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1.b) INTRODUCTION:

In its very long history, which may be traced back to the beginningof the 6th MillenniumB.C.,
Cyprus had been the battleground on which many nations have fought and left their legacies.
As Sir George Hill said "He who would become and remain a great power in the East must
hold Cyprus in his hands .... ". The proximity of Cyprus to Europe, Asia and Africa added
considerably to its importance as a strategic island and it was this strategic location that
characterized the history of Cyprus. Although the historic development of Cyprus is outside
the scope of this project, very briefly,we can say that in 1878, after the defeat of the Ottoman
Turks in the Russia-Turkish war of 1877-1878, the Turks, by the Convention of Cyprus,
agreed to hand the reigns of Cyprus over to Britain in return for an Anglo-Turkish defensive
alliance against Russian expansionism towards the Mediterranean and the-Middle East. In
1914, when Turkey joined the First World War on the side of Germany, Britain annexed
Cyprus. Turkey renounced all her rights that she had on Cyprus since 1571 by the Treaty of
Lausanne and Cyprus was proclaimed a Crown Colony by Britain in 1925. When Britain was
forced to withdraw her military bases from Suez, the strategic importance of Cyprus was
further enhanced. In 1954 Britain announced that it would never give up Cyprus and this led to
a campaign of violence against the British by the Greek Cypriots in Cyprus which lasted until
1959. The Turkish Cypriot Communityat first was not disturbed but gradually the relationship
between the two ethnic communities became more hostile with consequential effect upon the
relationship between Greece and Turkey. The Communal Fighting that took place.between the
Turkish and Greek Cypriots in December 1963, the Turkish Peace Operation in 1974, and the
proclamation of the TRNC in 1983 were the. results of the animosity between the two
communitieswhich started in the late 1950's which shaped the present status of the Island.

Although there is ample material.on Cyprus for the.political historian, relatively:little. is known
about the economy of Cyprus before 1960. As far as the Turkish Republic of Northern C__yprus
is concerned, from the point of economic.data and.research; the situation is. even worse. It is
only after 1977 that figures relating to the basic economic indicators of the TRNC are
available. This- paper will be divided.into four.main sections. In the first.section, the economy
of the Tur)ci-slı-Re-public-e-fN-ertlrem..Cyprus will be examined. In the second section, the
banking sector will be analyzed, The methods of financing_ international trade constitutes the.
subject of sectien three. Inseetion-four, conclusion and-r-eoommoodation---secti-eıı,--1*"-oblems
stemmingfrom the.use.of another country's currency, lack. of contr.olover, exchange rates and
interest rates, -the am.-eunt -of aid -received-frem Turkey -and problems .associated with-a, and
problernsencounıered in financinginternational trade will be examined.

It will be stressed-that-in· order--to-getrid-of-its-existingmain -pr-oblems the '.fRNC--mustgive up
using the Turkish Lira in the TRNC as the Legal Tender. In,line with restoring.the necessary
confidence .a aew-currency-must be- issued-by the .Central.Bank --0f .the T-RNC which will - be
backed by foreign.currency reserves and gold, The reserves of the Central Bank are adequate.
But the Central Bank .must completely be independent -of the Government intervention. The
ultimate- aim should remain to enter the European Union parallel to the Southern part of
Cyprus. When-the .:ı:RNC.tak-es--its--place among-the -intemati-enalcommunity; .theBanking
Sector will play a crucial role in financingits international trade.
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2. THE ECONOMY OF THE TURKISH REPUBLIC OF NORTHERN CYPRUS:

2.1 THE NEED FOR DEVