector of Professional Services

Following the “Point to Watch” of the Commission’s 2007 Evaluation Report, which indicated that Cyprus should continue with measures to increase competition in the area of professional services, the Planning Bureau hired a group of consultants to examine the possibility of any restrictions to competition, in five professions (doctors, pharmacists, lawyers, architects, engineers and accountants) and suggest any actions or amendments to legislation and regulations, if required, with the aim to enhance competition.

In April 2009, the consultants presented the preliminary findings of the study to all relevant stakeholders for information and exchange of views. Then, stakeholders were invited to send written comments that were included in the study.  The study maps the market for each of the professions, that it is defines the market and businesses structure and analyses the legal framework. It analyses the factors that restrict competition with respect to requirements and qualifications for entering the market, price setting, restrictions in advertising and business structure. Moreover it compares the findings with five EU countries (Greece, Hungary, Ireland, Italy and Luxembourg) so as to evaluate the situation at par with internal market situations in other member states with a similar level of development as Cyprus. 

The study was finalised in October 2009. In general, the issues identified as requiring further study – taking also into consideration the situation in other Member States – are of secondary importance and don’t seem to have a direct effect on competition in the market. Furthermore, it should be noted that all possibly restrictive regulations are the result of historical developments in each profession and in no case are caused by intentional behaviour. The results show that there are no quantitative entry restrictions in any of the professions under examination. In the cases where qualitative restrictions apply, these are justified by a clearly defined public interest. As regards pricing regulations in the case of pharmacists, setting maximum prices is considered to be compatible with competition policy and justified despite its restrictive effect. However, the restriction to sell drugs and medicines and to provide pharmaceutical services below the prices set by the State is suggested to be revisited. Fixed fees for advocates show a clearly defined public interest, except in the case of the restriction on minimum fees for out of court cases. In the case of architects and engineers, the pricing regulation is only of a theoretical effect but has to be abolished. Other restrictions are identified in the cases where there is ban of advertising and inability to form alternative business structures.  

All proposals and suggestions made by the consultants have been submitted to Commission for the Protection of Competition that is currently evaluating the results and promote any further actions necessary, in the light of consumer protection.
4.14
Policy Priority: Encouraging enterprises in developing their Corporate Social Responsibility

4.14.1 Raising awareness on CSR: The Planning Bureau, which is the National Contact Point for the CSR initiative in Cyprus, is coordinating all the stakeholders involved and actions are promoted by all players for awareness raising s. In this context, a conference was organised by the Planning Bureau in July 2009. The conference was open for participants from all business sectors and aimed at helping enterprises realize the importance of CSR in their operations. During the Conference, a Guide in the form of a questionnaire was distributed to all participants, with the aim to make it apparent that CSR is applicable even to the smallest enterprise.

4.14.2 Surveys on CSR: A research proposal was submitted to the Research Promotion Foundation by the Planning Bureau in cooperation with the private sector. The proposal inolves the carrying out of a survey that aims to develop a framework applicable to Cypriot Enterprises that will encourange corporations to contribute towards CSR. The framework will (a) focus on promoting effective and credible CSR practices among the local Enterprises, (b) enhance reporting of CSR (c) assist in meeting the Lisbon convention that by 2010 the European economy will  become the most competitative and dynamic knowledge based economy in the world, and finally (d) activities and tools to be developed will raise awareness on and improve knowledge on CSR.
4.14.3
Business incentives: The Cyprus Employers and Industrialists Federation (CEIF) is the licensed international partner of the Investors in People (IIP) standard, which provides a framework that helps organisations to improve performance and realize objectives through the effective management and development of their employees. Every year, it presents awards to businesses for their actions in the field of social responsibility: the innovation award, the social excellence award (especially for work–life balance actions) and the corporate social responsibility award. All awards are financed by the government. A Risk Assessment Service has been established since 2003 which provides entrepreneurs with sectoral risk assessment projects, resulting in awareness raising and cost minimisation on health and safety issues.

4.14.4 Strategies and Tools to Promote Responsible Investment: The Planning Bureau, in cooperation with other three research institutions, is promoting a programme to be completed in May 2010 entitled: “Strategies and Tools to Promote Responsible Investment”, which will cost about €150.000 with 80% of the cost being a grant from the European Commission. The main activities of the programme are the followings: 

· Research and comparative review of Social Responsible Investments (SRI) practices across Member States.

· Development and testing of a non financial performance assessment tool.

· Prepare dissemination and awareness-raising workshops for the investment community, national regulatory authorities and business organizations.

· Organisation of the 1st Euro-Mediterranean Forum. Following some delays, the Forum was rescheduled to be organised in Cyprus in 2010. The aim of the Forum is to promote the idea of CSR not only among local SME’s but also to those in the European, neighboring Arab and Northern African countries around the Mediterranean, that form close trading partners of the EU and would be beneficial to get acquainted with socially corporate practices.
5. 
EXPANSION AND UPGRADING OF BASIC INFRASTRUCTURE

“To expand, improve and link up European infrastructure and complete priority cross-border projects” (Guideline 16)

5.1 Overall Progress

There has been satisfactory progress in the transport sector, with striking developments being the operation of the Larnaca Airport planned for November 2009, the adoption of the new framework for public transport approved by the House of Representatives in September 2009, the bus connection of Larnaca airport with the main cities and the completion of the six roundabouts in Limassol. More specifically:
· The Council of Ministers approved a programme of action for the enhancement of public transport in Cyprus, which will be to a small extend, co-financed by the Structural Funds. The project aims to the restructuring of the public transport, through the creation of a new district company for each district that will have to deliver improved services through a renewed bus fleet. The aim is to complete the new framework and start its operation by December 2009.  

· The upgrading of six Limassol roundabouts to grade-separated junctions was completed in 2009.
· The construction of a 4-lane dual road, between the Limassol Port and Limassol-Paphos motorway is expected to commence in 2009 as well as the construction of the new grade separated junction with the necessary network adjacent to GSP Football Stadium, while the widening of the Nicosia-Limassol motorway (section Alambra to Nicosia) will follow (late 2009).

· The number of fatalities from road accidents in 2008 was the smallest recorded in 30 years and the number of injuries the smallest in 44 years.
· In the ports sub-sector the enlargement of the western container stacking area has been completed. However, the dredging of the Limassol port and the construction of a modern passenger terminal, are behind schedule. Similarly, the redevelopment of the Larnaca port into a mainly passenger port with an adjacent marina, to be built on a PPP basis, is delaying and is still at the stage of negotiations with the successful tenderer.

· The bus service connecting Larnaca airport to the main cities of the island has proved to be one of the successful measures undertaken by the government in the context of congestion reduction since a big proportion of those moving to and from the airport is now using the bus service. 

· In the area of airports infrastructure, the new Larnaca airport has been completed right on schedule and has been planned to start operations in November 2009 with a significantly expanded capacity of 2.4mln travellers per year (from the current 5,1 mln passengers to 7,5 mln per year). The new Paphos airport has been operating since November 2008. 
5.2 State of Play 

Transport in Cyprus is served, to a large extent, by a modern road network. The increase in the island’s population has been associated with greater mobility and car ownership. This, in conjunction with the increase in freight and tourism and the decline of public transport use, has placed an enormous strain on the road infrastructure of the island.

In particular, congestion levels mainly in the urban areas have been increasing continuously with the situation in some areas becoming critical. The lack of a coherent strategy and investment in public transport and the delay in the development of an urban network of walkways and cycleways has increased the dependency on the use of private cars. Public transport is confined to urban and rural buses as well as to inter-urban taxi services, while its use has declined to less than about 2% of the total number of trips. A public transport project has been approved and is under implementation with the aim to increase its modal share to 10% of the trips by 2015.  

Intensified efforts have hitherto been put forward, in promoting and upgrading the road network.  All cities and other major centres are linked with motorway standard roads, while accessibility of rural areas to major urban road centres has also been improved. Cyprus covers a total area of 9.250 km2 and its total road network consists of 7.961 km. This number includes a total of 257 km of motorways in 2008. 

Regardless of the improvements in the road network infrastructure, more than 2.000 road accidents occur and more than 80 people die in Cyprus annually. Following the implementation of a number of actions included in the Strategic Action Plan for Road Safety, during 2008 the number of road deaths dropped to 82 (or 10,3 per 100.000 inhabitants).

Cyprus´ ports have been developed into major cruise ship centres while their role as transhipment centres serving international third country trade has been declining due to various factors, notably the embargo imposed by Turkey on Cypriot flagged ships and on ships of any nationality having landed in Cyprus. The need for expansion and upgrading of the port infrastructure has become imperative, as Cyprus´ ports are now the gateways of Europe in its southeast corner. However, due to the world economic crisis the number of passengers travelling through Limassol and Larnaca ports during the first half of 2009 was reduced by 8% as compared to the first half of 2008.

Larnaca airport was hastily developed to serve as the island’s main airport and as a result it lacks the necessary capacity and functionality to accommodate increasing traffic. The new Larnaca airport which is planned to start operations in November 2009 aims to tackle these deficiencies. On the other hand, Paphos airport´s capacity problems have been tackled with the operation of the new Paphos airport as from November 2008.
Inventory of Progress
5.3
Policy Priority: Improving Road Transport Infrastructure

5.3.1 Expansion of the Primary Network in Urban and Inter-Urban Areas

5.3.1.1 Construction of a new road that will connect Paphos and Polis Chrysochous: The successful bidder was selected and negotiations commenced in September 2008 (still ongoing). The construction of the road is anticipated to commence in 2010 and be completed by 2015. With regard to this road in particular, there are severe road safety issues under the current situation. Thus, with the construction of the new road linking Paphos to Polis the total number of accidents as well as the average travel time from Paphos to Polis are expected to be reduced significantly.

5.3.1.2 Upgrading of the Limassol roundabouts to grade-separated junctions: The sixth and last roundabout was completed in early 2009. Supplementary works were also included in the project along with the construction of adjacent roads which are expected to be constructed by 2012. According to the projections of the studies for the above project, the grade-separated junctions are expected to reduce traffic congestion, lead to a decrease of accident rates by approximately 60%, and to a reduction of the average travel time from Nicosia to Paphos, via Limassol. 

5.3.1.3 Construction of a highway from Kokkinotrimithia to Astromeritis and then to Euryhou: The second phase of the project, from Akaki to Astromeritis, passes through the cease fire line and requires consent of the UN forces, which until today has not been granted. Under these circumstances, the third phase of the highway, from Astromeritis to Euryhou, will proceed ahead of the second phase. The contract for the detailed design of the third phase is expected to be signed in Autumn 2009 and the construction to be completed by 2013. The new road is expected to remove traffic from residential areas through which the old road was passing, reduce travel time and decrease the accident rate and improve the accessibility to the mountainous region of Troodos.

5.3.1.4 Construction of the Nicosia Perimetric Motorway: The design process of the project has been commissioned and is expected to be completed in two years. The execution of the project will be carried out in five phases with the first phase starting in 2012. The first two phases are expected to be completed in 2015. The overall completion of the whole project depends on the financing. The construction of the Nicosia Perimetric Motorway (bypass) is expected to remove through traffic and as a result reduce traffic on the secondary road network, as well as travel time.

5.3.1.5 Construction of the link between Limassol Port and Limassol – Paphos motorway: This 4-lane dual road will be part of the Trans European Road Network (TEN-T) and will replace the existing access to the Limassol port that passes through a residential area. The contract documents have been prepared. The procurement process took place in early 2009 and the appointment of the successful contractor will take place in Autumn.  Construction is expected to commence in late 2009 and be completed in two and a half years.  For this project, an environmental study has been completed.  The techno-economic study is at a draft-final stage. It will improve significantly the access to the Limassol Port and will relieve congestion, and reduce accidents and noise impact in the area.

5.3.1.6 Construction of the Nicosia – Palechori Road: The feasibility and environmental impact studies were completed in December 2005 and have been approved by the Environment Service. The design of the project started in mid 2008 and is expected to take two years (until mid 2010). The execution of the project is expected to last three years (2011-2013).
5.3.1.7 Construction of the Limassol – Platres Road: The feasibility and environmental impact studies were completed in 2008. Preparation of tender documents, evaluation and award of tenders for the design will take place in late 2009 and the contract is expected to be signed by the end of 2009. The design of the project is expected to take two years (2009 to 2011). The award of tenders for the construction is expected to take place in early 2012. The execution of the project is expected to last three years (2012-2014). 

The latter two projects are expected to improve the access to mountainous areas, facilitate commuting to urban areas, reduce the overall travel time and lead to a fall in accident rates.

5.3.1.8 Widening of the Nicosia – Limassol Motorway, Section Alambra to Nicosia: The project is divided in two phases. The first phase comprises the construction of a new grade separated junction with the necessary network adjacent to GSP Football Stadium.  For this phase the evaluation and the award of tenders for the construction were completed and the contract is expected to be signed by the beginning of 2010. The execution of the project is expected to last two and a half years (2010 - 2012). The second phase comprises the construction of one additional lane in each direction of the motorway from the new GSP to Alambra grade separated junctions. The design and construction of this phase will be via the PPP method. The award of the project is expected to take place in late 2009 and the execution of the project is expected to last until 2012. According to the projections of the studies for the above project, the widening of the road and the new grade-separated junction are expected to reduce traffic congestion, lead to a decrease of accident rates by approximately 28%, and a reduction of the average travel time from Nicosia to the outskirts of Nicosia district. 
5.3.2 Elimination of Congestion in Urban Areas

5.3.2.1 Undertaking of a study on Intelligent Transport System (ITS) financed by the Transition Facility of the EU: The project was completed in December 2008. The study resulted in the design of a number of ITS for Cyprus in line with the European ITS Framework by examining the existing situation in Cyprus, in terms of legal and policy frameworks, needs and priorities and making suggestions for changes to allow the smooth implementation of ITS.

5.3.2.2 Implementation of the ITS, based on the recommendations of the preceding study: The government proceeded with the implementation of specific ITS which have been proposed/designed in the study. The first step was to ensure the introduction of necessary infrastructure for ITS on two large projects at the entrance of Nicosia. Mobile ITS units shall be used to manage traffic during construction period. The implementation of ITS in Cyprus will facilitate the effective management of the road network in real-time. ITS has multiple benefits which include reducing congestion, improving information flow to users and to critical services such as police, fire brigade and ambulances, enhancing safety, managing emergencies and generally providing other network services.
5.3.2.3
Free transport of students at schools by bus in the urban centres: This measure provides for all students of secondary and technical public schools that live more than 500m from their schools (located in the urban centres) that can be carried to their schools by buses, paid by the government. Originally, the measure covered 62 schools in the whole island, which amounts to 70% of the secondary student’s population of Cyprus. The measure will gradually cover all public schools in urban areas within the next one year. This measure is additional to the measures that cover the whole population of students, primary and secondary education, that live in the rural areas of Cyprus. Furthermore, as from September 2009, buses serve the University of Cyprus and the Cyprus Technological University with reduced fares. The free transfer of secondary school students in the urban centres will offer social and economic benefits to the Cypriot family. It will also benefit the environment, but above all it will reduce the congestion in the city centres.

5.3.2.4 Bus service connecting Larnaca airport to the main cities of the island: The private service provider launched operations in July 2008 and the assessment showed that people welcome the measure and a big proportion of those moving to and from the airport is now using the bus service. The service will benefit the environment and reduce the congestion in the city centres.

5.3.3 Promotion of Urban Public Transport 

Over the last few years Cyprus has been facing an increasing traffic congestion problem, especially in urban areas. This is mainly the result of the increase in car ownership and the inadequate bus service offered to the public, resulting in Nicosia in a low 2% modal share of public transport (calculated from all modes including walk mode). Bus lanes have not been allocated due to the fear of increasing traffic congestion.  Bus frequency is not satisfactory, with intervals of 30 minutes or more, many times increased as a consequence of traffic congestion. Consequently:

5.3.3.1 Strategic Action Plan for Pubic Transports: In May 2007, the Council of Ministers approved the programme of actions for the enhancement of public transport in Cyprus with the overall objective to enhance the public transport system (in terms of capacity and quality) and increase its attractiveness so that its use increases from 2% in 2006 to 10% by 2015. More specific objectives also include the following: 

· Reduce the bus journey duration and  the average passenger journey time and cost,

·  Increase the number of bus routes and bus stops so that the maximum walking distance to a bus stop would be approximately 500 meters ,

· Increase the frequency of operation of the buses both during daytime and at peak periods (no more than 20 minutes interval during off-peak hours),

· Increase the service amplitude (during off-peak periods, night and week-end);

· Reduce the average level of harmful gas emissions by buses,

· Facilitate the use of public transport by people with impediments or reduced mobility,

· Establish a comprehensive parking policy in order to facilitate public transport.

The government of Cyprus and the European Commission agreed that a project relating to the enhancement of public transport will be financed by the European Regional Development Fund as part of a wider Programme that also includes the promotion of green transport in general.  The project includes the development of an Integrated Mobility Master Plan for the Greater Nicosia Urban Area, the upgrading of Archangelou Avenue with the inclusion of a bus lane in the inbound direction and the redevelopment of Solomos Square as a terminal station, including the construction of an underground car park that will function as a park and walk facility.  Both the Master Plan development and the upgrading of Archangelou Avenue are currently under way, whereas the Solomou Square project will commence shortly.

For the promotion of Public Transport the Council of Ministers approved in 2008, a programme of actions to be partly co-financed by the Structural Funds. The Public Transport Enhancement Programme as a whole is estimated to cost approximately €500 mln, (with only €42 mln co-financed) and shall include infrastructure and other service improvement projects that are in line with the provisions of Nicosia and the other cities´ Integrated Mobility Master plans. 
 In accordance with the Council’s decision, a project management unit was set up in the Ministry of Communications and Works. In addition, the Road Transport Department was authorised to coordinate the restructuring of the public transport, by encouraging existing urban and local bus-firms to merge into one company per district, with the exclusive right to operate all urban and rural routes in that district, (as well as some cross- district routes that will be agreed) for a period of ten years. The new legal framework for the operation of the bus-companies has been approved by the House of Representatives last September and preparations are now well under way to put the new framework into operation by early December that the pertinent directive of the EU has set as a deadline for such arrangements. Using this exclusive right as a guarantee, the bus companies will have the obligation to finance the renewal of their bus fleet within two years. Also, the new companies must offer better service with longer hours, more frequent and shorter itineraries as well as new bus routes. For Nicosia the new routes and bus-stops are currently under preparation by a group of experts. The government will be paying a subsidy per customer. There is strong commitment at the political level and optimism to meet the deadline of early December. 

5.3.4 Increasing Road Safety 

5.3.4.1 Implementation of the Strategic Action Plan for Road Safety, for the period 2005-2010: Target Set: Halving the number of road deaths by 2010. The most important new and continuing actions which were implemented during the period October 2008 - October 2009 were the following:
· A project for the phasing out of old cars, with the provision of financial incentives by the Government, was initiated,

· Increased police enforcement (especially on Friday and Saturday nights) for speed, drink-and-drive, seat belt and safety helmet use,

· The implementation of remedial measures at accident black spots was initiated following a relevant study,

· Crash cushions have been and continue to be installed at motorway exits.

· Motorway intersections have been and continue to be equipped with road lighting,

· Road safety inspections on the main road network continued and remedial measures implemented, 

· Roadside technical inspection of motorised vehicles has been established,
· A series of interactive road safety education workshops were organised in primary schools,

· The implementation of a 3 year plan for the radical improvement of the Emergency Medical Care Services was initiated,

· An initiative for the encouragement of the signing of the European Road Safety Charter by a significant number of Cypriot entities was undertaken, with excellent results.

The above actions in addition to other road safety practices already in place, led to a decrease in the number of road deaths by 2008, since the fatalities rate fell by 19,6% during the last 4 years.
5.4 Policy Priority: Improving Ports Infrastructure

5.4.1 Construction of a modern passenger terminal at Limassol port: The construction works of the new passenger terminal (a project partly financed by the EU-Trans-European Networks) are expected to start in March/April 2010 and be completed around December 2011, (instead of mid 2008 as foreseen in the NRP), due to various logistical problems. The new passenger terminal is expected to: (a) increase the passenger capacity of the port by 150%, (b) improve the quality of rendered services, (c) conform to the requirements of the acquis communautaire according to the Schengen Convention, as well as to the provisions of the International Ship and Port Facilities Security Code and, (d) create favourable conditions for achieving one of the strategic goals, i.e. the establishment of cypriot ports as cruise centres. 

5.4.2 Dredging of the Limassol port to 16 meters:  The execution of the project started at the end of January 2008 and is expected to be completed by the end of 2009. The delay of the completion of the project (foreseen to finish in the first half of 2006 in the NRP) is due to the fact that dredging of the port increased to 16 meters instead of 15 meters as was originally planned. Recently, Cyprus Ports Authority has decided to proceed with the expansion of the quay of the western basin by 500 metres. The construction works are expected to be completed by 2012. The project has the following advantages: (a) It is expected to increase the capacity of the Limassol port to handle trade, especially transit trade, (b) it is expected to create favourable conditions for the Cyprus Ports Authority to achieve one of its strategic goals, i.e. the establishment of cypriot ports as cargo distribution and transhipment centres in the wider region and, (c) the Limassol port will be able to respond to technological changes in shipping and modern requirements of commerce (i.e. serving ships of 4th generation). 

5.4.3 Implementation of the project for the redevelopment of the Larnaca port and marina into a mainly passenger port on a PPP basis: Last May  a consortium  was selected as the preferred bidder by the Tender Board of the Ministry of Communications and Works, after filing and winning a hierarchical source to the Tenders Review Authority. Negotiations with the preferred bidder will commence in autumn 2009. Consequently, construction works did not start by the end of 2006 as foreseen in the NRP and are expected to start by the end of 2010. This project will make Larnaca port a major cruise ship centre in the region and will provide an economic boost to the city of Larnaca due to the tourist influx in the area.  Furthemore, its development into a mainly passenger port together with the redevelopment of the Larnaca International Airport will introduce the “fly and cruise” concept in the area, thus positively boosting the tourist sector in Cyprus. 

5.5 Policy Priority: Improve Airports Infrastructure 

5.5.1 Airports Redevelopment: Phase 1 of the redevelopment of the 2 airports, which includes the development of new passenger terminals at Paphos and Larnaca, with a significantly expanded passenger capacity, has progressed as planned. The new Paphos airport is operating since November 2008, whilst the new Larnaca airport is planned to start operating in November 2009.

Both of the new airports have substantially increased capacity and significantly improved functionality. Passenger capacity in Larnaca will increase from the current 5,1 mln passengers to 7,5 mln per year. At the same time, the operation of the new Pafos airport led to an increase of the passenger capacity from 1,9 mln to 2,7 mln.  The upgraded airports’ infrastructure will enhance the potential for Cyprus to develop into a regional hub in the Eastern Mediterranean.  
6.
SUSTAINABLE ENERGY PRODUCTION AND CONSUMPTION

6.1 Overall Progress 

Reforms in the energy sector are promoted intensively since they are key factors in achieving a low carbon economy, with secure sustainable and competitive energy, given the almost exclusive dependency of the economy on oil imports (the cost of oil imports rose from around €1000 mln in 2007 to €1400 mln in 2008). Some significant developments are the following:

· The New Support Scheme for electricity generation from large scale units from Renewable Energy Sources (RES), (wind and photovoltaic systems, concentrate solar power systems, biomass and biogas installations) was approved by the Council of Ministers in December 2009 and by the EU Commission in June 2009, opening the way for new investments in RES. Following the approval, the first wind park is being built in the Paphos area, with a capacity of 82MW, amounting to about a third of the targeted energy to be produced from RES by 2015.

· The installation of PV systems in 65 schools and government buildings has begun and is expected to be completed by June 2010 and contribute 1,65 MW to the energy supply. 

· The One Stop Shop for RES, continued its operation, facilitating the implementation of new production units.

· Following the establishment of Cyprus as an emerging and isolated energy market in July 2009, the Board of Directors of the joint venture company has been appointed in October 2009, with the mandate to establish the onshore Liquefied Natural Gas (LNG) Terminal.

· The Directive on energy performance of buildings has been fully implemented in October 2009.

Generally, there has been good progress in the energy field with an increased interest from the general public in the utilization of the various measures targeting the promotion of RES and Energy Conservation (ECon). 

6.2 State of Play 

For Cyprus the need for an effective tackling of the challenges in the energy field are all the most pressing, since the energy system is almost entirely dependent on imported oil, (oil constituted 95,9 % of primary energy consumption in 2008) with very negative impacts on the  competitiveness, given the surge in the oil prices. Indicative to this, is the increase in the energy imports to €1,4 bln in 2008 compared to about €1 bln in 2007 (corresponding to 19% of total imports or to a 33% increase), when the electricity demand has increased by about 10% only in the same period.

RES contributed in 2008 to only 4,5% of final energy consumption, being  mainly solar energy used for heating water in households and hotels, a practice which is extensive in Cyprus.

The key challenge of the energy sector is the promotion of sustainable energy production and consumption which can be achieved by:

· Security and Diversification of Energy Supply through actions like the increase of  the level of security stocks of petroleum products, the diversification of energy supply (introduction of LNG) and the establishment of the Vasilikos Energy Center (VES) for the importation/storage/ regasification of LNG and the importation/storage of petroleum products.

· Promotion of utilisation and production of RES through actions like the provision of financial incentives in the fields of ECon and RES utilisation, installation of PV systems, solar heating/cooling systems and the installation of Concentrated Solar Thermal Power Plant. 
Cyprus is committed to reach the following targets: 

· Increase of the contribution of RES to 13% of the total energy consumption by the year 2020.

· Increase of the contribution of RES from 1,9% (as of 1997) to 3,8% to the total energy consumption by the year 2010 (indicative target). 

· Increase the electricity generation from RES from 0,03% to 6% to the total electricity consumption by the year 2010.  
· Improve energy performance by 1% yearly of the total energy consumption through the ECon measures. The base year being 2006. 
· Reach the obligatory target for the use of 10% of biofuels in transports by 2020.
6.3 Policy Priority: Security and Diversification of Energy Supply

6.3.1 Increasing the Level of Security Stocks of Petroleum Products: In February 2008 Cyprus fulfilled its obligation regarding the increase in the level of security stocks from 60 to 90 days of consumption. Due to lack of storage space in Cyprus, a part of the stocks of the Republic of Cyprus are stored in Greece and the Netherlands. New overseas agreements are being negotiated for storage in Italy, Germany and Denmark. 
6.3.2 Diversification of the energy supply sources-Establishment of the Vasilikos Energy Centre (VEC):  The decision for the establishment of the VEC was taken by the Council of Ministers and the establishment procedures are in progress. The VEC will lead to diversifying the energy supply sources, basically through the introduction of gas as an energy source. The energy centre will comprise “two terminals in one”: (a) A terminal for importation/storage/vaporization of the economic and environmentally friendly LNG and (b) A terminal for importation/storage/distribution of petroleum products. The operation of the VEC will enable the importation of natural gas to the island for the first time in the form of LNG, thus contributing towards more efficient power generation and to the reduction of greenhouse gas and emissions. The onshore LNG terminal will be the sole import and regasification terminal in Cyprus and despite the monopolistic aspects of this development, EU has granted a 20-year derogation period from the standard competition practices due to the islands special conditions i.e. being an emergent and isolated market. The petroleum products’ storage infrastructure is anticipated to be ready by 2013. The infrastructure for the importation of LNG is expected to be ready by 2014.
6.4 
Policy Priority: Promotion of the utilization of RES and ECon

6.4.1 Implementation of a Programme with a view to promoting ECon and RES Utilisation: The programme is ongoing and was launched in 2004. It provides financial incentives in the form of investment, operational aid in the fields of ECon and the promotion of RES utilisation. It is financed through a special Fund which derives its revenue from a levy of 0,22 cent / KWh on the consumption of electricity.  At the beginning of 2006 - taking into consideration the increased importance attached to energy issues in the assessment of the first progress report issued by the EC on the Lisbon Strategy and the continued rise in the price of oil – measures were adopted in order to make the programme more efficient, flexible and manageable. These include the simplification of procedures, broadening of eligible fields, as well as an obligation of the Electricity Authority of Cyprus to buy in priority the RES electricity produced by independent producers. The programme has been divided into two distinct areas of investments: (a) for individuals/households and non profit organizations and (b) for companies and other legal entities. The programme is being evaluated frequently. 
In 2008 a new Support Scheme was prepared by the Energy Service and covers the period 2009-2013. From the 20th of July 2009 the new support scheme has been providing state aid to encourage the:
· Small scale photovoltaic systems, geothermal heat pumps, solar thermal installations for heating/cooling purposes.

· Generation of electricity from large scale wind and photovoltaic systems, concentrate solar power systems, biomass and biogas installations, in order to realise the target of producing 6% of electricity from RES by 2010. 

The new Support Schemes includes:

· Revision of wind systems´ Support Schemes (extensions of the contract period from 15 to 20 years, compensatory benefits to neighbourhood communities at 2% of the total incomes, increase of the unit feed-in tariffs( ≈46%), constant subsidy for all the duration of the contract )
· Revision of Biomass’s and biogas’s Support Schemes (extensions of the contract period from 15 to 20 years, compensatory benefits to neighbourhood communities at 2% of the total incomes, increase of the unit feed-in tariffs (≈12%))

· Revision of photovoltaic systems Support Schemes (extensions of the contract period from 15 to 20 years, constant subsidy for all the duration of contract, increase of the subsidised capacity of Photovoltaic Systems from 20 KW to 100 KW)

· New Support Schemes for Concentrate solar power systems (contract period 20 years). The creation of a solar power station of 50 MW is expected.

· Revision of geothermal heat pumps Support Schemes (increase the grant ceiling from 45 to 55%,  increase the maximum grant ceiling) 

· Revision of energy conservation’s Support Schemes for existing enterprises (increase the maximum grant ceiling at about 47%).

Specifically, the new support scheme is targeting on the development of 165MW wind power systems, 25MW solar thermal systems and 7MW systems that utilize biomass and biofuels. These measures became very popular and this is evident from the fact that the total number of the submitted applications in the programme reached 46.248 in the period 2004-2009 (September 2009). The paid applications reached 31.472 by September 2009 and the amount paid is of the order of €42 mln. 
Moreover, the Support Scheme for electricity production from biomass, including biogas from landfills that was implemented for the year 2007, was welcomed with great enthusiasm from interested investors.  Already eight Cogeneration Heat and Power (CHP) units of 4,4MWe have been installed. Until 2010, it has been estimated that potentially 60 GWh/ year will be generated, meeting the indicative target of 1,2% national electricity consumption from biomass and contributing to the overall indicative target of 6% national electricity consumption from RES.
It should be noted at this point that considering the high cost of implementation, EU has approved the pre-mentioned schemes, since the amounts subsidised are based on the projects´ capital intensity and therefore, do not result in any kind of competition distortion.

The National Biomass Action Plan of Cyprus was assigned to the Centre of Renewable Energy Sources (CRES) in September 2007. The final study was completed at the beginning of 2008.  The Action Plan covers the three main axis of the European Biomass Action Plan: biomass for electricity production, biomass for heating and cooling and biofuels for transport, and identifies the indicative national targets for electricity production from biomass and heating/cooling and  suggests ways to reach the obligatory target of the use of 10% of biofuels in transports by 2020.    
6.4.2 Implementation of a five year Programme (Action Plan) for the period 2006-2011 for the Promotion of Energy saving in the Public and Private Sector:  The above five year programme was approved by the Council of Ministers in October 2005 and it is being implemented as from the beginning of 2006. The programme is expected to contribute towards the achievement of the target set for the improvement of the energy performance by 1% per year. Based on the experiences that have been gained through the Support Programmes´ eligible investments, it has been concluded that energy saving can be achieved through thermal insulation (about 25% – 50% of current energy used can be saved), ECon systems (in general) in existing enterprises (10% – 44%), solar thermal space heating (28% – 56%), solar thermal swimming pool heating (47% – 61%)  and large / central solar thermal systems (28% – 63%).

The programme includes the following measures:

· Provision of incentives for the purchase of hybrid vehicles, fuel-flexible/double propulsion vehicles and electric vehicles;

· Financial support for the installation of thermal insulation to households in regions with altitudes higher than 600 meters above sea level;
· Financial support for energy conservation investments in public buildings and services;
· Promotion of the use of biofuels through the adoption of a zero excise duty on biofuels;

· Expansion of the use of the school bus;

· Provision of Compaq Florence Lamps (CFL) (low electricity consumption) to the consumers for free;

· Communication/Information campaigns for ECon

Additionally, since 2007 the five year Programme (Action Plan) for the period 2006-2011 for the Promotion of Energy saving in the Public and Private Sector has been incorporated to the new support schemes for the promotion of RES and ECon. 
6.4.3 “One Stop Shop” for RES investments: In order to facilitate investors in the area of RES, via accelerating the whole procedure for the submission and evaluation of the applications and the securing of necessary licences and permits, a One Stop Shop was set in operation as from May 2006.  It constitutes of authorised officers from the competent authorities that are involved in the related procedures regarding the applications (Ministry of Commerce, Industry and Tourism, Ministry of Interior, Ministry of Agriculture, Natural Resources and Environment, Electricity Authority of Cyprus, Cyprus Energy Regulatory Authority and Transmission System Operator). The Ministry of Commerce, Industry and Tourism coordinates and chairs the One Stop Shop. This measure has shown very fruitful results up to this point, accelerating the licensing of six wind parks.  
6.4.4 Increase of the subsidised capacity of Photovoltaic Systems from 20 KW to 150 KW: The subsidized capacity of photovoltaic systems has been increased to 150 KW. The maximum subsidised capacity of photovoltaic systems has been increased from 20 KW to 150 KW. This decision has been approved by the Council of Ministers as well as by the DG Competition and DG Environment. Photovoltaic systems of 2,92MW have been installed so far and they cover 0,1% of the total electricity consumption. In addition, a new agreement was signed in September 2009, between the Ministry of Commerce, Industry and Tourism and a private company, for the installation of 65 photovoltaic systems in government buildings, schools and army camps of a total capacity of 1,1MW. The installations are expected to be completed by the end of June 2010. The project is co-financed by the EU Structural Funds.  

6.4.5 Electricity Production from Wind Power: An assessment of the RES on the basis of cost effectiveness indicates that the most important contribution of RES to the electricity consumption of the island will be the use of wind power, (as the cost for the generation of electricity via the wind power is substantially lower compared to other forms of RES, such as photovoltaics or solar thermal for electricity production. Until today more than 20 licenses for construction and operation of wind parks, of a total capacity of more than 400MW, have been approved by the Cyprus Energy Regulation Authority (CERA). That would be sufficient for covering the 6% production of the total electricity consumption from RES in 2010.  It should be further pointed out that, the current electricity grid has constraints as to the maximum capacity of external power it can absorb. A study was carried out by the Transmission System Operator, in order to assess the maximum electric capacity of wind power that can be interconnected to the grid system without causing any problems to the network. The study concluded that the system can accommodate 31% of a total restore capacity, approximately 325 MW, without any stability problems.
Following the approval of the new Support Scheme, by the Council of Ministers for the promotion of electricity generation from large scale commercial wind systems, solar thermal and photovoltaic systems and the utilization of biomass, the Energy Service has also approved the installation of a Wind Power Park of 82MW, at the area of Oreites, to be constructed and operate by D.K. Windsupply. The construction is already initiated, and is expected to operate fully, by the end of 2010. Based on the new Support Scheme, for the years 2009-2013, approximately 85 Wind power generators are expected to be installed, in several parts of Cyprus, with a total capacity of 165 MW.    

6.4.6 New Support Schemes for the promotion of RES and ECon: (A Proposal was approved by the Council of Ministers on the 30.12.2008 (Decision No:68.201) (see paragraph 6.4.1). 
6.4.7 Constitution of Ministerial Committee: The committee is comprised by the Minister of Commerce, Industry & Tourism, the Minister of Interior and the Minister of Agriculture, Natural Resources and the Environment. The committee’s purpose is to take measures and make decisions in resolving problems and promoting RES facilities. The committee has already proceeded with some decision making, which will help to further promote RES. One of those decisions was to provide motives to the communities neighbouring with new big RES installations in the form of setting compensatory benefits at 2% of electricity sales.
6.4.8 Preparation of a Master Plan for the Vasilikos Area: The Master Plan for the Vasilikos Area has been concluded and  includes the examination of the current situation of the area, a general strategic assessment of how the current establishments can be improved to operate more effectively and efficiently, a record of future establishment in collaboration with the other competent authorities/organisations and other entities involved and the examination (utilising a scenario - based approach), of whether the proposed future establishments and the general development of the area are compatible with current facilities, based on risk, safety and environmental considerations.
6.4.9 New measure: European Structural Funds Projects: Installation of photovoltaic (PV) systems in schools, governmental buildings, military camps (budget ~€5 mln) and of solar heating/cooling systems in governmental buildings (budget ~€1 mln).
6.5 Policy Priority: Reduce gas emissions (Kyoto Targets)

6.5.1 Provision of incentives for the purchase of low CO2 emissions vehicles up to 120 g / Km: The purchase of both hybrid and electric cars is subsidised (€1.197 and €684). In addition, incentives are offered in order to encourage the purchase of smaller cars that use less energy. The incentives involve 30% reduction of the registration and road tax payments for vehicles with CO2 emissions up to 120g/Km; 20% reduction for vehicles with CO2 emissions greater than 120 and up to 165 g/Km; 10% reduction for vehicles with CO2 emissions greater than 165 and up to 200 g/Km; 10% increase for vehicles with CO2 emissions greater than 200 and up to 250 g/Km and 20% increase for vehicles with CO2 emissions greater than 250 g/Km.

6.5.2 Biofuels: The target of 1% by 2010 that was set in 2007 has been revised. Cyprus has set a target of replacing 2,5% of conventional fuels with biofuels based on energy content for the years 2008-2010 for transport. Also, there is a study underway that analyses the possibility of enforcing a specific commitment to the oil companies to include a percentage of biofuels in their products.
7. 
ENVIRONMENTAL SUSTAINABILITY

7.1 Overall Progress  

Last year´ s efforts have been intensified regarding the promotion of the priorities set in the environmental field in the NRP, especially in the areas of waste and water management infrastructure, where Cyprus has specific deadlines to meet. The complexity of some of the issues, however, coupled with time-consuming procedures such as tendering, evaluation, public consultation and public acceptance has delayed certain projects. 

In general, the implementation of the urban wastewater projects (i.e. the expansion of the present sewerage networks of urban conurbations to serve the whole of the population of urban areas) has been implemented in accordance to schedule. The progress achieved for the rural wastewater projects is considered satisfactory, despite some delays in the tendering procedures, mainly due to social and legal issues. Significant progress has also been made in the management of solid waste (domestic, packaging and hazardous) with recycling programmes up and running, providing some very promising results. 
Stable progress has also been made in general in promoting the internalization of environmental costs, which included the implementation of the Environmental Technologies Road Map, the Action Plan to promote Green Public Procurement (GPP), and the promotion of EMAS and ECOLABEL. Promising investments have been made through the allocation of the economic resources towards the promotion of Sustainable Development of research. Satisfactory and according to the timetables set, is the progress achieved in completing the management plan for the protection of coastal zones, as well as in the completion of the management plans for the Natura 2000 sites and the overall protection of the natural environment through various legal instruments. Moreover, seminars and other awareness programs have been intensified with the main target to raise environmental awareness of the public. Finally, the intense discussions on Climate Change precipitated concerted actions on emissions reductions.
7.2 State of Play

The overall environmental situation in Cyprus is characterized by deficiencies in environmental infrastructure, particularly in the area of urban waste water treatment as well as solid and hazardous waste management. Moreover, a continuous degradation of the natural environment, particularly in the coastal areas is observed, mainly because of the continuous economic pressure for tourist development. The preservation of natural habitats and species is conflicting and competing with demands for space devoted to tourist and service-oriented development. In addition, the high energy intensity of the economy and the low supply of energy from renewable energy sources further contribute to environmental degradation. 

The deficiencies in infrastructure are difficult to resolve, and substantial effort has to be made in order to meet the commitments taken particularly with regard to the Urban Wastewater Directive and the Solid Waste Management, at a very high expenditure of many hundred million, and very adverse implications on public finances.  The timely implementation of the commitments taken is facilitated via co-financing from the Cohesion Fund in the new programming period 2007-2013 and is considered to be a priority.  
Cyprus could not remain passive towards the global issue of climate change. On the contrary, this is considered to be one of the country’s priorities, not only from the aspect of implementation of the various climate change adaptation and mitigation measures, but also through the participation in the climate change discussions aiming to reach common ground with regard to the renewal of the global targets and the accompanying policy formation.

Inventory of Progress 
In the section that follows, the progress achieved over the period October 2008 - September 2009 will be presented for each separate measure, as classified under each of the priority areas of the NRP. 
7.3 
Policy Priority: Creation / Expansion of the Environmental Infrastructure for a Sustainable Management of Resources and Waste 

7.3.1 Submission to the EC of the revised National Implementation Programme (NIP-2008): In accordance to article 17 of the Urban Waste Water Treatment Directive (UWWTD), Cyprus submitted to the EC the first “Implementation Programme – NIP-2005” on the Directive in March 2005, whilst the “Revised Implementation Programme – NIP 2008” was submitted in January 2009. The revised NIP-2008, was considered necessary after the issuance of the Guidance Document by the EC in January 2007, and includes increased obligations on behalf of the Cyprus Authorities in creating wastewater infrastructure, and includes an inventory of 57 agglomerations and an increased total generated load of 860.000 p.e.
The Implementation Programme – NIP 2008 is divided in:

· 7 Urban Agglomerations

· 50 Rural Agglomerations

The first “Implementation Programme-NIP 2005” did not fall under the provisions of the Strategic Environmental Assessment Law (SEA) 102(Ι)/2005, since its preparation started before 21.7.2004. The Revised NIP-2008 was presented in 2008 to the Committee on SEA, in order to examine whether it is necessary to carry out a SEA, according to the aforesaid Law. The Committee concluded that it does not fall under the provisions of this Law and hence it is not subject to SEA, since its modifications to the NIP-2005 are minor and the Programme has a positive impact on the environment.  

The two urban agglomerations with interim deadline for compliance of 31.12.2008 are Limassol and Paralimni. Both of these agglomerations are considered to be in compliance, as far as the construction of the Urban Waste Water Treatment Plant (UWWTP) is concerned. Nicosia agglomeration has interim deadline for compliance of 31.12.2009. Paphos agglomeration has the next interim deadline for compliance of 31.12.2011. Ayia Napa, Larnaca and Ayia Phyla agglomerations have the transitional date of 31.12.2012 as deadline for compliance. Ayia Napa is considered to be in compliance as far as the construction of the UWWTP (common UWWTP with Paralimni) is concerned, whilst most of the sewerage network (90%) has been completed. 
All urban UWWTPs are designed with tertiary treatment and the treated water is used for land irrigation. In the case of Paphos UWWTP, the treated water is used for the re-charge of Ezousa Aquifer. As far as the treated sludge is concerned, this is mostly used in agriculture as soil fertilizer and in some cases is used in cement industry for combustion.  

The 50 rural agglomerations have as deadline for compliance the transitional period of 31.12.2012. During 2007-2009 there has been significant progress in the implementation of the rural wastewater infrastructure of these agglomerations, however not so much on the construction side but rather in the solution of various problems like financial, administrative, legal and public acceptability of the projects.

Specifically, in 2007 the legislation regarding the mergence of Sewerage Boards was changed, in 2008 the projects that are eligible for co-funding from the Cohesion Fund 2007-2013 were agreed with the Managing Authority (two projects that include 4 agglomerations have already been approved) and in 2009 negotiations with the European Investment Bank (EIB) for funding the whole Rural Sanitation project took place.  Finance is expected to be secured by the end of 2009.   

7.3.2 Implementation of a Strategic Plan of the Management of Solid Waste:  It includes the establishment of four regional plants (one per administrative district) for integrated management of solid waste as well as the restoration of the existing landfills. Specifically, the Larnaca and Famagusta regional center will be completed by April 2010. Regarding the Paphos district, the sanitary landfill is under operation since July 2005 (Phase A), and the whole project which will be changed into an Integrated Management Plant, is planned to be completed by the end of 2013 (Phase B). For the Limassol and Nicosia Integrated Management Plants, the related studies are now under revision and construction will begin by October of 2011, with a timeframe for completion, the beginning of 2014.

7.3.3 Restoration of existing landfills: Studies have been completed, identifying 113 uncontrolled or semi-controlled landfills in operation. The target set is to close the landfills and restore the impacted areas, of Paphos by the beginning of 2012, Larnaca-Famagusta by the beginning of 2013 and Limassol and Nicosia by 2016. The Ministry of Interior signed a contract for the related studies in order to construct about 80-100 Green Points, with a timeframe for completion the beginning of 2012. 

7.3.4 Preparation of a management plan and the construction of a Central Hazardous Waste Treatment in Cyprus: the management plan is under examination and the final decision is expected to be taken by the end of this year. The decision on the issue is on the competent Ministerial Committee, which is currently in discussion with the involved communities. Based on the above, the construction of the Central Hazardous Waste Treatment Facility is expected to start within 2010 and be completed about 18 months later. The operation of the treatment facility is expected to lead to a substantial improvement of the environment and the reduction of possible ill-effects on public health, as these wastes shall be properly managed.

7.3.5 Establishment of a system for the collection, transport, segregation, recovery and recycling of the packaging waste from some of the main municipalities: Τhe only collective management system for packaging waste (paper/cardboard, plastic, glass and metals), Green Dot Cyprus, has expanded its operations as from the 1st of October 2008 to 6 municipalities in Nicosia, covering now the whole population of Nicosia and Limassol districts. 
The Council of Ministers approved a proposal by the Ministry of Agriculture, Natural Resources and Environment (26.11.2008) to support financially the educational programme of Green Dot Cyprus, in order for Green Dot to be able to expand its operations in two more districts, Paphos and Famagusta. The amount per year that will be given for three years is   €512.580. The operations in these two districts started as from the 1st of June 2009, covering approximately 200.000 more people that will participate in the recycling programme. The programme in Paphos and Famagusta is organised differently in comparison to the programme in Nicosia and Limassol, using central collection points (bins) in order to involve also the tourists, instead of door to door collection.

According to the report on packaging waste for 2007 that was submitted to Eurostat in August, the recycling rate was 25,7% and the recovery rate was 25,9%, higher than the recycling rate in 2006 (25,2%). Specifically, for each material the recycling rate was: for glass 10,4%, for plastic 14,3%, for paper and board 39,2%, for metals 70,1% and the recovery rate for wood 23,2%.  
7.4 
Policy Priority: Protection, Preservation and Management of Coastal Areas 

7.4.1 Implementation of the Coastal Area Management Programme (CAMP): Cyprus in collaboration with UNEP-MAP, has implemented the CAMP Cyprus as a National Strategy. The main outputs include a proposed Integrated Coastal Area Management Strategic Framework (ICAMSF), proposed management tools including CCA, SEA, Environmental Instruments and Marine Protection Guidelines; links up Integrated Coastal Area Management with the new Island Plan; and a pilot application Case Studies on CCA, SEA, Environmental Economics and Biodiversity (terrestrial and marine resources) Management. A follow-up activity aims to support the establishment of the ICAMSF and its integration in the Island Plan.

7.5 
Policy Priority: Reduction of Greenhouse Gases Emissions 

7.5.1 Implementation of the Strategic Plan for the Reduction of Greenhouse Gas Emissions: Cyprus does not have any greenhouse gas emission reduction or limitation obligations under the Kyoto Protocol or under Decision 2002/358/EC for the commitment period of 2008-2012 since it is not an Annex 1 country. However, concrete steps are taken to reduce the greenhouse gas emissions of the country; Cyprus had the largest increase in emissions of greenhouse gases among the EU27 for 1990-2007. Accordingly, a number of demand side measures (energy efficiency), improvement of transport and supply side measures (renewable energy) are already being applied through a number of policies.
With the new EU climate and energy package, Cyprus has been allocated the target of -5% for the sectors that are not included in the Emissions Trading System (ETS) (transport, waste, agriculture etc.) and 21% reduction in the installations included in the ETS. For this purpose, a new strategy for the reduction of greenhouse gases is currently under development, which will re-arrange the policies according to the targets. Moreover, intensive work is carried out towards the transposition of the climate and energy package to the national legislation.

Additionally, the necessary national arrangements regarding the possibility of the EU making further international commitments (30% reduction in the greenhouse gas emissions) for a post-Kyoto agreement, are also examined.

7.6 
Policy Priority: Internalization of External Environmental Costs 

7.6.1 Elaboration and implementation of an Environmental Technologies Action Plan: The Cyprus Environmental Technologies Action Plan describes the ongoing activities taken by Cyprus in promoting environmental technologies, even though the size and structure of the economy do not provide substantial opportunities for extensive basic research in environmental technology. The most important of the actions regarding environmental technologies are: 

7.6.2 Framework Programme for Research, Technological Development and Innovation 2009-2010: The programme aims at developing collaboration between research organizations, academic institutes, small-medium enterprises and non-profit organizations for the elaboration of interdisciplinary research projects of high quality, the production of innovative products and services, the sustainable management of environmental problems and natural resources, the promotion of sustainable development at the National Level, the improvement of life quality within the island and the projection of natural disasters.
The Research Promotion Foundation is actively participating in three environmental projects which are: URBAN-NET, MARIFISH and ERA-CO-BUILD.
7.6.3 ENERGAL Project: The Institute of Agricultural Research finished in 2008 the project called ENERGAL, the results of which were not very optimistic for the prospects of cultivating those plants in Cyprus, due to the severe water shortage, unavailability of good agricultural land and the competition of these plants with animal feed. They offered, though, the basis for the preparation of the National Plan on Biomass, prepared by the Ministry of Commerce and Industry. The study on Energy Plants continued in 2008 with a research project on the potential use of biomass for biofuel (biodiesel, bioethanol, biogas and solid fuels) and energy production under Cyprus conditions financed by the ARI budget. The project, which has a budget of €106.700 for 2008 including equipment, aimed at the selection of appropriate energy plants that produce oil seeds, sugar, starch or woody biomass with minimum irrigation water requirements that do not interfere with the animal feed chain, and in the technical and economic evaluation of the whole process of production.  It continues in 2009 and 2010 with an estimated budget of €51.700 annually. 
7.6.4 Incentives for the promotion of EMAS and EU-Ecolabel: The Environmental Management and Audit Scheme as well the EU-Ecolabel, are two environmental voluntary tools which can be applied by industry and services and promote legal compliance as well as technological/ecological innovation. Responsible authority for their promotion is the Environment Service. For both issues promotion seminars are being conducted, leaflets and brochures prepared and direct communication with companies potentially interested is sought. For EMAS a subsidy is given for the establishment of the system for consultancy services as well as for the verification of the system. There are currently four companies which obtain the ECOLABEL and five companies which are EMAS registered. 
7.6.5 Preparation of an Action Plan to promote Green Public Procurement (GPP): For the purpose of preparing the Action Plan, a committee was set-up, whose terms of reference are: 

(a) To identify, the areas where GPP could be implemented within the public sector, local authorities, bodies governed by public law and organizations operating in the utilities sector, such as the Electricity Authority of Cyprus. 

(b) Evaluate the above areas and set priorities, as well as short and medium term targets, aiming at sectors where quick and tangible results can be obtained. 

(c) Prepare awareness and information material and organize the necessary training courses and seminars for purchasing authorities. 

(d) Inform suppliers and the industry in general, of the determination of the Government to promote GPP, so as to give them adequate time to adjust appropriately to the new state of affairs. 

(e) Encourage the private organizations, such as banks and large companies to adopt GPP practices. 

An Action Plan for the Promotion of GPP was approved by the Council of Ministers in May 2007. The implementation of the Action Plan aims, primarily, in assisting through public procurement, environmentally friendly products and services to enter the market, thus contributing to environmental protection by stimulating more sustainable production and consumption patterns. Meetings of the Committee set up for GPP have already taken place. 

Until now several actions have taken place in order to enhance the dissemination of information to the public and local authorities as well as to public and semi public organizations. These included the organization of a seminar through TAIEX targeting to the exchange of experiences with other member states, the publication of a newsletter describing latest developments in the field in Cyprus as well as in other member states and several internet and bibliographical searches in order to formulate the technical criteria for the green tenders.

7.6.6 Screening of approved subsidy schemes: The screening of all approved subsidy schemes by the Environment Service is underway, in order to establish whether any of these subsidies have adverse environmental impacts. According to the findings, the necessary recommendations shall be made to the appropriate authorities, in order to establish procedures and a timetable for their possible withdrawal. 

7.6.7 “Natura 2000” sites: As far as the "NATURA 2000" network is concerned, 38 sites have been included (Special Protection Areas - SPAs and Sites of Community Importance – SCIs). The management plans for 8 “Natura 2000” sites funded by the Transition Facility Programme of the EU, have already been completed, as well as the management plans for 4 other sites included in the “Natura 2000” Network through a LIFE-Nature funded project. The preparation of management plans for another 13 “Natura 2000” sites through the Transition Facility Programme of the EU is being promoted. Currently, consultations with the various local authorities and other stakeholders are conducted, in order to finalise the management plans and proceed with their approval. At the same time, the implementation of various actions in these sites has commenced, while the implementation of the management plans is the next anticipated step forward. The inclusion of 4 new sites as Sites of Community Importance is foreseen in the next few months, covering the areas of Akamas, Oroklini and Paralimni Lakes and the area of Faros Kato Paphou. 
7.6.8 The completion of the SPA list (Birds Directive-79/409/EC): During 2008, fundamental preparatory work has been completed so that designation of two important lakes was made possible in the first months of 2009, the Paralimni and Oroklini Lakes. Apart from Akamas, the inclusion of Limnatis and Vasilikos valleys are being examined for their inclusion in the SPA list during 2009. During 2008, work has started for the preparation of Horizontal Regulations for the protection and conservation of SPA areas. It is expected that this work will be completed within 2009.

7.6.9 Strict enforcement of Law 152(I)/2003: (a) Bird trapping: The Game Fund Service continues the strict implementation and enforcement of relative legislation with particular emphasis on the bird trapping issue. Strict law enforcement over the past few years have reduced the massive capture of small migrants by at least 70 - 80% and efforts are non-stop to minimize trapping levels.
(b) Bird population monitoring: Systematic wildlife bird population monitoring and protection of other wildlife species (such as the endemic Cyprus mouflon) throughout the year constitute important parts of wildlife conservation. Systematic monitoring continues for some game species (i.e. chukar, hare etc.) as well as some important Annex I Bird Species and big birds of prey like the Bonelli's eagle, the long-legged buzzard and the goshawk.
Biodiversity conservation is threatened by the introduction of exotic and invasive species of flora and fauna, by habitat destruction, habitat loss and habitat degradation due to urban sprawl, and scattered housing / tourism resort construction and expanding road network. The control of land use remains the single most important factor which will highly determine the ecological balance and conservation of wildlife resources in Cyprus.
7.6.10 Raising Environmental Awareness and promoting sustainability: As part of its annual environmental awareness programme, in 2008 the Environment Service organised an awareness campaign in June to celebrate the World Environment Day and the Green Week, with the objective to inform the public on key environmental issues and policies. In September 2008 the European Mobility Week was organised by the Local Authorities with the coordination and active support of the Environment Service. Events took place in the urban centers of Nicosia, Limassol, Larnaka and Paphos. A total amount of €9.363 was paid to the Municipalities that participated in the Mobility Week, covering approximately 75% of their total expenses. 
Through its programme, the Environment Service financially supports the environmental awareness raising and educational activities of NGOs, such as seminars, events, participation in international seminars and conventions, etc. The funding covers a maximum amount of €2.565. In 2008 a total amount of €29.020 was funded to NGOs, local authorities and schools for environmental awareness campaigns (excluding the amount paid to local authorities for the European Mobility Week). 
In addition, in 2008 the sum of €84.917 was paid to the 32 NGOs (compared to €59.750 paid to 27 NGOs in 2007) which applied for the annual funding offered to organizations active in the field of environmental awareness and protection. The annual amount paid to the Federation of Environmental and Ecological Organizations of Cyprus was increased to €36.393 to support more effectively its activities, from €25.629 that was paid in 2008. 

Spatial planning policy: spatial planning has a pivotal role in promoting sustainability through, amongst other mechanisms, the regulation of land use, the protection of natural assets and cultural heritage, the enhancement of the built environment and the integration of sectoral policies into spatial plans.  The process of strengthening spatial development plans through the introduction of more detailed provisions to specify the manner of implementation of their strategies and policies is an on-going process; thus, action plans and investment programmes deriving from the Strategic Development Plan have become indispensable tools for promoting sustainability and enabling the implementation of policy measures according to the provisions of published Local Plans.

In addition, the goals and objectives of the national Strategy for Sustainable Development, as well as the recommendations of the Territorial Agenda of the EU and the Leipzig Charter on Sustainable European Cities have all been incorporated by the Planning Board (an independent public body with advisory power over large areas of planning policy) into the core of the Minister’s Review Reports for the amendment of the Local Plans in the island’s four main urban areas and the Policy Statement for the Countryside. These reports are the main strategic level documents that set the framework for development and provide general guidelines for the review of statutory spatial plans. 
The 2007 amendments of the planning legislation now provide for increased citizen participation through formal procedures of public consultation and public hearings, where anyone has the opportunity to submit written representations on any spatial plan under preparation.  This is an acknowledgment that the support and participation of the public is essential to the achievement of sustainable development.

In addition, local authorities have organised public meetings where local residents have had the opportunity to express their concerns regarding the content of the relevant spatial plans.  These representations are then taken into account by local authorities in the preparation of their own official representations regarding the relevant spatial plan.

Furthermore, within the current spatial plan review process, the Planning Board has held public hearings, providing all those concerned with the opportunity to express their views. These hearings, together with the work carried out by Joint Boards, (consultative bodies specifically set up for local interest groups and sectoral authorities to express their views during the preparation of each spatial development plan), provide for wider and more meaningful public participation in the formulation of spatial and urban policy.

Moreover, through the implementation of the Strategic Environmental Assessment Directive, spatial development plans are subject to the appraisal of all environmental and social parameters, thus integrating the principles of sustainable development at an early stage and increasing public awareness regarding the need for sustainability.

III. EMPLOYMENT CHALLENGES & SOCIAL COHESION

8. ENHANCEMENT OF HUMAN CAPITAL AND SOCIAL COHESION

8.1. Introduction
The impact of the crisis has been more pronounced than initially assumed.  As a result, the rate of GDP growth declined, unemployment increased, while the most affected sectors have been tourism and constructions. It is vital to note that the Cyprus economy is a very open economy and it is currently experiencing an adverse effect driven by negative international trade flows. For 2009, the growth rate is estimated to decrease to 0,5% and the unemployment rate to reach 5,5% of the labour force compared with 3,7% in 2008.
According to the Labour Force Survey, during the second quarter of 2009, the number of unemployed persons reached 20.881, resulting in an increase of the unemployment rate to 5,2% from to 3.1% in 2008. An increase in the unemployment rate was observed both among men (4,9% in 2009 from 2,6% in 2008) and women (5,5% in 2009 from 3,9% in 2008). 
The gradual increase in the number of registered unemployed, since October 2008, is mainly associated with the sectors of construction, wholesale and retail trade and services and the occupational categories of craft and related workers, elementary workers, service and sales workers. 

Finally, the decline in the GDP growth during the first months of 2009 resulted in a decrease of available job vacancies, which combined with the increase in unemployed resulted in mismatches in the labour market. 

8.1.1 Overall Progress

The Government has been continuously monitoring the effects of the current economic downturn in the labour market in order to take the necessary policy measures that will help alleviate or prevent the negative consequences resulting from the increase in unemployment. Along with the measures under the Government Strategic Action Plan, primarily targeted towards the construction and tourism sectors, several measures are being promoted through the Prevention-Action Plan which mainly focuses on the provision of training programmes and job placements for the unemployed, recent graduates and those with weak job security. 

In  the Action Plan for the Crisis the following  measures have been promoted: (i) offering of  in-company/on-the-job training programmes for employees who are faced with the risk of lay-offs as a preventive measure against unemployment while helping them at the same time to achieve vocational qualifications, (ii) training programmes for upgrading skills of unemployed persons in order to increase their employability in accordance with identified needs in the labour market, (iii) accelerated initial training programmes for newcomers and other unemployed persons in occupations which are in demand, (iv) improvement of the scheme for job placement and training of unemployed tertiary education graduates,(v) a new emergence scheme for individualised training to unemployed persons and to  persons employed in hotels which interrupt their operation during winter, (vi) a new subsidy scheme that provides incentives to the private sector employers for the employment of the unemployed, (vii) a new scheme aiming to prevent redundancies through the provision of government grants, (viii) a scheme for vocational training and employment of vulnerable groups of the population proposed for co-financing by the ESF for the period 2007-2013, and (ix) a scheme for the promotion of care services within the framework of reconciling work and family life also proposed for co-financing by the ESF.

Along with the measures taken in response to the financial and economic crisis, several other measures, including new ones, have been promoted under the National Reform Programme policy priorities, for the period October 2008 – October 2009. 

Measures have continued to be implemented to help increase female participation in the labour market such as the scheme for the encouragement, strengthening and reinforcement of women’s entrepreneurship, the grants-in-aid-scheme for the development of family support services, the expansion and improvement of care services for children, the elderly, the disabled and other dependants and the implementation of a measure under the community initiative EQUAL for the reconciliation of family and professional life. New measures for increasing female participation have also been promoted such as the implementation of a scheme for the promotion of care services co-financed by the ESF, a study on long-term care and promotion of a dialogue with local authorities to develop closer cooperation and strengthen structures of social care.

Measures for promoting gender equality such as the implementation of the National Action Plan for Gender Equality and the increase of the National Machinery for Women’s Rights budget were adopted.  New measures have also been implemented drawing on the results of the study “Analysis of the gender pay gap in Cyprus and practical suggestions on reducing the gap” as well as the distribution of informative leaflets.

Measures have also been implemented since October 2008 to promote active ageing and build employment pathways for young people and the unemployed, for further enhancing the public employment services and upgrading the existing Candidate Placement System. A pilot subsidy scheme aiming at the promotion of flexible forms of employment has been completed whereas new measures for promoting flexible employment, that is a subsidy scheme for attracting people in the labour market through flexible forms of employment and a subsidy scheme for companies to apply flexicurity policies, have also been promoted.

The reform of labour income taxation, reform measures for welfare-related benefits, increase of the minimum wage and measures to address inflationary pressures have also been promoted in aiming to make work pay. 

For further improving the adaptability of workers and enterprises, the scheme for the enhancement of the competitiveness of micro enterprises employing 1-4 persons, the research project on the utilization of human resources, a scheme for training new-entrants in the labour market and a scheme to facilitate the shift from low to high productivity jobs were further promoted since October 2008. Moreover, two new measures, the “e-volve” project and a scheme for improving productivity of SMEs employing 5-249 persons were also promoted.

The HRDA has continued to assess the labour market needs through several studies and annual investigations on initial training needs and has launched a comprehensive system for evaluating the HRDA’s impact on the Cyprus economy, expected to be completed by the end of 2009.

In order to orderly manage foreign workers, the evaluation and revision of the strategy for the effective management of foreign worker’s issues as well as the preparation of a new immigration law have continued to be implemented. In addition, a new measure for the establishment of a policy framework of an action plan for the integration of migrants in the Cypriot society covers a significant number of actions to be implemented in the period 2009-2010.

Regarding the further development of human capital, several measures continued to be implemented in the period October 2008 – October 2009. Emphasis has been given in the implementation of the National Lifelong Learning Strategy through the implementation of measures that fall under the four priority axis of the Strategy and the improvement of the monitoring/coordinating/advisory mechanism for the implementation of the Strategy (details in paragraph 8.1.4). These measures include educational reform measures, the introduction of modern technology in education, the training of primary and secondary education teachers to become digitally literate, the introduction of new departments in local universities and the increase of students’ intake as well, the strengthening of the quality and attractiveness of the Secondary Technical and Vocational Education, the upgrading of the New Modern Apprenticeship Scheme, measures to reduce the number of early school leavers, upgrading of skills and training and the improvement of definition and transparency of qualifications. New measures have also been promoted such as the establishment of a Cyprus Quality Assurance and Accreditation Agency for Higher Education, the implementation of a study to identify the technical vocational training needs of Cypriot enterprises and of another study to identify the reasons of the low attractiveness of Vocational Education and Training in Cyprus, the establishment of a Technology Park, the promotion of employment and in-company training in the private sector of Apprenticeship System students and the establishment of the Educational Research and Evaluation Centre.

 8.1.2 State of Play

By the end of 2008 the Cyprus economy had performed satisfactorily with an annual growth rate of 3,7% in real terms in comparison to 0,9% in the EU27. This contributed to an increase of employment by 1,3% and a decrease of the unemployment rate to 4,0%. However, since early 2009 the economic recession started to take its toll in the labour market. In fact, during the second quarter of 2009 the GDP growth rate in real terms was negative and estimated at -1,1% over the corresponding quarter of 2008. The contraction of the economy during the second quarter of 2009 is mainly attributed to the very negative growth rates observed in hotels & restaurants as well as the negative performance of manufacturing, construction, trade and transport activities. The financial intermediation activities as well as the broad services sector, which includes also the public sector, continue to record positive growth rates but at a decelerating rate.

According to the results of the Labour Force Survey for the second quarter of 2009 the unemployment rate amounted to 5,2% of the labour force (males 4,9% and females 5,5%) while in the corresponding quarter of 2008 the rate was lower at 3,1% (males 2,6% and females 3,9%). Moreover, the unemployment rate for young persons aged 15-24 amounted to 13% of the labour force of the same age group recording an increase from the previous quarter, 10% and the corresponding quarter of 2008, 7,1%. 

In order to address the adverse effects of the economic downturn the government has adopted two special action plans. Following the adoption of an extensive package in February 2009, the overall stimulus budget has increased to approximately €300mln (equal to around 1,8% of GDP). Actions envisaged under the Government Strategic Action Plan involve certain fiscal stimulus and structural measures, primarily directed towards the construction and tourism sectors, as well as increases in the assistance and benefits provided to vulnerable groups. The Prevention-Action Plan, created under the partnership of the Ministry of Labour and the Human Resource Development Authority, addresses the effects of the increase in unemployment through the provision of training programmes and job placements for the unemployed, recent graduates, and those with weak job security during the economic downturn. Other measures have been promoted to support people’s income, to mitigate the direct impact of the financial crisis on households and individuals and to promote investment in social, educational and health services infrastructure.

Despite the minor decrease in the overall employment rate of persons aged 15–64 to 70,9% in 2008 (from 71% in 2007), Cyprus still remains above the corresponding EU Lisbon targets for an overall employment rate of 70%. The employment rate of men decreased to79,2% from 80,0% in 2007 whereas  the female employment rate increased to 62,9% from 62,4% in 2007, and as from 2006 it steadily remains above the corresponding EU Lisbon targets for a female employment rate of 60%. A decrease was also observed in the employment rate of older workers, 55-64 years old from 54,8% to 55,9% in 2007, but it still remains above the corresponding EU target (50%).
Another basic characteristic of the labour market is the employment of a large number of foreign workers, particularly in unskilled or low-skilled occupations. According to the Labour Force Survey, in 2008, 83,1% of total employed were Cypriots, 9,1% EU Nationals and 7,8% third country nationals. The employment of foreign nationals plays a key role in addressing the immediate needs of the labour market and hence in maintaining high growth rates.

Gender gaps in employment, unemployment and pay are still widespread in Cyprus. The problem lies primarily in the gender pay gap which although it has been significantly reduced since 1995 (29%) to 22,8% in 2007, there is still much room for improvement. It is expected that the downward trend of the gender pay gap, observed over the past decade, will continue with the rising number of women professionals (especially university graduates) entering the labour market, a phenomenon already observed in recent years. 

The labour market in Cyprus can be considered to be relatively flexible and well functioning.  Pay increases vary across sectors, with nominal pay increases in low growth sectors being lower than the national average pay increases. Nominal earnings, including COLA, increased at a rate of around 7,3% in 2008 following a 3,1% increase in 2007. The large increase of nominal earnings in 2008 was based upon the salary increases granted to civil servants, bank officers and semi-government workers that were agreed during the bargaining process between employers and employees. High nominal wages were also granted in the construction sector due to its high performance during the year. 
The labour force constitutes the most important factor of production for the Cyprus economy and its development is therefore a high priority. Within this framework, particular importance is attached towards the continuous improvement of the quality of education and the flexibility of the educational system, at all levels, in order to secure its closer and more effective link to the labour market needs, as well as a continuous upgrading of the training/retraining programmes.
8.1.3 Challenges/National Targets in relation to the European Employment Strategy 

The main objectives of the employment policy in Cyprus, in line with the European Employment Strategy, are to implement employment policies aiming to achieve full employment, to improve quality and productivity at work and to strengthen social and territorial cohesion. The main challenges Cyprus is facing, as identified in the NRP, are the following:
1. Maintain high rates of increase of labour supply, particularly by raising old-aged and female participation rates and reduce gender inequality;

2. Increase the flexibility and security in the labour market;

3. Orderly management of economic migration issues to serve the economic and social needs of the country; 

4. Further development of human capital;

5. Enhance further the conditions of social cohesion

8.1.4 Country Specific Recommendation

In the evaluation of Cyprus’s progress on the implementation of the NRP 2008-2010, the EU has set a country specific recommendation with respect to life long learning as follows:
“Cyprus should continue with the efforts to expand lifelong learning opportunities, especially for the low skilled, unemployed and disadvantaged groups by proceeding further with the implementation of actions within the approved Lifelong Learning National Strategy, including the reforms of the vocational, education, training and the New Modern Apprenticeship Scheme”.
8.1.4.1 Developments in Lifelong Learning Strategy Implementation

The adoption of the Cyprus Lifelong Learning Strategy (CyLLS) 2007-2013 provided a solid basis for the establishment of a new monitoring, coordinating and steering instrument for the development of an integrated policy in the field of lifelong learning. The response of the main stakeholders and organizations, involved in the provision of education and training, is encouraging and has put the LLL Agenda even further, in the short time of its establishment, in April 2008. It must be emphasised however that LLL measures have been undertaken by the pertinent authorities even before the approval of the Strategy and after the approval, the whole effort has been structured and monitored more closely.

The increased efforts to enhance lifelong learning are depicted in the relevant indicators presented below:

· The lifelong learning participation rate (% of 25-64 years old) increased from 8,4% in 2007 to 8,5% in 2008 decreasing the gap with the EU27 lifelong learning rate that was 9,7% in 2007 and 9,6% in 2008 respectively.

· The ratio of early school leavers (% of 18-24 years old) was 13,2% in 2008 compared to 12,6% in 2007. Despite the progress Cyprus has made in the gradual reduction of the ratio since 2000 (18,5%) to 13,2% in 2008 the early school leavers ratio for Cyprus remains higher than the EES target of 10% by 2010. However in the case of Cyprus this indicator is not reliable because of the estimation method used
. 

· The youth educational attainment measured by the percentage of graduates who completed the upper secondary education level (% of 20-24 years old) was 85,1% in 2008 compared to 85,8% in 2007 and is much higher than the EU27 average which was 78,5%. The Cyprus educational attainment has also exceeded the EES target of 85% by 2010 (Statistics of Education, 2007/2008).

· The net participation rate in education of young persons (% of 12-17 years old) is estimated at 96% in 2007 (Statistics of Education, 2007/2008) compared to 95% in 2006.

· The flow of upper secondary education graduates to tertiary education was 80% (36% in Cyprus and 44% abroad) in 2007 compared to 82% in 2006.

· The percentage of the last grade students of compulsory education (15 years old) who continue their studies to upper secondary education was 98,9% in 2007 (86% in secondary education and 12,9% in technical/vocational education).

· Participation in the apprenticeship scheme is low, estimated at 0,9% of the total upper secondary education population in 2007/2008.

8.1.4.2 Improvement of the monitoring/coordinating/advisory mechanism

For improving the monitoring/coordinating/advisory mechanism in the implementation of the CyLLS the following actions were promoted during the period October 2008-October 2009: 

· Identification of the state of play, and carrying out of the first monitoring and grouping of the on-going lifelong learning measures under the four strategic priority axes of the strategy. The process that was carried through provided the means for assessing the relevance of the promoted lifelong learning measures with the objectives and priority axis of the Strategy, which is an important evaluation yardstick. 

· Holding of a broad meeting of the National Lifelong Learning Committee last February as well as two meetings of the Technical committee last April and last September, which dealt with the examination of ways for increasing the effectiveness of the operating mechanisms of the two committees.  
· Carrying out of the still on–going countrywide campaign for "Raising awareness of lifelong learning strategies" that is being co-financed by the EU Commission. The campaign includes, amongst others, dissemination of printing material to schools, universities and all households, organizing of five countrywide regional conferences and mass media campaigns, the conduction of the first Annual CyLLS Progress Report etc. On the basis of the results of the on–going raising of awareness campaign, efforts will continuing beyond 2009, to embed the crucial role of lifelong learning on their employability and social inclusion in a knowledge based society and economy. 

· A scientific evaluation of the Implementation of CyLLS will be conducting, in 2010 focusing on (i) the level of the operating mechanisms of the two Committees which are the driving force for the implementation of the strategy, (ii) the level of the promotion of the measures themselves and (iii) the level of the competent authorities involved in LLL (most probably in the form of a general self assessment). 

At this point it has to be clarified that the implementation cost of the lifelong learning measures (including those to be financed by the ESF) is covered by the competent authorities´ budgets (Ministries/Services/Organisations Budget). The estimated financial contribution for actions in the field of education and training through the European Social Fund, is approximately €85 mln, comprising 71% of the operational Programme “Employment, Human Capital and Social Cohesion” for the period 2007-2013.
NOTE: The rest of the developments in the fields of lifelong learning concerning vocational education and training and the new modern apprenticeship are being outlined in paragraph 8.5 “Challenge:  Develop Human Capital Further, as well as in most other priorities of this chapter.  

8.2 
Maintain high rates of increase of labour supply, particularly by raising old-aged and female participation rates, and reduce gender inequality

“Promote a lifecycle approach to work” (Guideline 18)

8.2.1 Policy Priority: Increasing female participation
8.2.1.1 Continuation of the scheme for the encouragement, strengthening and reinforcement of women’s entrepreneurship (MICT): The scheme will be implemented in the programming period 2007-2013 with a total budget of €5 mln and will be co-financed by the ESF. Two calls for participation are scheduled for the period 2007-2013. The first call for participations to the program, with a budget of €2,5 mln was announced in February 2008 and expired in May 2008. The applications were examined and 89 proposals entered the program for €3.127.414. 

8.2.1.2 New measure: Continuation of the scheme for the promotion of training and employability of economically inactive women, co-financed by the ESF (HRDA): The Scheme, which aims to provide vocational training opportunities in accordance with the needs and demands of the labour market as well as organised practical experience to inactive women, in order to significantly improve their potential in entering/re-entering the labour market, is planned to be organised and implemented over the period 2007–2013. The HRDA, as the designated beneficiary of this ESF co-financed Scheme, is in the process of launching a tender procedure for selecting the contractors who will undertake the implementation of the Scheme in accordance with the tender specifications. The target for participation in the Scheme over the period 2007-2013 is 1.500 inactive women.
The measure has been completed for the period 2006-2008. The target for participation in the Scheme over the period 2006-2008 was 800 women, approximately 200 for placements and 600 for participation in training programmes. The Scheme was implemented with a total of 782 women beneficiaries out of which 233 were for placements and 549 for the participation in training programmes. 

8.2.1.3 Continuation of the Grants in aid scheme to NGOs and local communities for the development of family support services (SWS): The Grants-in-Aid Scheme continued to be implemented with expenditure in 2008 reaching €8.063.823 and a budget of €7.830.000 for 2009. During 2008, grants were provided for the operation of 292 services, i.e.: 55 day-care centres for children of pre-school age, 55 centres for school-aged children, 52 programmes for people with special needs, 88 services for older persons and 42 services for other vulnerable groups of the population. Grants for 2009 have so far been provided for the operation of 286 services, i.e.: 57 day-care centres for children of pre-school age, 60 centres for school-aged children, 47 programmes for people with special needs, 82 services for older persons and 40 services for other vulnerable groups of the population.
8.2.1.4 Expansion and improvement of care services for children, the elderly, the disabled and other dependants, co-financed by the ESF (SWS): During the period 2007 - June 2009, grants co-financed by the ESF were provided to 31 care programmes developed through partnerships between NGOs and local authorities.  During this period, 161 work positions were created to cover the needs of the programmes and 660 women benefited from care facilities. A study on the role of local authorities in the promotion of care policies for the reconciliation of work and family life was completed. The full implementation of the measure was completed in June 2009.

8.2.1.5 New measure: Scheme for the promotion of care services within the framework of reconciling work and family life, proposed for co-financing by the ESF under the new programming period 2007-2013 (SWS): The Social Welfare Services are awaiting approval for a proposal submitted, under the programming period 2007-2013, to the Structural Funds, for co-financing a new Project for the promotion of care services within the framework of reconciling work and family life. This Project is based on two pillars. The first concerns the subsidisation of care for pre-school age children whose mothers face difficulties entering the labour market. The second concerns the subsidisation of care for the elderly and people with disabilities.

8.2.1.6 New measure: Carrying out a study on long-term care with a view to implementing suitable policies and measures including improvement of home-care services provided to older persons (SWS):  Tenders have been invited for the preparation of the study. The Social Welfare Services are currently in the process of evaluating the responses.

8.2.1.7 New measure: Promotion of a dialogue with local authorities in order to develop closer cooperation and strengthen structures of social care (SWS): A dialogue with local authorities has been promoted with a view to developing programmes aiming at supporting vulnerable groups of the population, especially elderly persons, young people, working mothers, persons with special needs and the unemployed. To this end, a provision of €650.000 has been included in the 2009 budget for funding the cooperation of local authorities and not-for-profit voluntary organisations.

8.2.1.8 Implementation of a measure, co-financed by the ESF, in the current programming period under the Community Initiative EQUAL, aiming at the reconciliation of family and professional life (PB): This measure included three projects, i.e. “Open Doors”, “Pandora” and “New Routes for Women Employment”. The measure was fully implemented in December 2008 for the projects “Open Doors”, and “New Routes for Women Employment”. 
8.2.2 Policy Priority: Promote Gender Equality 

8.2.2.1 Implementation of the National Action Plan for Gender Equality (NAPE): The National Machinery for Women’s Rights (NMWR) gives emphasis to the implementation of the NAPE and special subcommittees have been set up for this purpose. The subcommittee for “Women and the Economy”, is responsible for promoting women’s rights in this area, and organized a seminar in November 2008 about Gender Budgeting, in which representatives from the Ministry of Finance and public officers from other Ministries, responsible for the preparation of the state budget, participated. 

The NMWR organized a seminar entitled “Women with Disabilities and Chronic Diseases” in March 2009, through the subcommittee for “Vulnerable Groups of Women”. Representatives of the Ministry of Labour and Social Insurance and NGOs that deal with this issue participated in the seminar. 

The subcommittee for “Equality in Employment” has launched an informative campaign for women in rural areas, that aims at informing them about their rights and about legislation that ensures equality in employment. Several seminars were organized in 2008, and three more are scheduled in 2009. The subcommittee plans to include the issue of pay gap in its future activities. The NMWR, through this subcommittee, has published a leaflet about gender equality in employment and vocational training, which is widely disseminated. The amount of €180.000 is included in the 2009 NMWR budget, for the implementation of the NAPE.
8.2.2.2 Annual Increase of the public funds allocated to NGOs from the budget of the National Machinery for Women’s Rights to promote and implement gender equality programmes: The NMWR gives annual funding to women’s organizations for covering operational expenses. The NMWR also funds specialized programs undertaken by NGOs that promote equality. Through the NMWR budget, priority is given for the subsidization of NGOs implementing measures and actions included in the NAPE. The annual funding provided to NGOs that are members of the NMWR, was doubled, from €8.545 in 2007, to €17.090 in 2008. The Budget of the NMWR for funding programs of NGOs that promote equality has also increased, from €150.000 in 2007, to €154.000 in 2008, and to €170.000 in 2009. The total amount available for funding in the Budget of the NMWR is €596.000 in 2009 whereas it was €500.000 in 2008 and €430.000 in 2007. 

8.2.2.3 New measure: Implementation of a set of measures aiming at reducing the gender pay gap, and promotion of awareness raising activities and organisation of training seminars to enhance the Equality Inspectors’ skills and knowledge of the gender equality legislation with an in depth analysis of the provision of the laws (DLR): Drawing on the results of the study “Analysis of the Gender Pay Gap in Cyprus and Practical Suggestions for Reducing the Gap”, the Ministry of Labour and Social Insurance prepared a comprehensive proposal of measures aiming at addressing the causes of the gap, as they were identified in the above mentioned study, and aiming at actually reducing the gender pay gap in the long-term. The proposal consists of a broad mix of measures, and includes specialised training programmes for inspectors, with the purpose of establishing an effective inspection mechanism for the enforcement of equal pay legislation, financing equality schemes of enterprises, the establishment of a gender equality Certification Body, training programmes for trade unions and employers associations representatives, as well as measures for eliminating occupational and sectoral segregation which include interventions in education issues. Lastly, the proposal includes campaigns for raising awareness on equal pay and also the development of manuals, guides, self-assessment tools, codes of practice and job evaluation tools for managers/human resource professionals.

The Ministry of Labour and Social Insurance is currently in a discussion with the Ministry of Education and Culture regarding the implementation of measures included in the proposal which specifically aim at eliminating occupational and sectoral segregation and which include interventions in education issues (such as specialised training programmes for primary and secondary education teachers, and careers advice professionals providing occupational guidance in schools). As soon as implementation details of these measures are finalised, efforts will be made for the proposed Project to be co-financed by the European Social Fund. 

8.2.2.4 New Measure: Preparation and distribution of informative leaflets entitled “Sexual Harassment in the Workplace”, a Code of Good Practice for Pregnant Women at Work, informative leaflets on the rights of victims of discrimination on the grounds of age, sexual orientation, race and ethnic origin, religion and belief and a Guide for Combating Age discrimination.

The informative leaflets entitled “Sexual Harassment in the Workplace” and the Guide entitled “Pregnancy and Equal Treatment in Employment and Vocational Training” have been distributed to the social partners, as well as the regional Labour Offices in Larnaca, Nicosia, Limassol and Paphos and are available to the public. The same applies for the informative leaflet on the provisions of Law 58(I)/2004, which deals with discrimination on the grounds of age, sexual orientation, race and ethnic origin, religion and belief. In September 2009, the Guide for non-discrimination in the workplace, on the grounds of age was also ready for distribution to the public and the social partners.

8.2.3 Policy Priority: Promote Active Ageing
8.2.3.1 Increase of the retirement age in the broader public sector from currently 60 to 63 years: Most of the semi-public organizations in the broader public sector have already increased the retirement age from 60 to 63 years. In those few remaining to increase it, not much has been done during the reference period. 

8.2.4 Policy Priority: Build Employment Pathways for Young People
8.2.4.1 Scheme for the promotion of training and employability of young secondary educa​tion school graduates, co-financed by the ESF: The HRDA has proceeded with the implementation of the Scheme.  The target for participation in the Scheme over the period 2006-2008 was 550 persons, approximately 200 graduates for placements and 350 graduates for participation in training programmes. A total of 98 young secondary education school graduates (29 for placements and 69 for participation in training programmes) participated in the Scheme despite the strong efforts made by the HRDA to attract additional beneficiaries. 68,4% of the young secondary education school graduates who participated in the Scheme were women. The Scheme was fully implemented in 2008.
8.2.4.2 Continuation of the Scheme for youth entrepreneurship providing government grants with a view to fostering youth entrepreneurship: The scheme will be implemented in the programming period 2007-2013 with a total budget of €6 mln and will be co-financed by the ESF. Two calls for participation are scheduled for the period 2007-2013. The first call for participations to the program, with a budget of €3 mln was announced in February 2008 and expired in May 2008. The applications were examined and the results were announced in a special ceremony in October 2009. 

8.2.4.3 Measure in response to the crisis: Job placement and training of unemployed tertiary education graduates: The aim of this Scheme is both to strengthen the management capacity of enterprises and to create employment opportunities for young tertiary education graduates through the provision of incentives to enterprises to provide employment, practical training and work experience to graduates. Subsidies are provided to employers for the delivery of in-house training programmes to young graduates (6 or 12 months duration). The in-house training of graduates is enhanced by the participation in other training courses, aiming at specializing and fulfilling their knowledge.
8.2.5 Policy Priority: Build Employment Pathways for the Unemployed 

8.2.5.1 New measure: Continuation of the Scheme for the promotion of training and employability of the unemployed, co-financed by the ESF: The scheme is enriched in order to include actions regarding the promotion of training and employability of young secondary education school graduates and the enhancement of computer literacy of the unemployed. 
The Scheme, which aims to provide vocational training opportunities in accordance with the needs and demands of the labour market as well as to provide organised practical experience to unemployed persons to significantly improve their potential in entering/re-entering the labour market, is planned to be organised and implemented over the period 2007 – 2013. The HRDA, as the designated Beneficiary of this ESF co-financed Scheme, is in the process of launching a tender procedure for selecting the contractors who will undertake the implementation of the Scheme in accordance with the tender specifications. The target for participation in the Scheme over the period 2007-2013 is 2.200 persons.
The Scheme was fully implemented for the period 2006-2008 with a total of 800 unemployed beneficiaries, out of which 216 were for placements and 584 were for participation in training programmes. It is worth mentioning that 86,3% of the unemployed participants were women. The target for participation in the Scheme over the period 2006-2008 was 700 persons (200 for placements and 500 for participation in training programmes). 
8.2.5.2 Measure in response to the crisis: Promoting a scheme to provide incentives to private sector employers, co-financed from the ESF (DL), for the employment of unemployed people: The Scheme’s purpose is to mitigate the impact of the economic crisis in the labour market, to stimulate demand and economic activity, to create new jobs, to promote the social rehabilitation of the unemployed and to support with greater intense, several economic sectors. The target of the Scheme is 1670 persons for a period of 6 months and with a budget of €6 mln.
8.2.5.3 Measure in response to the crisis: Promotion of Training programmes for upgrading the skills of unemployed persons in order to increase their employability, in accordance with identified needs in the labour market: HRDA, in partnership with PES and Training Institutions organise upgrading training programmes for persons who became unemployed as a result of the recession. These programmes cover both basic horizontal skills (e.g. information technology (IT) skills, language competencies and health and safety issues) and technical skills, giving them the opportunity to enrich their existing skills or be retrained and qualify for jobs that demand these skills (examples are training programmes in the maintenance of hotel electromechanical equipment, specialized welding and specialised cuisine skills). Participants are entitled to a training allowance, besides the unemployment benefit.  
8.2.5.4 Measure in response to the crisis: Accelerated initial training programmes for newcomers and other unemployed persons in occupations which are in demand: These programmes aim at providing theoretical and practical training in occupations which are currently in demand, have a duration of 16-24 weeks and are offered free of charge to persons who want to embark on a career in such occupations. The participants receive training allowance from HRDA. During the first half of 2009, training programmes were implemented for the following occupations: Plumbers, Refrigeration and Air-conditioning Technicians, Electricians for buildings, Aluminium Technicians and Cooks. 

8.2.5.5 Measure in response to the crisis: Promotion of a new emergency scheme for supporting employment through the provision of individualized training to unemployed persons (1st of October 2009): The aim of the Scheme is the individualized training and employment of unemployed persons to fill vacancies reported and/or replacement of foreigners from third countries. The Plan promotes the employment of people who have received previous training through other programs. For the implementation of the Scheme a partnership has been established and includes the HRDA (coordinator), the Department of Labour the Cyprus Productivity Center and the Higher Hotel Institute. For each newly recruited unemployed a customized training is designed and implemented for a period of 3 or 6 months depending on previous training and experience in relation to the job.
8.2.5.6 Measure in response to the crisis: Intensification of support provided by the Public Employment Services (PES): Since October 2008 as a result of the global economic crisis there has been a gradual increase of the number of registered unemployed at the Public Employment Services (an increase of 6% in the first six months of 2009). To address this situation PES actions focused on one hand on speeding up referrals of unemployed to vacant posts and on the other hand on providing special support to unemployed persons from the sectors which have been affected by the crisis (mainly construction, tourism and trade), in the form of counseling and referrals to training programmes, with the aim of facilitating job transitions. The modernization of PES in the period 2006-2008 with ESF funding which included the geographical dispersion of local offices, the introduction of individualized approach, the use of new methodological tools and the strengthening with additional specialised human resources, proved most beneficial in managing the increase in demand. 
8.3 Increase  Flexibility in the Labour Market

8.3.1 Policy Priority: Prevention of redundancies (temporary measure)

8.3.1.1 Measure in response to the crisis: The promotion of a new scheme is underway, which will aim at the prevention of redundancies through the provision of government grants (the scheme is currently being designed).
8.3.1.2 Measure in response to the crisis: In-company/On-the-job training programmes for employees who are faced with the risk of lay-offs, as a preventive measure against unemployment, at the same time helping them to achieve vocational qualifications: Employers are assisted to retain their employees instead of laying them off, by utilizing their idle time through training that meets their specialized needs. Subsidies are provided by the HDRA for the eligible costs of the employers, including wages of the participants for the duration of the training. These in-house training programmes focus on the sectors of the economy, which are mostly affected by the economic recession and where the possibility of employee lay-offs is imminent, such as Hotel and Catering, Retail Trade and Construction. The content of training is determined by enterprises based on their needs and is delivered according to training specifications approved by HRDA.
8.3.2 Policy Priority: Support for short-term working and temporary layoffs
8.3.2.1 Measure in response to the crisis: Promotion of training for persons employed in hotels which interrupt their operation during the winter period: Under this new Scheme companies in the hotel industry that have temporarily suspended their operation (partially or wholly) will have the opportunity to place their employees in training programmes and while the employee is under training the employers will receive government grants to cover the salary cost. The Scheme will start during the coming low tourist season (October – March) and will operate within the framework of an existing Scheme, which provides incentives to employers in the hotel industry to temporarily suspend the employment of their employees instead of laying them off (subsidizing 55% of the monthly salary from the Social Insurance Unemployment Fund). The overall estimated budget of the Scheme is €1.142.000 for the period 2009-2013 and it will be financed both from the ESF and from national funds. 

8.3.3 
Policy Priority: Enhancement and Modernisation of the Public Employment Services-PES
“Improve matching of labour market needs” (Guideline 20)

8.3.3.1 Development of PES network, partly co-financed by the ESF: Following the decision of the Commission to extend the Programming Period 2004-2006 until the end of June 2009, the completion of the project “Development of the PES Network” was extended. 

The achieved results by the end of June 2009 were as follows:

	1.
	Number of persons or unemployed who have used the new infrastructures/services
	47.552

	2.
	Number of persons who have been placed in jobs
	5.385

	3.
	Number of employers who have used the new infrastructures/services 
	7.024

	4.
	Percentage of persons who have been placed in jobs through the utilisation of  the new infrastructures/services
	12,27%


The total expenditure for the execution of the above project amounted to €8.336.286. The five axes of the relevant measure are shown below with their corresponding activities:

(a) Operation of new Local Employment Offices: Before the end of 2008, the development of the PES network was completed by setting into operation the tenth and last Local Labour Office in the Eastern Limassol area.

(b) Training and awareness building programmes: The ex-post evaluation of the training programme of PES staff was completed and the relevant report was submitted along with proposals for an evaluation guide for future training programmes. In the same period, the educational seminars on the strengthening of the involvement of the local authorities and workers’/employers’ organisations in the promotion of employment at local level were also completed.

(c) Provision of Services to the unemployed: The specially trained employment counsellors continued to provide career guidance to unemployed and individualised counselling services, work placement and referrals to training and work experience programmes. 
(d) Commission of studies: A study on the modernisation of the legal framework governing the operation of Private Employment Agencies was completed by the end of 2008. 
(e) Dissemination of project actions and results: The publicity activities of the Project activities/actions/achievements were carried out and completed by the end of 2008. 
8.3.3.2 New measure: Further Enhancement of the Public Employment Service (PES)

The new measures which have already been designed for implementation within the new Programming period 2007-2013, aiming at the further enhancement of the Cyprus PES, concern the following:

· The development, accreditation and implementation of a quality system regarding the services provided by the Cyprus PES.

· The design of a proper code of practices regarding the operation of the Private Employment Agencies and the training of the people involved.
· The strengthening and reinforcement of the Employment Observatory of the PES.
· The training of the PES staff.
· The creation of two additional local offices.
· The strengthening of the ability of PES to deliver its services to the most vulnerable by buying services from the private sector.

The above mentioned measures will be financed by the Republic of Cyprus and the European Social Fund (ESF). 

8.3.3.3 Upgrading of the existing Candidate Placement System (CPS):  The development and upgrading of the system by the external IT advisor was completed and put in operation at the end of 2008. The total funds for this particular project for the whole programming period amounted to €1.232.345. A publicity campaign on the launching of the new web-based computerised system of the PES (CPS) was carried out. The campaign included the production of a TV spot and the circulation of an informative leaflet through all daily newspapers to the public.
8.3.4 Policy Priority: Promotion of Flexible Employment

“Ensure inclusive labour markets, enhance work attractiveness, and make work pay for job-seekers, including disadvantaged people, and the inactive” (Guideline 19)

8.3.4.1 Action aiming at the promotion of flexible forms of employment, co-financed by the ESF:  (CPC) This measure was a pilot subsidy scheme aiming at the promotion of flexible forms of employment in order to attract unemployed or economically inactive women to the labour market.The measure was completed in June 2009.

8.3.4.2 New measure: Subsidy Scheme for attracting people in the labour market through flexible forms of employment (CPC): Subsidy scheme for the promotion of flexible forms of employment, for attracting and assisting economically inactive persons and persons who need flexibility for family reasons to remain in the labour market. The scheme will be launched by the end of 2009 and will be co-financed from the ESF under the Programming Period 2007-2013.
8.3.4.3 New measure: Subsidy scheme addressing companies/organizations in order to develop and apply within their company/organization integrated flexicurity policies. (CPC) This subsidy scheme will be addressing companies/organizations in order to develop and apply within their company/organization integrated flexicurity policies. It will be launched by the end of 2010. The scheme will be co-financed from the ESF in the Programming Period 2007-2013. 
8.3.5 Policy priority: Reviewing tax and benefit system to make work pay

“Ensure inclusive labour markets, enhance work attractiveness, and make work pay for job-seekers, including disadvantaged people, and the inactive” (Guideline 19)

8.3.5.1 Reforming Labour Income Taxation: Since the last increase of the tax-free income to €19.500 from €18.500 in 1.1.2008, no other changes have been made.

8.3.5.2 Reform measures for welfare-related benefits: On the 1st of July 2008 public assistance for basic needs was increased by 12% and on the 1st of July 2009 was further increased by 6,34%. The public assistance recipient is granted €452 monthly, additional €226 for every dependent above the age of 14 and further €135,6 for a dependent below the age of 14.
8.3.5.3 Increasing Minimum Wage: Through the minimum wage revision in 2008 the minimum wage was increased to reach 50% of the national median wage whereas the Minimum Wage Order was expanded in 1.7.2008 to include two more occupational categories, security guards and employees with sanitation and caring duties. The minimum wage was further increased in 2009, the starting monthly wage being revised to €791 (compared to €743 in 2008), while the minimum monthly wage for employees who have completed a six month period of employment at the same employer, was revised to €840, compared to €789 in 2008 (an increase of 6,5% in each case). 

(See also Macroeconomic Challenges, paragraph 1.8).
8.3.6 Policy Priority: Further promotion of adaptability of workers and enterprises

“Promote flexibility combined with employment security and reduce labour market segmentation, having due regard to the role of the social partners” (Guideline 21)
8.3.6.1 New measure: Continuation of the scheme for the Enhancement of the Competitiveness in Micro enterprises employing 1-4 persons, co-financed by the ESF (HRDA): The Scheme, which aims to provide focused training services to enhance the competitiveness of micro enterprises is planned to be organised and implemented over the period 2007 – 2013.

The HRDA, as the designated Beneficiary of this ESF co-financed Scheme, is in the process of launching a tender procedure for selecting the contractors who will undertake the implementation of the Scheme in accordance with the tender specifications.
The target for participation in the Scheme over the period 2007-2013 is 1.200 micro enterprises.
8.3.6.2 Research project on the utilization of human resources aiming at the identification of factors and synergies of factors which exercise an influence on the effective utilization of human resources in the Cyprus labour market (CPC): The project comes under the government’s strategic goal to increase labour productivity to reach EU27 average by 2013 (according to 2008 Eurostat data labour productivity in Cyprus was 86,3 in relation to the EU27 average=100),started in May 2008 and is expected to be completed in December 2009. The results of the analysis of both primary and secondary data on the utilization of human resources will support the development of new measures to improve the utilization of human resources in Cyprus.
8.3.6.3 Promotion of a scheme for training new-entrants in the labour market on health and safety at work (CPC): The original scheme has been revised and was launched in July 2009. 

8.3.6.4 Continuation of the scheme to facilitate the shift from low productivity jobs to high productivity jobs, co-financed by the ESF (CPC): The scheme is part of the National Productivity Programme. The first call for proposals was announced in May 2009 with a budget of €1 million. The scheme provides for subsidies to enterprises to develop, design and implement a business plan for improving their productivity by replacing low with high productivity jobs. The scheme has been approved for co-financing by the ESF. The deadline for submitting the proposals was the end of September 2009 and over 60 proposals have been submitted. The implementation of the business plans by the enterprises is expected to start in December 2009. 
8.3.6.5 New measure: Launching of the “e-Volve” project (previously named “go on line”) (CPC): A training scheme for companies and organizations designed to provide them with the necessary support in order to improve the level of their e-Learning, e-Government and e-Business skills. This scheme became operational in September 2009.

8.3.6.6 New measure: Scheme for the Improvement of Productivity in SMEs employing 
5-249 persons, co-financed by the ESF (HRDA): The Scheme, which aims to provide focused training services to enhance the HR investments and improve the productivity in SMEs, is planned to be organised and implemented over the period 2007 – 2013.
The HRDA, as the designated Beneficiary of this ESF co-financed Scheme is in the process of launching a tender procedure for selecting the contractors who will undertake the implementation of the Scheme in accordance with the tender specifications.

The target for participation in the Scheme over the period 2007-2013 is 250 SMEs. 
8.3.7 Policy Priority: Ongoing Assessment of Labour Market Needs 
“Improve matching of labour market needs” (Guideline 20)

8.3.7.1 Undertaking of three studies on long-term employment in the Cyprus Economy 2008-2018 and of annual investigations for the identification of initial training needs, with the involvement of the social partners (HRDA):
(a) Employment Forecasts in the Cyprus Economy 2008-2018: The study was completed in 2008. Employment forecasts have been provided for 43 selected economic sectors and for 27 selected occupational groups for the period 2008-2018.  

(b) Forecasts of Employment Needs in High Level Occupations in Cyprus 2008-2018: The study was completed in 2008. Employment prospects have been provided for 104 higher-level occupations for the period 2008-2018.  

(c) Forecasts of Employment Needs in Medium Level Occupations in Cyprus 2008-2018: The study was completed in 2008. Employment prospects have been provided for 90 middle-level occupations for the period 2008-2018.  

These 10-year employment forecasts, which are planned to be carried out on a regular basis every 3 years, constitute a useful guide for the formulation of appropriate policy responses by the HRDA, government ministries as well as the social partners. Moreover, they serve as a useful tool for the provision of vocational guidance in schools and for informing parents and students on the employment situation forecasts in Cyprus.

8.3.7.2 Undertaking annual investigations for the identification of initial training needs with the involvement of the social partners (HRDA): The annual investigation for identifying the initial training needs for 2010 was completed in May 2009.  The findings of the annual investigations are utilised by the HRDA every year in order to arrive at policy decisions for the promotion of appropriate initial training programmes for the next year.  Dissemination to the public is achieved via the website of the HRDA.

8.3.7.3 New measure: Comprehensive System for Evaluating the Human Resource Development Authority’s (HRDA) impact on the Cyprus Economy (HRDA): In 2008, the HRDA launched a tender procedure and selected external consultants with the assigned task to design a Comprehensive System for Evaluating the HRDA’s impact on the Cyprus Economy by the end of 2009. 
8.4 Orderly Management of Foreign Workers Issues to Serve the Economic and Social Needs of the Country 

Inventory of progress

8.4.1 Policy Priority: Management of foreign workers

“Improve matching of labour market needs through appropriate management of economic migration” (Guideline 20)

8.4.1.1 Measure in response to the crisis: Setting up of an inspection mechanism for fighting illegal employment: Creation of inspectors’ teams in all districts consisting of Inspectors from the Departments of Labour, the Department of Industrial Relations and Social Security Services in order to combat illegal employment
8.4.1.2 Evaluation and revision of the strategy for the effective management of foreign workers’ issues: The strategy for the effective management of the employment of foreign workers, covering the period 2007-2008 was evaluated at the end of the period, early 2009. A revised policy paper was prepared, presented and approved by the social partners. The revision of the strategy involved the revision of the upper quotas down for the number of foreign workers employed taking into consideration the increase in unemployment and in the availability of local labour force especially in the sectors of construction, manufacturing and trade.          
8.4.1.3 Preparation of a new immigration law providing a comprehensive framework for immigration policy (MOI): Ιn 2009, the Aliens and Immigration Law was amended as to transpose into national legislation the Directive 2005/71/EC of 12.10.2005 on a specific procedure for admitting third-country nationals for the purposes of scientific research. The Aliens Immigration (amended) Law of 2009 (L. 29(I)/2009) came into force on 3.04.2009.

8.4.1.4 New measure: Establishment of a policy framework and design of an action plan for the integration of migrants in the Cypriot society (MOI): 
Under this action plan the following actions will be implemented in the period 2009-2010:
· Employment of interpreters in public schools in order to develop communication trails and better relations between Third Country Nationals (TCN) families and the school society. 
· Organisation of special classes for teaching the Greek language for TCN students who face difficulties in communication and understanding of the Greek language.

· Publication of an information guide for TCN students and their parents in five languages with basic information for TCN students and parents concerning the Cypriot educational system, children’s study prospects and choices, pupils’ rights and responsibilities and other useful information. 
· Organisation of examinations for TCNs to certify their level of competency in Greek language. 
· Investigation of attitudes and perceptions of Cypriot citizens regarding immigrants from third countries.
· Gathering of statistical data concerning TCNs residing in Cyprus.
· Organisation of training seminars, specifically for teachers, including special training seminars on intercultural education and teaching of Greek as a second or foreign language as well as training seminars for social workers.

· Organisation of a Mediterranean Forum for the exchange of views, best practices and new approaches on integration, regarding sectors like education, labour market, society as a whole, raising public awareness, etc.
· Organisation of summer camps in which 50% of the participants will be young TCNs (under 16) and the other 50% will be young locals. Moreover, meetings and interaction between children´s parents will be encouraged.

· Development of valid and reliable diagnostic tools for learning Greek, in order to conduct research to ascertain the language levels of pupils. 

· Development of reliable indicators and methods to evaluate the efficiency and effectiveness of the measures taken to integrate third-country nationals into Cypriot society.

· Organisation of training seminars, for teachers of Counselling and Professional Education and teachers of various educational sectors, including special training seminars on intercultural education and counseling.

· Organisation of training seminars and/or programmes for intercultural training and development of capacity to handle diversity targeted at public officials who come into daily contact with issues concerning the integration of TCNs. 

· Establishment of multilateral networks with Mediterranean countries, involving national level stakeholders to exchange information and best practices on organisational structures for integration and diversity management, models of cooperation between the public stakeholders, pool resources, implementation of joint capacity building of staff of public services from several countries through seminars, congresses etc.

8.5 Further Development of Human Capital

Inventory of progress

8.5.1 Policy Priority: Continuous Improvement of the Quality and Flexibility of the Educational System
“Adapt education and training systems in response to new competence requirements” (Guideline 24)

8.5.1.1 New measure: Establishment of Cyprus Quality Assurance and Accreditation Agency for Higher Education: The Council of Ministers has indicated the political will to proceed with the establishment of a Cyprus Quality Assurance and Accreditation Agency for Higher Education with its decision No. 66.010 dated 5.9.2007. Following this decision, a draft legislative degree has been prepared and is currently under discussion with the relevant stakeholders. A final draft of the degree will be submitted to the House of Parliament for approval. The aim of this Agency is to promote quality assurance and safeguard accountability for both public and private HEIs through various measures which should include external accreditation and development of internal quality culture based on the ENQA Standards and Guidelines and European Agreements on collaboration for Quality Assurance.

This new body is expected to absorb the functions of SEKAP (Council for the Educational Evaluation-Accreditation of Programmes of Study) and KYSATS (Cyprus Council for the Recognition of Higher Education Qualifications) and carry out the evaluation of all public and private higher education institutions operating in Cyprus.
8.5.1.2 The Process of Educational Reform: The ongoing educational reform represents the main educational policy of the Government. It is an effort for a comprehensive introduction of reforms and innovations at all levels and aspects of the educational system. Several measures have been adopted so far, nevertheless much more remains to be done. During the last year the following measures were taken: 

· Development of a new curriculum: For the development of the new curriculum, the Government has appointed a Committee of Experts which has prepared its recommendations bearing in mind the stakeholders’ contributions who participated in the dialogue. Twenty different committees were set up in February 2009 to prepare the new curriculum for each school subject. Academics as well as teachers/practioners participate in this process and is expected that by autumn 2009 the new curriculum will be ready. For the school year 2009/2010 the new curriculum will be piloted in a number of schools and the following school year will be introduced in all schools around the island.

· Introduction of programmes for talented students in Upper Secondary Education: The Music School and Sports School were introduced three years ago in order to maximize the potential of talented students. Two Sports schools operate as “all day” schools, with an extension of school hours and a redesigned school programme so as to integrate additional sports training and lessons for the talented students. Two Music schools are currently operating during the afternoon (after regular school hours). Within the context of educational reform the MOEC is planning the expansion of the two programmes to cover talented students in Lower Secondary Education.

· Zones of Educational Priority: The Ministry of Education and Culture in its effort to promote tolerance and dialogue and in order to eliminate stereotypes through education has set in place the programme for Zones of Educational Priority (ZEP). A fourth ZEP was established, during the current school year 2008/2009, in the town of Larnaca. The Governments Agenda for educational reform incorporates the extension of the Zones of Educational Priority from the existing 4 to 8 in the near future.

· The restructure of the Cyprus Pedagogical Institute and the establishment of a new Centre of Educational Research and Evaluation (CERE): The aim is to further upgrade the quality of the in-service training of teachers and to carry out more and deeper applied research into educational issues and practices as well as objective evaluation of education programmes, to be used as a basis for the formulation and implementation of evidence-based education policy. A major objective of this Decision is to enhance the support of schools and teachers in order to ensure that all young people leaving initial education and training have developed key competences to a level that equips them for adult life.

· Training of Teachers: The radical improvement of the quality of teaching through teacher training is one of the key objectives of the Educational Reform Programme. Within this context, the pre-service training of secondary school teachers, which was carried out by the Cyprus Pedagogical Institute, has been upgraded and assigned to the University of Cyprus. Furthermore, a comprehensive strategy for in-service training of teachers, including VET teachers and trainers, has been adopted. This strategy provides for the systematic identification of training needs and planning of specific programmes to address these needs for upgrading the skills of teachers at various stages of their career, keeping them at the fore front of technological and educational developments and compensating for any weakness they may exhibit. The strategy promulgates a combination of institutional and school-based variety forms of training aiming at a balance between theoretical and practical training. In addition to the in-service training programmes already carried out by the Cyprus Pedagogical Institute, in the context of the new strategy, a novel programme has been introduced for on-the job training, mentoring and assistance of newly appointed teachers. As of October 2008, an induction programme for new teachers is being offered with the aim to facilitate their smooth integration into the education system. The context of the programme is closely related to the key competences such as implementing new technologies within instructional methodology. A platform and a portal have been established for the provision of distance learning. Teaching materials for the use of ICT in the teaching-learning process have been developed. In-service training has been offered to teachers who act as multipliers in schools for implementing the use of ICT in the learning process.

· All Day schools: A new framework for the operation of “All-Day” primary schools is under study. The new framework for the school year 2009/2010 is based on the conclusions of the Evaluation Committee and the remarks made by the Ministry of Education and Culture during the three year piloting implementation of the programme. Specifically, the new framework for the operation of the programme is focused on the following pleats, aiming at the improvement and upgrading of the programme: a) Curriculum, b) Training of Educators, c) Time Table, d) Interests, e) English language, f) Homework, g) Hiring Educators h) Motivation of Teachers, i) Feeding of students and j) Infrastructure. The second phase of the piloted implementation of the programme will be completed at the end of the school year 2009/2010 and it will be evaluated by the committee set, including all stakeholders. 

· New evaluation system for school work and teachers: The Ministry has prepared a proposal for the introduction of a new system for the evaluation of school work and teachers. The new system provides, among others, for the adoption of a participative approach to evaluation, the introduction of school internal evaluation,  the introduction of a system for the professional development of teachers linked with their evaluation,  the establishment of an Academy of Education Leaders for the adequate preparation of heads, inspectors and other education officials, the reform of career ladders, adequate emphasis on both formative and summative evaluation, and the introduction of specific evaluation criteria. The proposal has been sent to all stakeholders participating in the dialogue for the reform of the education system. Discussions, initially with the teachers’ unions, will begin soon in order to reach consensus on the new system.

8.5.1.3 Implementation of an action aiming at introducing modern technology in education, co-financed by the ESF (MOEC): The program aims at reforming the curricula of all subjects with activities using ICT, providing schools with suitable ICT equipment and completing the infrastructure installations. The Ministry of Education and Culture has obtained ready – made software for the needs of some of the subjects taught at the Lyceum and Technical/Vocational level and started the procedure to obtain e-learning software for these subjects. The implementation of the LAN cabling of 20 schools is processing as planned and has been completed. The design of the LAN of another 20 schools is under development.

The Learning Management Platform (LMS) was launched on a pilot basis in seven schools in April 2009 whilst its installation in all schools is expected to be completed in 2014. 

(See also Chapter 1 on Microeconomic Developments)
8.5.1.4 Implementation of an action aiming at ensuring that primary and secondary education teachers will become digitally literate, partly co-financed by the ESF (MOEC): The first phase of the teachers’ training on ICT was implemented through various programs some of which were co-funded by the European Social Fund.  The programs were organized by the Cyprus Pedagogical Institute, the department responsible for the in-service training of teachers. The programs included:
· Training of teachers of all levels on ICT skills

· Training of teachers of all levels on advanced ICT skills 

· Training of ICT teachers on specialized skills

· Introduction to the use of ICT in the learning process

· Training of trainers

About 4400 teachers of primary education and 5900 teachers of secondary education have attended training programs on ICT during the period 2004-2009. in fact, by October 2008, 3.750 teachers of primary education were trained and 4.958 teachers of secondary education.

The programs provided to the participants of secondary and vocational education the ECDL certification (European Computer Driving License). At the same time an e-learning management environment was developed on which teachers attended online seminars providing both synchronous and asynchronous training.
A portal was also developed, incorporating WEB2 tools such as discussion forums, so as to support the teachers on their continuous professional development. The portal also incorporates a database with Educational Training Material on ICT implementation in the learning process in the form of education scenarios, material that was developed by working groups and which is also provided in printed form.

The training on the use of ICT in the learning process continues and is the emphasis for the next phase, offering seminars on electronic learning tools and environments and their pedagogical use. A good collection of electronic learning tools is acquired and kept at the CPI for training programs. The teachers will also be soon given access to online libraries and databases in collaboration with the academic libraries in Cyprus. The training programs were evaluated while through case studies the impact of the introduction of ICT in schools was also evaluated.
8.5.1.5 New measure: Survey: “Identification of the technical vocational training needs of Cypriot enterprises”: This survey, which is in accordance with the EU priority for the anticipation of training needs among enterprises, will be completed by the end of 2009. It aims to investigate and identify the training needs of Cypriot enterprises for technical vocational training. According to the findings of the survey, the Cyprus Productivity Centre, which is the main provider of technical VET in Cyprus, will proceed with the upgrading of its training services and focus on offering training according to the current and future needs of the enterprises. 
8.5.1.6 New measure: Survey: “The attractiveness of VET in Cyprus”: According to studies of the Cyprus Productivity Centre, during the period 2008-2018, there will be significant annual shortages of skilled workers and technicians in Cyprus. The problem is caused by the low participation percentages in vocational education and training (VET), which is a result of the low degree of attractiveness of VET in Cyprus. The aim of the survey, which will be completed by the end of 2009 among young students in their last compulsory schooling year, is to investigate the factors causing the low participation in VET in Cyprus, and to explore and test measures and policies that can correct this negative situation. 

8.5.2 Policy Priority: Increase Opportunities for University Studies in Cyprus 

“Expand and improve investment in human capital” (Guideline 23)

8.5.2.1 Introduction of new departments in the University of Cyprus (MOEC): The Department of Biological Science started offering pre-graduate studies and accepted its first students in the academic year 2007/08. In addition, during the academic year 2008/2009 the Department of Law accepted its first students. The Council of Ministers decided the establishment of a Medical school which is expected to accept its first students during the academic year 2013/2014. The Council of Ministers approved the proposal of the Ministry of Education and Culture for an increase of students’ intake in the academic year 2009/2010 by 11%, compared to the academic year 2008/2009.

8.5.2.2 Operation of the Open University of Cyprus (MOEC): The offering of 1.000 new places for males undertaking national military services, is under evaluation. Post graduate level subjects on Open and Distance Education, Adults Education and Teaching of Science are being introduced. In addition, a Graduate level subject on Administration Principles is also being introduced. The Open University will be offering a new program from the academic year 2009/2010 leading to a Bachelor’s Degree in Hellenic Civilization.
8.5.2.3 Operation of the Cyprus University of Technology (MOEC): The selection procedure for administrative and academic staff started in 2005 and is still underway.  Furthermore, the renovation of buildings to be used for housing the University started at the end of 2006 and was completed before September 2007. The university accepted its first students in September 2007 and started its operation with five faculties and eight departments (30 students in each department). The Council of Ministers approved a proposal for the Cyprus University of Technology to increase the number of students’ intake in 2008/2009 by 15% compared to the academic year 2007/2008.
8.5.2.4 New measure: Establishment of a Technology Park – Cyprus (MOEC): The Council of Ministers decided the establishment of a Technology Park which is expected to be completed in 2012.
 8.5.3 Policy Priority: Continuous Upgrading of Skills to Labour Market Needs
“Expand and improve investment in human capital” (Guideline 23)

“Adapt education and training systems in response to new competence requirements” (Guideline 24).
8.5.3.1 Implementation of an action aiming at strengthening the quality and attractiveness of the Secondary Technical and Vocational Education (STVE) and improving the organisation of STVE, co-financed by the ESF: A political decision was taken on the Development of a National Qualifications Framework (NQF) and parallel development of the National Qualification System and its sub-systems. The revision of the Evening Programs of technical schools and of the educational programs of STVE to meet the requirements of NQF is being promoted. The reforming of the curriculum of MTEE programs with co-financing by the ESF was completed in December 2008.
8.5.3.2 Upgrading the Apprenticeship Scheme (CPC): Progress achieved with regard to the Country Specific Recommendation on proceeding with the implementation of the New Modern Apprenticeship:
· The Memorandum of Agreement reached between the Ministry of Labour and Social Insurance and the Ministry of Education and Culture regarding the implementation of the New Modern Apprenticeship, was endorsed by the Council of Ministers on the 10th of December 2008.  The Memorandum clarifies the respective roles of the two ministries regarding the New Modern Apprenticeship.
· On the 3rd of March 2009, the Cyprus Productivity Centre submitted the Project Fiche of the New Modern Apprenticeship to the European Social Fund Unit of the Ministry of Labour and Social Insurance. The proposal is currently under discussion.

8.5.3.3 New measure: Subsidy scheme aiming to promote the employment and in company training in the private sector of Apprenticeship System Students: The scheme was launched in October 2009 and is designed to improve the quality of in-company training by subsidising companies for part of the salary of the in-company trainer who is responsible for training the Apprentice. The subsidy also covers social insurance contributions for the Apprentice.
8.5.3.4 Enrichment of the Learning Management System “e-Gnosis” (CPC): The Learning Management System e-gnosis is in the process of adding the following two educational programmes that will be operational by October 2009: e-skills for all, which is based on the seven subjects of ECDL (European Computer Driving Licence) and Health and Safety at the Workplace
8.5.3.5 New measure: Establishment of Educational Research and Evaluation Centre (MOEC): The Council of Ministers approved the establishment of the Educational Research and Evaluation Centre. The Centre will be under the authority of the Pedagogical Institute and it will be responsible to conduct research and evaluations of the activities held by the different level of education and directions of the Ministry of Education. 

8.5.4 Policy Priority: Reduce the number of early school leavers
“Expand and improve investment in human capital” (Guideline 23)

8.5.4.1 Continuation of Implementation of the Education Priorities Zones Programme (EPZ): The Ministry of Education and Culture in its effort to promote tolerance and dialogue and in order to eliminate stereotypes through education has set in place the programme Education Priorities Zones Programme (EPZ). The programme aims at the reduction of inequalities in the educational attainment among pupils in urban communities, particularly the ones with a high proportion of immigrants. There are four EPZ operating, covering 21 school units (4 gymnasiums, 9 primary and 8 pre-primary schools). Within the framework of the EPZ programme, the Pedagogical Institute in cooperation with the Educational Psychological Service offers seminars aiming at providing specialised training to teachers in the implementation of relevant actions.
8.5.4.2 Continuation of implementation of the Reinforcement/Support Teaching Programme, the Programme Against Illiteracy, the Programme for Self-Esteem, the programme for the Normal Transition from Primary School to Lower Secondary School and of the Prevention Programme for High Risk Pupils:

Reinforcement/Support Teaching Programme: The programme is offered for the period of 2 school years to foreign pupils for all grades and illiterate pupils for Grades 2-6 of primary school. It aims at helping pupils to acquire the language, to achieve reading skills, which will improve their sensitivity and self image and will guide them towards school success. During the school year 2008/2009, 3.199 illiterate and 2.700 foreign pupils participated in the programme. In this respect, there is an increasing trend of foreign pupils studying in public schools, with their share to the total number of primary school pupils rising from 4.4% in 2001-2002 to 8,9% in the school year 2008/2009.
The Department of Primary Education has formed a policy for multicultural education in the form of various support measures (measures for language support, which refer to the learning of Greek as a second language and measures for facilitating the smooth integration of groups with different cultural identities) in order to effectively handle the special education and social needs of pupils with non-Cypriot ethnic background. 

The model that is currently being used is the mainstreaming programme in which bilingual students participate in the classrooms along with the native Greek-speaking students. For a number of teaching periods per week bilingual students are placed in classes in which they receive intensive instruction in the Greek language (the same applies for illiterate pupils of the 2nd till the 6th grade who receive extra support teaching). A strong benefit of this model is that by participating in the educational processes with the other pupils, bilingual learners feel that they belong in the classroom and the school at large. Additionally, they have the opportunity to communicate with more adept language learners, in this case the native speakers, who have more linguistic resources, therefore enhancing their own acquisition of the Greek language.

Moreover, during the school year 2008/2009 the following measures were promoted:
· Parallel classes for fast acquisition of the Greek language through intensive instruction.

· In service training seminars of the teachers for teaching Greek as a second or/and a foreign language.

· Preparation of a test that will be used by all schools in order to rank and classify pupils to the appropriate level.

· Preparation of an induction guide for the new coming foreign pupils that will be translated in eight languages, with basic information for the pupils and the parents about the educational system of Cyprus. The languages are: English, Turkish, Russian, Georgian, Bulgarian, Rumanian, Ukrainian and Arabic. 

The method of mixed ability teaching is a clear and stated policy of the Ministry of Education and Culture. There is no restriction in this policy to Primary schools or to the early stages of Secondary schools and it must be assumed that it applies through out to the third year of Lyceum. Of course, in Cyprus, mixed ability is adopted as policy throughout the school stages. The argument made is that differentiation is achieved at the Lyceum stage because pupils choose the options in which they are most able.

· Programme against Illiteracy: The programme aims at the development of basic literacy skills of secondary education pupils and to support pupils with difficulties in different subjects. It offers systematic learning and emotional support to pupils within the lower secondary schools. The programmes against illiteracy are offered in all Gymnasiums with 1.500 pupils participating. In addition, 2.331 pupils of lower and upper secondary general and vocational education are participating in a Support Teaching Programme. 

· Programme for Self-Esteem Reinforcement: The programme aims at improving the self-image of pupils. It helps them to develop social and emotional skills and also to improve their behavior and proficiency. The programme was implemented in 18 primary schools. The Pedagogical Institute in cooperation with the Psychological Department of “Athens National and Kapodistrian University” offers seminars to teachers aiming at raising their sensitivity on matters such as the prevention and promotion of psychological health and the introduction of new programmes in the classrooms.
· Programme for the Normal Transition from Primary School to Lower Secondary School: The programme aims at the sufficient preparation of 6th grade primary school pupils in order to be able to undertake the challenges of the Gymnasium. The programme focuses on informing and providing emotional support to pupils so that they will be able to face their Gymnasium insecurities. In addition, the programme aims at raising the sensitivity of parents to be able to help their children adapt to the gymnasium environment.
· Prevention Programme for High Risk Pupils: The programme aims at offering systematic and group counseling to high-risk pupils with a view to reducing their negative behavior and substituting it with positive reactions, behavior and perceptions. Currently, the programme is implemented in one primary school and one technical school.

8.5.4.3 Organizing short-term classes for foreign students:  The purpose of the short-term classes is to help foreign students whose native language is other than Greek to learn the Greek language within a short time and to accelerate their inclusion to the educational system. The program has been implemented in 15 schools of Secondary General Education and one school of Technical and Vocational Education. For the school year 2009/2010 the program will be implemented in 30 schools of Secondary General Education and one school of Technical and Vocational Education. During the school year 2008/2009 approximately 300 pupils attended the program and the number is expected to increase during the school year 2009/2010 to approximately 500 pupils.

8.5.4.4 Upgrading and supporting the practice of Form Teacher: The practice of Form Teacher has been expanded to cover the first grade classes of lower secondary education, since September 2008. Up to now, the practice has been implemented for the third grade classes of lower secondary education and all classes of upper secondary education. The responsibilities of the Form Teacher include the surveillance of absences, performance and behavior of pupils of each class. For each class, one teacher is appointed as Form Teacher. For the above purpose, every Form Teacher has two free teaching hours per week.
8.5.5 
Policy Priority: Continuous upgrading of skills and training and improving definition and transparency of qualifications  

“Expand and improve investment in human capital” (Guideline 23)
“Adapt education and training systems in response to new competence requirements” (Guideline 24)
8.5.5.1 Undertaking of a special study aiming at evaluating the impact of the existing HRDA schemes on the labour market (HRDA): In the light of the findings of the study completed in 2006, policy decisions have been taken to modify/enrich the spectrum of schemes to be promoted by the HRDA in the future, to further upgrade/enhancement of human capital development in Cyprus. Moreover, the HRDA has launched a tender procedure for selecting external consultants, with the assigned task to design a Comprehensive System for Evaluating HRDA´s Impact on the Cyprus Economy by the end of 2009.
8.5.5.2 Extension of the rendered training programmes (HRDA):  Introduction of five co-financed by the ESF Schemes, consultancy services and training to micro-enterprises. The progress achieved with regard to the four co-financed by the ESF Schemes for selected target-groups (inactive women, unemployed, young secondary education school leavers), has been described under the first employment challenge. With regard to the consultancy services and training to micro-enterprises employing 1-4 persons, the HRDA has completed the tender procedure and the contractors have proceeded with the implementation of the Scheme. The participation target for the Scheme over the period 2006-2008 was 600 enterprises. The Scheme was fully implemented by June 2009 with a total of 622 micro-enterprises completing their participation in the Scheme.

8.5.5.3 Further support to the training infrastructure of institutions and enterprises (HRDA): The design for the enrichment of the existing Scheme entitled “Training Infrastructure Support Scheme” is in progress.  It will be completed after the examination of all pertinent findings/proposals from (a) the evaluation study entitled “Ex-post evaluation of the existing schemes of the HRDA” and (b) the Assessment and Certification System of Training Providers. The enriched Scheme is expected to become accessible to and be utilised by the training providers and enterprises from January 2010 onwards. The Scheme was revised and approved as from the 1st of July 2007 in order to comply with the revised de-minimis aid regulation (1998/2006/EC).

8.5.5.4 Introduction of an Assessment and Certification System of Training Providers (HRDA): Following a tender procedure, the project was assigned to the consortium of the National Accreditation Centre of Continuing Vocational Training (EKEPIS) and ICAP Business Information and Consulting Firm located in Athens. The implementation of the project started in October 2006 and is expected to be completed in 5 stages. A draft paper of the system was prepared in June 2007 and was extensively discussed with key stakeholders in VET and interested bodies, in an effort to have the highest possible level of consensus. In July 2008, the Board of Governors of the HRDA decided to accept the proposed system and proceed with the next stage of the project, which is the preparation of a specification for the computerisation of the system. Through a new tender procedure, which started in June 2009, the HRDA proceeds to the fourth stage of the project at the end of which the system will be fully computerised and ready to start operation. It is expected that the system will be gradually introduced by the second half of 2010. 
8.5.5.5 Establishment and operation of a Vocational Qualifications System co-financed by the ESF (HRDA): The System mainly undertakes the assessment and certification of a person’s competence to carry out a specific job on the basis of a SVQ, in real working or/and simulated conditions. In parallel, the System defines the framework for the training and development of a person, as such giving him/her the opportunity to reach the competence level determined by the SVQ while at the same time it ensures the certification and recognition of vocational qualifications. 
The implementation of the System will be carried out in two phases. During the first phase (2006 extended to 2009), 5 SVQs at level 2 have been developed, concerning professions in the Hotel and Catering Industry (cook, waiter, receptionist), the Construction Industry (builder) and the Retail Trade (sales person). To date, 203 Vocational Qualifications have been awarded.

During the second phase of its implementation, which covers the programming period 2007-2013, the System will be co-financed by the European Social Fund. During this phase, 72 new SVQs will be developed at various levels covering priority sectors of the Economy. The development of the new SVQs has already begun with the invitation for tenders from qualified developers. It is expected that during the second phase, opportunities for access will be provided to 6000 employees, self-employed, unemployed and economically inactive persons.  

The establishment and operation of the System of Vocational Qualifications is expected to have positive effects on the quality of the services offered, the reinforcement of lifelong learning and the mobility of the human resources of Cyprus all over Europe.
8.6 Enhance the Conditions of Social Cohesion 

8.6.1 Overall Progress
With a view to further enhancing the conditions of social cohesion, during the last year several actions have been promoted which included inter alia: 

· The National Report on Strategies for Social Protection and Social Inclusion 2008-2010 was submitted to the Commission on 9.10.2008.
· The implementation of the measure aiming at facilitating access and return to the labour market for those who have difficulty in being integrated or reintegrated (under the Community Initiative EQUAL) was fully implemented in June 2009.
· A radical review of the legislation on Public Assistance is being investigated.
· The implementation of the scheme for vocational training and employment of recipients of public assistance was fully implemented in December 2008 and a new scheme for vocational training and employment of vulnerable groups of the population (recipients of public assistance, ex-prisoners, young persons, families facing psycho-social difficulties, substance users etc) is being prepared.
· The two schemes for the promotion of the employability of the disabled (the professional training scheme and the incentives for employment scheme) were fully implemented in July 2009. Several new measures aiming at the professional and social rehabilitation of persons with disabilities are being prepared, including the introduction of a quota system for the recruitment of persons with disabilities in the public sector, the implementation of a subsidised employment scheme for the employment of persons with disabilities in the private sector, the development of a new system for the assessment of disability and functionality and the re-organisation of the sector for vocational training and rehabilitation of persons with disabilities.   
· Two new schemes aiming at providing incentives to private sector employers and local authorities for the employment of people who belong in disadvantaged groups and persons with disabilities are being prepared.  
· Various actions targeting older persons, drug users and asylum seekers are being promoted: the implementation of the 10-year action plan for the development of health services for the elderly continues, a new National Drug Strategy and Action Plan for Drug Reduction covering the period 2009-2012 has been prepared, the scheme for the social integration of former drug dependent persons continues and the implementation of the measure aiming at reducing the possibility of social exclusion for asylum seekers (under the Community Initiative EQUAL) was fully implemented in December 2008.

8.6.2 State of Play
Cyprus is generally characterised by conditions of social peace and broader social cohesion as social inclusion is high on the agenda of the Cyprus employment policy, especially under the current economic and financial crisis.

Economic inequality, poverty and social exclusion are not major problems in Cyprus; however pockets of exclusion do exist amongst the elderly, people with disabilities, the single-parent families and families whose bread-winning members have low educational qualifications. Therefore, an undeviating target of the Cyprus employment policy is to increase the employability of the unemployed and those furthest from the labour market, as ell as to ensure an adequate standard of living for disadvantaged and vulnerable groups and encourage their integration/reintegration into the labour market.
The quantitative targets of policies for the fight against poverty and social exclusion for the period 2008-2010 are the following:

· Further reduction of the risk of poverty from 16% to14%.

· Reduction of the risk of poverty among persons aged 65 and over from 52% to 40% by 2011.

· Reduction of the risk of poverty among persons living in one-person households from 43% to 40%.  

· Reduction of the risk of poverty among single-parent families from 34% to 30%.

· Reduction of the risk of poverty among children (0-17 years) from 11% to 10%.

· Reduction of the risk of poverty among persons aged 18-64 from 11% to 10%.

· Reduction of the proportion of children aged 0-17 who live in jobless households from 3,7% to 2,7%.

· Reduction of the proportion of persons aged 18-59 who live in jobless households from 4,7% to 3,7%.

· Reduction of the proportion of early school-leavers aged 18-24 from 12,6% to 11%.

· Increase the rate of female employment from 62,4% to 63%.

	Table 4: Social Cohesion Indicators (in percentage unless otherwise specified) 

	
	1997
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	Risk-of-poverty rate 
	16,3
	
	
	
	15,3
	16,2
	16
	16
	16

	Inequality of income distribution (S80/S20)
 
	4,4
	
	
	
	4,1
	4,3
	4,3
	4,3
	4,0

	Gini Coefficient

	0,29
	
	
	
	0,27
	0,29
	0,29
	0,29
	0,30

	At risk of poverty after social transfers

	
	
	
	
	15,3
	16,2
	16
	16
	16

	Risk of poverty among elderly persons (over 65)
	58,2
	
	
	
	51,8
	50,7
	51
	52
	51

	Risk of poverty among children (under 17)
	12,3
	
	
	
	11,2
	12,4
	13
	11
	12

	Early school leavers(18-24)

	
	18.5
	17.9
	15.9
	17.4
	20.6
	18.2
	15.3
	13,2

	Long-term unempl. rate
	
	1,3
	0,9
	0,7
	1,0
	1,3
	1,2
	0,9
	0,7

	Children aged 0-17 living in jobless households
	
	4,8
	3,9
	3,9
	3,4
	2,6
	3,5
	3,9
	3,9

	Public social protection xpend. (% of GDP)
	
	11,0
	11,1
	12,7
	14,6
	14,3
	14,5
	14,8
	15,0


	Taxation of low wage earners
 (in %)
	
	16,7
	17,0
	17,4
	18,6
	18,6
	19,1
	9,03
	8,52


8.6.3 
Policy Priority: Ensuring an Adequate Standard of Living for Disadvantaged and Vulnerable Groups and Encouraging their Integration/Reintegration into the Labour Market 

“Promote a lifecycle approach to work” (Guideline 18)

“Ensure inclusive labour market, enhance work attractiveness, and make work pay for job-seekers, including disadvantaged people, and the inactive” (Guideline 19)

8.6.3.1 Preparation of a National Report on Strategies for Social Protection and Social Inclusion (NSPI) (SWS): The National Report on Strategies for Social Protection and Social Inclusion 2008-2010 was submitted to the Commission on 9/10/2008. Different government ministries and departments, NGOs, the social partners, the academia and the media were involved in the process of preparing the Report. The Report contained a national action plan on social inclusion, a strategy report for pensions and a strategy report for healthcare and long-term care.  
8.6.3.2 Measure in response to the crisis: Scheme for vocational training and employment of vulnerable groups of the population, proposed for co-financing by the ESF under the new programming period 2007-2013: The Social Welfare Services are awaiting approval for a proposal submitted under the programming period 2007-2013 to the Structural Funds, for co-financing a new Project aiming at training a wider group of vulnerable persons and promoting their integration into the labour market, e.g. recipients of public assistance, ex-prisoners, young persons (including young persons aged 16-18 years who are under the care of the Director of Social Welfare Services and persons who were previously in care), families facing psycho-social difficulties, substance users etc. The aim is to facilitate the employability of people far from the labour market, threatened by conditions of poverty and social exclusion, through active employment measures which will include training in social skills.
8.6.3.3 New measure: Implementation of a scheme providing incentives to private sector employers and Local Authorities for the employment of people who belong in disadvantaged groups, co-financed by the ESF (DL): The Scheme’s purpose is the social rehabilitation of people facing social exclusion and the creation of new jobs and has been implemented to address the effects of the current crisis.

8.6.3.4 Implementation of a measure aiming at facilitating access and return to the labour market for those who have difficulty in being integrated or reintegrated, co-financed from the ESF, under the Community Initiative EQUAL: The measure was fully implemented in December 2008 for the projects “Promoting of unemployed to employment through specialised training and skills certification (PRAXI)” and “Channels of Access”.

The project “Network for the promotion of Youth Employability (ARRIS)”was fully implemented in June 2009. 
Public Assistance Recipients:

8.6.3.5 Further amendment of public assistance legislation (SWS): The Social Welfare Services are in the process of investigating a radical review of public assistance legislation and have identified two preliminary findings. Firstly, there is a need to link public assistance benefits to entry into the labour market, through lifelong learning, training, the acquisition of work experience and the provision of support for both professional and social rehabilitation. Secondly, allowances provided through the existing legislation to certain categories of vulnerable groups are unrelated to benefit provision and should be incorporated in other schemes or legislations administered by the Social Welfare Services or other Government services.   
8.6.3.6 Implementation of a scheme for vocational training and employment of recipients of public assistance partly co-financed from the ESF: During the period October 2007-December 2008, based on the results of the evaluation of training programmes, three more training courses were promoted on advanced computer skills (completed by March 2008), enhanced communication skills and self-development and on computers and information technology (completed by December 2008). The full implementation of the measure was completed in December 2008.
Persons with Disabilities:

8.6.3.7 Implementation of a training scheme for the disabled, co-financed from the ESF (DL): During the period October 2008 – October 2009, 80 persons with disability participated in training programmes, 37 of which with hearing impairment and 43 with sever motor disability. During the period of implementation of the measure (2006-2009) 186 persons with disabilities participated in training courses with a total budget of €922.814,63.  This measure was fully implemented in July 2009.

8.6.3.8 Implementation of a scheme providing incentives for the employment of people with disabilities, co-financed from the ESF (DL): This measure was fully implemented in July 2009. During the period of implementation of the measure (2006-2009) 77 persons were placed in employment with a total budget of €507.137,65.  

8.6.3.9 New measure: Implementation of a scheme providing incentives to private sector employers and Local Authorities, for the employment of people with disabilities co-financed by the ESF: The Scheme’s purpose is the integration of people with disabilities in the labour market, the social rehabilitation of people facing social exclusion and the creation of new jobs. It has been implemented to address the effects of the current crisis.
8.6.3.10 New measure: Introducing, through legislation, a quota system for the recruitment of persons with disabilities in the public sector by the Social Inclusion Unit: The Department for Social Inclusion of Persons with Disabilities which was established by the State Budget Law as from 1.1.2009, prepared a bill of law for the introduction of a quota system for the recruitment of persons with disabilities in the wider public sector. The bill was prepared after extensive consultation with all public services involved as well as the Cyprus Confederation of the Organisations of Persons with Disabilities. Following the approval of the Council of Ministers, the Ministry of Labour and Social Insurance submitted the bill to the House of Representatives in July 2009. Its approval to law is expected before the end of the year. The quota proposed in favour of persons with disabilities is 10% in recruitments in the wider public sector, being among the highest in EU member states.
8.6.3.11 New measure: Developing and implementing of a new system for the assessment of disability and functionality with the aim, among others, to diagnose and utilize the prospects of persons with disabilities to be trained and employed according to the circumstances of each case: A project called “Application of a new system for the assessment of disability and functionality” was approved in June 2009 for finance by the European Social Fund Unit after a proposal submitted by the Department for Social Inclusion of Persons with Disabilities. The project implementation has started and is expected to be completed in the first quarter of 2013. Persons with disabilities will have the opportunity to be assessed at Assessment Centres by specially trained experts on the basis of the International Classification of Functionality, Disability and Health of the World Health Organisation in order to identify their needs and prospects for any intervention that will improve social inclusion and quality of life.
8.6.3.12 New measure: Re-organising the sector for vocational training and rehabilitation of persons with disabilities by modernization of the training programmes, the employment schemes and the procedures followed: In February 2009 the Council of Ministers approved a proposal prepared by the Department for Social Inclusion of Persons with Disabilities and submitted by the Ministry of Labour and Social Insurance for the establishment of a new semi-government Organisation for Vocational Training and Rehabilitation of Persons with Disabilities and the re-organisation of the sector. Consultations with all interested parties have begun and a bill of law is going to be prepared for the establishment of the new organisation in 2010.
Older Persons:

8.6.3.13 Elaboration and implementation by the Ministry of Health of a 10-year action plan for the development of health care services for the elderly (MOH): 

The main developments during 2008-2009 were the following:

1. The Ministry of Health organised with great success a seminar on “Healthcare for the Elderly”, on the 9th of December 2008, with participants from the private and public Healthcare Sector and from other governmental and non-governmental organisations. 

The main objective of the seminar was to raise awareness on the care and needs of the elderly based on the following thematic areas:

· Presentation of the work performed by the governmental services regarding the healthcare of the elderly and their social welfare  

· Brief description of the running study on the development of specialised geriatric clinics 

· Exchange of views and discussion on the better organisation of specialised geriatric clinics

· The future of Geriatric in Cyprus.
2. The Ministry of Health is planning the organisation of a similar seminar by the end of 2009 with an aim to raise awareness on the special healthcare needs and problems of the elderly.

3. The Ministry of Health has contacted a study for the evaluation of the elderly care needs in Cyprus and the development of specialized clinics for the elderly. The study has underlined the serious problems that exist in this area and has drawn up some basic recommendations to be followed. The Ministry is evaluating the results of the study and, at first stage, will explore the possibility to move forward with the following measures:

· Design and establishment of the first geriatric unit in Nicosia General Hospital

· Employment of a Geriatric Specialist to be responsible for the organisation of the geriatric unit in Nicosia General Hospital

· Organisation of relevant educational programs for the Geriatric Specialists and other related Health Professionals

· Upgrading of the existed rehabilitation services  

· Establishment of Geriatric Units in all General Hospitals on a long term basis.

4. The Ministry of Health organised a three day workshop in Cyprus (1-3/9/2009) addressing aspects relevant to elderly healthcare and the organisation and establishment of Geriatric Clinics, based on a signed Technical Assistance Agreement between the Ministry of Health in Cyprus and a University abroad. The workshop was attended by Nursing Staff.

5. Community care for the elderly: Community Mental Health Nurses, with an extensive training in the caring of elderly people, are focusing on the care of elderly or on the care of their relatives or on other carers’ health who may need psychological support. This support is closely related with mental health problems, such as depression, Alzheimer disease or dementia and many other old age health problems. 

The goal is to provide individualized care, to educate and support the elderly for improving their skills to shift the barriers of disabilities and to increase their self-empowerment for an active and healthy life. 
6. Nursing staff, specialised in Community Mental Health Services, participated in a weekly educational programme on Alzheimer and other related diseases of the elderly. The programme was held in Greece in October 2009. 

7. Further expansion of Community Nursing: the Home Nursing programme which responds mainly to the health care needs of the elderly is now expanded in more areas (Nicosia and Agios Dometios Municipality, Strovolos Medical Centre, Egkomi Medical Centre, Nicosia General Hospital, Lakatamia Centre) and in the villages (Kiperounta, Chandria, Dimes, Potamitissa, Kakopetria, Kato Amiantos, Agros, Agios Ioannis, Kato Mylos, Agios Theodoros Agrou, Sina Oros, kaliana, Tempria, Korakou, Linou, Flasou, Katidata, Agios Theodoros Soleas, Polis Chrysochou, Inia, Drousia, Kathikas, Theletra, Kretou Tera, Arodes).

Further expansion is being planned until the end of 2009, based on the availability of required resources.

8. Establishment of Daily Centres for people with Alzheimer in Lithrodonta village and Nicosia town.

9. The Ministry of Health has moved forward with the drafting and implementation of structural educational programs for carers in the community (formal and informal carers), specially addressed on the needs and problems of third age people and patients with dementia. This program has already been implemented in the Communities of Peristerona (Agios Antonios House) and Astromeritys (Agia Triada House), with a number of educational lectures.


Further educational lectures are being planned to take place at the communities of Kokkinotrimithia and Akaki.

10. Pensioners, older than 65 years old, beneficiaries of a free medical card “Type Α” whose income is not expected to undergo the settled incoming limits, are automatically holders of a non expired Healthcare Card. Based on this criterion, a European Medical card is also issued with a validity of 5 years.
8.6.3.14 Implementation of the National Action Plan for Older Persons (SWS): In October 2008, the Monitoring Committee approved a codified table of necessary measures arising from the National Action Plan for Older Persons. Based on this table, each Ministry and Service promotes actions that fall under its responsibility. A table of progress from 2005-2008 is currently being prepared, as well as a table of actions being taken in 2009. The Monitoring Committee convened on 25.9.2009 to review the progress.
Children and Families at Risk of Poverty:

8.6.3.15 New measure: Conducting a study for the formulation of demographic policy and the identification of areas for intervention, with emphasis on family policies: Studies will be conducted within the framework of the newly established National Agency for Demography and Family Policy, described below.
8.6.3.16 New measure: Creating a Body for Demographic Issues and Family Policy: The Government of Cyprus established the National Agency for Demography and Family Policy with a decision of the Council of Ministers on the 28/4/2009. Among the Agency’s responsibilities are the assessment of the current situation, the undertaking of studies on demographic and family issues, the preparation of action plans for the development of different strands of policy and the promotion of public debate. The Agency will be chaired by the Minister of Labour and Social Insurance and will be composed of representatives of various Government Ministries and Departments and the non-governmental sector, including family, parent and school organisations, local and community authorities, voluntary organisations and the social partners. In this way the involvement of all will be secured for the formulation and implementation of family and demographic policies and will help create synergies between the policies and measures applied by different bodies.

8.6.3.17 New measure: Evaluating and improving existing practices for lone parents and promotion of the expansion of provision to all lone parents, within the framework of a study to be conducted for the modernization of public assistance legislation: Actions for the review/amendment of public assistance legislation are described above.

Drug Users:

8.6.3.18 Implementation of the National Drug Strategy and the Action Plan for Drug Demand Reduction, (2004-2008) (ADC): 
Two actions have been implemented during the period 2004-2008 according to the National Drug Strategy and the Action Plan for Drug Demand Reduction: 1) the inclusion of social integration services in the treatment network and the elaboration of mechanisms for reintegrating former users into the labour market, and 2) the promotion of former users’ participation in social rehabilitation and occupational re-insertion programs. 

Concerning the first action, the social integration services in the treatment network have developed cooperation with the Social Welfare Services of the Ministry of Labour and Insurance in an attempt to educate, train and help for the employment of formal drug users. This action however, has not developed quite effectively as there is some lack of communication between the public and the private sector. The Social Welfare Services continue to implement the Plan for the provision of financial support for the rehabilitation of drug users in treatment and rehabilitation programmes which supports a number of formal drug users. The plan is however under reassessment.

Besides, the Department of Labour offers an “Individualised Approach Service”, which is addressed to individuals that face problems in their access to the labour market, including the former users, and is applicable to all the Provincial and Local Offices of the Department of Labour, by Labour Advisors. The main objective of the service is the integration, rehabilitation and settlement in the labour market, the placement of unemployed individuals in programs of training or even the obtainment of labour experience.

Regarding the promotion of attendance of former users in programs of social rehabilitation and professional training, the Social Welfare Services will promote a project called “Labour and Social Integration of vacillating members of the Population”, from which former users are to be profited.

8.6.3.19 New measure: Preparing and implementing of the National Drug Strategy and the Action Plan for Drug Demand Reduction, (2009-2012) (CAC): In January 2009, the Cyprus Antidrugs Council elaborated the second National Drug Strategy covering the period 2009-2012. Taking into consideration the special parameters of Cyprus, the CAC adopted the principle of a balanced approach as safeguarded by international and European conventions.
Concerning the Drug Demand Reduction there are two actions that refer to the social reintegration. These actions are: 1) Development of cooperative actions aimed at financial assistance, training and job rehabilitation between social integration programmes and various organised groups and 2) Implementation of a revised financial aid programme.

With regard to the first action, the working advisers are in contact with the therapeutic centres aiming at the briefing of needs and time schedules. There is a suggestion for the development of a reference protocol and of an informative seminar. The Social Welfare Services have almost completed the reassessment of the Plan for the provision of financial support for the rehabilitation of drug users in treatment and rehabilitation programmes, and after the evaluation there will be a training of the labour advisers as there are many difficulties recognizing and meeting the drug users’ needs. There is great difficulty for former drug users to find a job as there is lack of experience in most cases. 

8.6.3.20 Continuing the scheme for the social integration of former drug dependent persons: The Scheme for the Social Integration of Former Drug Dependent Persons, which was initiated by the Social Welfare Services in 2006, continues to be implemented. In 2008, 14 persons were assisted with an amount of €26.833 and in 2009 (up to August) 11 persons were assisted with an amount of €22.201.   
Asylum Seekers:

8.6.3.21 Reduce the possibility of social exclusion for asylum seekers, partly co-financed by the ESF, under the Community Initiative EQUAL: This measure included the project “Social rights for asylum seekers- social rights for all” and was fully implemented in December 2008. At present the program of the CI EQUAL is at its closing stage.
Action 3 (thematic networking, implementation of the Common Action Framework (CAF) and dissemination of good practices) was completed in October 2008.

Access to Housing for Asylum Seekers:

8.6.3.22 Continuation of the scheme “Access to housing”: Cyprus operates one open Reception Centre, with limited capacity, in the village of Kofinou. The Centre provides housing to asylum seekers. Priority is given to vulnerable groups, such as families and single mothers. In 2008, the European Refugee Fund (ERF) funded a project which aimed to improve the reception conditions and the quality of services at the Centre and included free psychological support from a psychologist and a social worker, while an administrative officer was appointed at the Centre. Although during 2009 no ERF projects were implemented, the social worker and administrative officer continued tο provide their services at the Centre. The asylum seekers living in the Reception Centre are provided with free breakfast, lunch and dinner, free transportation and monthly allowance.
The initiatives to improve the reception conditions at the Reception Centre are constant, especially through the ERF funds. These include, painting of the houses, creation of recreation room with internet access, creation of a children’s playground, planting of trees with the participation of the Centre’s residents etc. 

The great majority of asylum seekers in Cyprus find their own place of residence, usually with the financial contribution of the Social Welfare Services.
Below are the programmes under the European Refugee Fund which are expected to be implemented during 2010:  
1. Increase the capacity of the existing reception centre in Kofinou by adding and operating nine housing units.
2. For this purpose, the Asylum Service, which is legally responsible for the reception conditions, is planning to introduce a pilot project within the framework of the ERF programme, for increasing the capacity of material reception conditions in Cyprus. The Asylum Service plans to engage low budget hotels or other suitable establishments and turn them into accommodation units for groups of asylum seekers.

3. Improvement works to the existing reception centre, such as the addition of sanitary rooms and teaching and study rooms for school children, operation of a recreation room.

4. Provision of services by administrative worker, social worker and psychologist at the existing reception centre. 

5. Provision of psychological support to asylum seekers throughout the asylum procedures.
6. Operation of a Torture Victims Rehabilitation Unit.
7. Provision of basic Greek language training for adult and minor asylum seekers.
8. Provision of free legal advice and legal aid to asylum seekers throughout the asylum procedure.
9. Orientation programme for beneficiaries of international protection.
10. Vocational training programmes for beneficiaries of international protection.
11. Programme to raise awareness and inform the public of Cyprus on issues relating to beneficiaries of international protection.
12. Research and study of the needs of asylum seekers and recipients of international protection and how these needs are being met under programmes that are being implemented or which have already been implemented in Cyprus, in terms of the reception conditions and integration of these persons. Identification of best practices.

13. Training of case workers, engaged in first and second instance examination of applications for international protection, in interview techniques, in using information on asylum seekers’ countries of origin and generally in how to determine the status of the refugee. 

14. Employ 10 persons (caseworkers) in the Refugee Reviewing Authority for a period of 2 years, in order to examine asylum applications outstanding from previous years.
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1. Cohesion Policy: Programming Period 2004-2006

1.1 Absorption Funds: For the Programming Period 2004-2006 the 100% of the funds allocated to Cyprus were absorbed. More specifically, during 2008 and the early months of 2009, utilising the extension of the eligibility of expenditure given by the European Commission, all projects approved have been physically completed. Overall, Cyprus absorbed a total amount of €109,21 mln - €55,20 mln from the Structural Funds and €54,01 mln from the Cohesion Fund. Throughout the duration of the programming period there was a continuous monitoring of the progress of all co-financed projects and appropriate steps and measures for the acceleration of absorption were taken, in order to ensure the timely absorption of all available funds. The relevant services are now intensively working towards the successful closure of the co-financed programmes. 

Concerning the overall reimbursement of funds, to date, an amount of €92,47 mln (including advance payments) has been received from the European Commission, from both Structural and the Cohesion Funds, representing 84,67% of the total EU contribution. In addition to this, an amount of €5,4 mln has been certified to the Commission for Objective 2 and is pending reimbursement. However, it is noted that regarding the Structural Funds, the amount received reached 95% and the rest will be reimbursed with the closure of the Programmes. 

Details regarding the implementation of the projects are given in the various Chapters of the current Progress Report.

2. Cohesion Policy: Programming Period 2007-2013

2.1 Introduction

The National Strategic Reference Framework (NSRF) for Cohesion Policy 2007-2013, was formulated in order for its strategy and priorities to contribute, to the maximum possible extent, to the objectives of the National Reform Programme (NRP). Overall, the programming procedure was such as to guarantee the synergy of the programming documents, which were prepared for the Cohesion Policy- namely the NRP, the National Strategic Plans for Rural Development and Fisheries and the national policy priorities, into a single strategy framework.  

The NSRF is implemented through two Operational Programmes, namely “Sustainable Development and Competitiveness” and “Employment, Human Capital and Social Cohesion”.

The contribution of the interventions implemented under the two Operational Programmes towards the attainment of the NRP objectives are the maximum possible, taking into consideration both the amount and structure of the Cohesion Policy funds available to Cyprus for the programming period 2007-2013 and the country’s particular development needs. The indicative quantitative contribution of the Operational Programmes to the implementation of the Lisbon Objectives is presented in the Annex.

Below an analysis of the coherence with the National Reform Programme is given, at Operational Programme level. 

2.2 Consistency of the Strategy of the Operational Programmes with the National Reform Programme

2.2.1 Operational Programme “Employment, Human Capital and Social Cohesion”

In general, the strategy, objectives and interventions of the Operational Programme “Employment, Human Capital and Social Cohesion” contribute significantly, mainly, to the employment challenges but also to various microeconomic and macroeconomic challenges of the NRP. Table 1 below presents the level of consistency between the Priority Axes, through which the Operational Programme will be implemented, and the key challenges for the NRP.  

Table 1: Consistency of the Priority Axes of the Operational Programme with the Challenges of the National Reform Programme

	                                Priority Axis  
NRP Challenges 
	Development of Human Capital and Adaptability
	Expansion of the Labour Market and Social Cohesion

	Sustainability of public finances
	√
	√

	Increase the diversification of the economy towards higher value added activities via, mainly, an increased utilization of the comparative advantages of the island
	√√
	√

	Promotion of R&D and innovation and facilitation of ICT diffusion
	√
	√√

	Structural reforms targeting at enhancing competition and improving the overall business climate
	√
	√

	Further human capital development
	√√√
	√√√

	· Enhancement of the links of the educational system to labour market needs
	√√√
	√√

	1. Development of a comprehensive national framework for lifelong learning
	√√√
	√√√

	· Continuous upgrading and adaptability of skills to labour market needs 
	√√√
	√√√

	Further enhancement of the conditions of social cohesion
	√√
	√√√


√√√: Direct strong consistency / contribution 

  √√: Direct consistency / contribution
    √: Indirect consistency / contribution

More specifically: 

· Priority Axis 1: The “Development of Human Capital and Adaptability” has a strong and direct contribution to the challenge for further human capital development mainly through the reform of the vocational education, training systems as well as the apprenticeship system, with a particular emphasis on life-long learning, so that knowledge, skills/qualifications and specialisations of the labour force, and, in particularly, of youth, are being adapted to the current needs of the economic environment. In parallel, the Priority Axis promotes programmes for the adaptability of small and medium size enterprises through consultancy services and training to employees. Priority Axis 1, through the above interventions, also contributes directly, but to a lesser extent, to the challenges of diversification of the economy towards high value added activities as well as the further enhancement of the conditions of social cohesion. With regards to the latter challenge the contribution of the Axis is mainly towards preventing early school leaving. The upgrading of the administrative capacity of the Public Sector and the services promoted by this Priority Axis aiming at enhancing the ability of the Public Sector to design and implement effectively development policy constitutes an important parameter, in restructuring of the productive base of the economy and thus, contributes indirectly to the attainment challenge of the NRP for structural reforms targeting at enhancing competition and improving the overall business climate. The promotion of the use of new technologies and innovations to the productive and administrative operation of enterprises as well as the development of e-learning under the priority Axis contributes indirectly to the promotion of R&D and innovation and the facilitation of ICT diffusion. 

· Priority Axis 2: The “Expansion of the Labour Market and Social Cohesion” contributes directly to the attainment of the objective further human capital development, mainly, through active employment measures including training and work experience programmes for the unemployed and, in particular, young unemployed and the inactive female population as well as interventions for upgrading the Public Employment Services. The Axis has also strong and direct contribution to the challenge of further enhancement of the conditions of social cohesion through active measures for the integration of people with disabilities and other vulnerable groups of population into the labour market and the provision of better access of inactive women to care services. The Axis also promotes programmes for the social integration of foreign-language immigrants. With regard to the challenge of promotion of R&D and innovation and the facilitation of ICT diffusion the Axis has also direct contribution, albeit to a lesser extent, through the integration of new technologies into training programmes. The Axis has indirect contribution to the challenges of structural reforms targeting at enhancing competition and improving the overall business climate as well as diversification of the economy towards high value added activities mainly through the continuous improvement and readjustment of the skills of the labour force according to the needs of the market.  

· Both Priority Axes have indirect contribution to the sustainability of public finances through the creation of new and the maintenance of the current job positions as well as the effective operation of the labour market. 

2.2.2 Operational Programme “Sustainable Development and Competitiveness”

The objectives and the Priority Axes, through which the Operational Programme “Sustainable Development and Competitiveness” is implemented, contribute substantially to the microeconomic challenges/objectives of the NRP. In Table 2 below the way in which the Priority Axes contribute to the achievement of NRP´s objectives is presented. 

Table 2: Consistency of the Priority Axes of the Operational Programme with the Challenges of the National Reform Programme

	  Priority 

Axis

NRP Challenges
	Basic infrastructure in environment and energy
	Basic transport infrastructure
	Information society and innovation
	Productive environment
	Revitalisation of urban and rural areas

	Increase the diversification of the economy towards higher value added activities via, mainly, an increased utilization of the comparative advantages of the island
	
	
	
	√√√
	√√

	Promotion of R&D and innovation and facilitation of ICT diffusion
	
	
	√√√
	√
	√

	Upgrading of basic infrastructure
	
	√√√
	
	
	√

	Security of energy supply, promotion of the utilization of renewable energy sources
	√√√
	
	
	
	

	Sustainable development


	√√√
	
	
	
	√



√√√: Direct strong consistency / contribution 

  √√:  Direct consistency / contribution
    √: Indirect consistency / contribution

More specifically:

· Priority Axis: The “Basic Infrastructure in Environment and Energy”, contributes to the challenge “Sustainable Development”, since this Priority Axis aims to implement part of the country’s policy in the sector of waste management as well as in the sector of energy, setting as priorities, the creation and expansion of basic infrastructure for the management of natural resources. Regarding energy, this Priority Axis contributes also substantially to the NRP objective “Security of energy supply and promotion of the utilisation of Renewable Energy Sources”, through the promotion of renewable energy sources.

· Priority Axis: The “Basic Transport Infrastructure” contributes to the objective of the NRP for the upgrading and expansion of basic infrastructure, in the framework of which, the upgrading of the motorway network, as well as the modernisation of the port infrastructure of the country is promoted, in order for them to function as Europe’s entry gates to the South East Mediterranean area. 
· Priority Axis: The “Knowledge Society and Innovation”, contributes to the attainment of the objective of the NRP for the promotion of RTD, innovation and diffusion of Knowledge Society, in the framework of which, measures for the reinforcement of the scientific basis of the country, the promotion of private sector participation in RTD activities and the enhancement of the country’s research resources, are included. 

· Priority Axis: The “Productive Environment”, mainly contributes to the attainment of the objective of the NRP for the diversification of the country’s economy through the enhancement of the production of products and services of higher added value, the diversification of the tourism product and the strengthening of the production base. This Priority Axis also has an indirect contribution to the NRP objective for the promotion of RTD, innovation and diffusion of Knowledge Society, since in the support of SME’s the use of new technologies is promoted.
· Priority Axis: The “Revitalisation of Urban and Rural Areas”, due to its territorial dimension has an indirect effect to many NRP priorities. Primarily this Priority Axis contributes to the NRP objective “Diversification of the economy” through the provision of incentives for the creation of SME’s in rural areas. Furthermore, in the urban areas through the enhancement of the public transport system and in the rural areas through measures for the protection of the environment, this Priority Axis contributes to the NRP objective “Sustainable development”. This Priority Axis also makes an indirect contribution to the achievement of the NRP Objective “Basic Transport Infrastructure”, through the upgrading of secondary road network in rural areas. Finally, this Priority Axis also has an indirect contribution to the NRP objective for the promotion of RTD, innovation and diffusion of Knowledge Society, through the support of SMEs in rural areas for the use of new technologies.

3. Progress in the Implementation of the Operational Programmes

During the referred time period, all necessary actions were taken in order to activate the Operational Programmes; calls for proposals, project maturity and approval of projects. 

More specifically, the following actions were undertaken:

(i) The Managing Authority has approved the programming of the calls for proposal for both OPs regarding projects implemented through public procurement has been approved as well as the launching of various grant schemes.

(ii) The OPs were activated up to 66% with the publication of calls for proposal. In total, 26 calls for proposals were issued for both OPs, in addition to the launching of 15 Calls for Proposals for Grant Schemes. Also a funding agreement of €20 mln was signed for the implememntation of the JEREMIE Initiative in Cyprus within the framework of the OP “Sustainable Development & Competitiveness”. 

(iii) The official selection process for projects to be implemented through the OPs has commenced and by end of September 2009, approval of 356 projects with a total budget (eligible public expenditure) of €290 mln has been approved, corresponding to 40% of the OPs total budget.

The Management and Control System was approved by the European Commission in July 2009. Furthermore, for the smooth implementation of the Operational Programmes the Managing Authority issued various guidelines concerning amongst others, the approval of projects, the eligibility of expenditure, project verifications and audits 
The financial resources already committed for the achievement of the objectives of the Lisbon Objectives are presented in the Annex.

4. Response to the economic crisis through the Structural Funds 

The Cyprus authorities, in view of the global economic and financial crisis, have taken a number of short and medium term measures for the maximum possible utilisation of the EU Structural and Cohesion Fund in order to address the resulting challenges. The measures undertaken can be divided in two categories: (i) targeted measures within the existing structure of the OP utilising the EU Cohesion crisis package (ii) consultation/ reviewing for a proposed revision of the Operational Programme.

The Managing Authority, in cooperation with the Intermediate Bodies, taking advantage of the new provisions of the EU Regulations, has taken the following measures:

(i) 
Increased the national pre-financing of projects taking advantage of the increased advances of the programme in order to speed up implementation.

(ii) 
Identified new infrastructure projects that will facilitate the revitalisation of the economy, with special attention to wastewater management and drought issues.  
(iii) 

Instructions for the increase of advances to beneficiaries of state aid/grant schemes to SMEs (using the revised provisions of Article 78 of the General regulation)
(iv) 
Identified new projects and aid schemes to be financed from the European Social Fund, in order to assist vulnerable social groups to the financial crisis, like the unemployed and university graduates.

(v) 

Taken on board the approved simplification amendment of the Regulation, i.e use of flat rates, lump sums etc.
(vi) 
Signed the Funding Agreement for the JEREMIE Initiate for an amount of €20 mln and trying to speed up its implementation with the introduction of the appropriate financial engineering products.

(vii) 
Included all major projects in the JASPERS Action Plan and assistance is currently given for maturing and the preparation of the Application for Assistance for all of them.

The Planning Bureau (National Authority and Single Managing Authority) initiated a consultation procedure with all relevant Ministries and other stakeholders at the end of January 2009, for the revision of the Operational Programmes. In the framework of this procedure, a number of meetings were held and a number of contributions were received. Following a combination of top down (taking into consideration the national recovery plan) and bottom up approach the following proposals are under consideration for the amendment of the OP:

(i) 
Transfer of funds between Priority Axis in order to assist the sectors in which the effects of the global economic crisis are expected to be most evident, i.e. tourism, construction and certain subsectors of manufacturing.  The SMES in these sectors have already been affected and especially start ups for innovative projects have great difficulty to get funding. 

(ii) 
Incorporation of new indicative categories of operations in Priority Axis 

(iii) Amendment of output and result indicators, taking into account the results of the evaluation study currently been undertaken on the Operational Programmes indicators.

(iv) 
Amendment of the Table of Indicative Major Projects with the inclusion of additional projects.

The proposals were initially discussed with the European Commission in June 2009 and no final decision has yet been taken for the amendment of the Operational Programmes.

ANNEX 

Earmarking: The Operational Programmes financial contribution to the Lisbon Strategy Objectives 

Cyprus has always been committed, as analysed above, in using the highest possible proportion of Cohesion Policy funds for contributing to the achievement of the Lisbon Strategy Objectives (economic growth and employment), taking into account the specific territorial and sοcio-economic situation of the country.

Within this framework and despite the fact that Cyprus is not bound, according to Article 9(3) of Regulation 1083/2006, to participate in the earmarking process, the indicative allocation of EU contribution that correspond to earmarked categories of intervention is presented in Table 1 below. It is estimated that nearly 60% of the funds are earmarked for the period 2007-2013. In the last column the funds already committed to projects under each earmarked category of expenditure are presented. The expenditure corresponds to 20,2% of the total community contribution of the Operational Programmes.

Table 1: Earmarked Categories of Expenditure

	CODE
	Community Contribution (€)
	Contributing Operational Programme
	Share of Category to total Community allocation (%)
	Funds already committed

(€) 

	Research and Technological Development, Innovation and Entrepreneurship
	121 800 000
	
	19,9
	20 818 146

	1
	R&TD activities in research centres
	8 500 000
	OP SDC
	1,4
	9 234 782

	2
	R&TD infrastructure (including physical plant, instrumentation and high speed computer networks linking research centres) and centres of competence in a specific technology 
	19 000 000
	OP SDC
	3,1
	5 384 752

	3
	Technology transfer and improvement of cooperation networks between small businesses (SMEs), between these and other businesses and universities, post-secondary education establishments of all kinds, regional authorities, research centres and scientific and technological poles (scientific and technological parks, technopoles, etc)
	6 600 000
	OP SDC
	1,1
	

	4
	Assistance to R&TD, particularly in SMEs (including access to R&TD services in research centres).
	15 750 000
	OP SDC
	2,6
	4 606 870

	5
	Advanced support services for firms and groups of firms
	8 500 000
	OP SDC
	1,4
	

	8
	Other investment in firms
	51 850 000
	OP SDC
	8,5
	1 591 742

	9
	Other measures to stimulate research and innovation and entrepreneurship in SMEs
	11 600 000
	OP SDC
	1,9
	

	Information Society
	15 300 000
	
	2,5
	

	13
	Services and applications for the citizen (e-health, e-government, e-learning, e-inclusion, etc)
	15 300 000
	OP SDC
	2,5
	

	Transport
	51 109 484
	
	8,3
	33 238 400

	20
	Motorways 
	24 709 484
	OP SDC
	4
	

	30
	Ports 
	26 400 000
	OP SDC
	4,3
	33 238 400

	Energy
	5.950.000
	
	1,0
	3 125 853

	40
	Renewable energy: solar
	5 950 000
	OP SDC
	1,0
	3 125 853

	Environmental Protection and Risk Prevention
	45 870 000
	
	7,5
	34 007 389

	50
	Rehabilitation of industrial sites and contaminated land
	16 150 000
	OP SDC
	2,6
	15 092 600

	52
	Promotion of clean urban transport
	29 720 000
	OP SDC
	4,9
	18 914 789

	Increasing the  adaptability of workers and firms, enterprises and entrepreneurs 
	11 050000
	
	1,8
	9 818 169

	62
	Development of life- long learning systems and strategies in firms, training and services for employees to step up their adaptability to change, promoting entrepreneurship and innovation
	5 525 000
	OP EHCSC
	0,9
	5 142 500

	63
	Design and dissemination of innovative and more productive ways of organising work
	2 550 000
	OP EHCSC
	0,4
	1 700 000

	64
	Development of specific services for employment, training and support in connection with restructuring of sectors and firms, and development of systems for anticipating economic changes and future requirements in terms of jobs and skills
	2 975 000
	OP EHCSC
	0,5
	2 975 669

	Improving  access to employment and sustainability 
	21 258 419
	
	3,4
	10 200 000

	65
	Modernisation and strengthening of labour market institutions 
	5 600 000
	OP EHCSC
	0,9
	

	66
	Implementing active and preventive measures on the labour market


	11 880 000
	OP EHCSC
	1,9
	10 200 000

	69
	Measures to improve access to employment and increase sustainable participation and progress of women

in employment to reduce gender-based segregation in the labour market and to reconcile work and

private life, such as facilitating access to childcare and care for dependent persons


	3 778 419
	OP EHSCS
	0,6
	

	Improving the social inclusion of less-favoured persons
	13 670 000
	
	2,2
	7 176 683

	71
	Pathways to integration and re-entry into employment for disadvantaged people; combating discrimination

in accessing and progressing in the labour market and promoting acceptance of diversity at the workplace


	13 670 000
	OP EHSCS
	2,2
	7 176 683

	Improving Human Capital 
	69 943 025
	
	11,4
	5 100 000

	72
	Design, introduction and implementation of reforms in education and training systems in order to develop employability, improving the labour market relevance of initial and vocational education and training updating skills of training personnel, with a view to innovation and a knowledge based economy
	16 150 000
	OP EHSCS
	2,6
	5 100 000

	73
	Measures to increase participation in education and training throughout the life-cycle, including through action to achieve a reduction in early school leaving, gender-based segregation of subjects and increase access to and quality of initial vocational and tertiary education and training
	44 893 025
	OP EHSCS
	7,3
	

	74
	Developing human potential in the field of research and innovation, in particular through post–graduate studies and training of researchers and networking activities between universities, research centres and business
	8 900 000
	OP SDC
	1,5
	

	Investment in Social Infrastructure
	9 670 000
	
	1,6
	

	75
	Educational infrastructure
	9 670 000
	OP SDC
	1,6
	

	Total Community financial allocation 
	612 434 992
	100%
	

	Total Community financial allocation to earmarked categories
	365 620 928
	59,7%
	

	Projects approved


	123 484 640
	20,2%
	


Notes:

(1) The categories presented in the Table are according to Annex IV of Regulation 1083/2006. However, taking into account the priorities identified in the National Reform Programme of Cyprus and in accordance with Article 9.3 of the said Regulation  two further categories have been included, namely Code 75 – Educational Infrastructure and Code 50 - Rehabilitation of industrial sites and contaminated land. 
(2) Abbreviations:

OP SDC: Operational Programme “Sustainable Development and Competitiveness”

OP EHSCS: Operational Programme “Employment, Human Capital and Social Cohesion.
� - The large number of Cypriots in the age group 18 to 24 years old studying abroad is not included (in 2007-2008 over 20,000 Cypriots or 23,4% of this age group)


   - Persons aged 18 to 24 years undertaking compulsory national military service are not included. It is noted that in Cyprus military service is compulsory for all males at the age of 18 and immediately after finishing upper secondary education


   - It does include however the considerable number of foreign workers in Cyprus (foreign workers from third countries work in Cyprus for a maximum duration of 4 years and have generally low educational attainment); according to the Labour Force Survey over 40% of non-nationals are early school leavers.











� Harmonised Consumer Price Index 1997-2005. For the year 1996 data is not available.


� Unemployment Rate 2000-2005. For the years 1996-1999 data is not available.


� - The large number of Cypriots in the age group 18 to 24 years old studying abroad is not included (in 2007-2008 over 20,000 Cypriots or 23,4% of this age group)


   - Persons aged 18 to 24 years undertaking compulsory national military service are not included. It is noted that in Cyprus military service is compulsory for all males at the age of 18 and immediately after finishing upper secondary education


   - It does include however the considerable number of foreign workers in Cyprus (foreign workers from third countries work in Cyprus for a maximum duration of 4 years and have generally low educational attainment); according to the Labour Force Survey over 40% of non-nationals are early school leavers.











� Ratio of total income received by the 20% of the population with the highest income (top quintile) to that received by the population with the lowest income (lowest quintile).


�  The Gini coefficient ranges between 0 (full equality) and 1 (full inequality).


� It is measured by the share of persons with an equivalised disposable income, before social transfers, who are below the risk-of-poverty threshold. That threshold is set at 60% of the national median equivalised disposable income, after social transfers.   


� Eurostat definition may over-estimate figures for Cyprus, due to the high incidence of Cypriots of age 18-24 studying abroad or doing compulsory military service.


�  Provisional


� Tax wedge on labour cost: ratio of income tax plus employee and employer social contributions including payroll taxes less cash benefits divided by the labour costs for a single earner earning 67% of the Average Production Worker. From 2006 onwards the definition used for the annual gross earnings changed and refers to the Average Gross Earnings in the economic activities C to K of Nace. Rev.1. The Tax Rate on Low Wage Earners is now requested for 3 classifications: Single with no children, single parent with 2 children and one couple with one earner and 2 children. The Tax Rate is the same for all three categories   
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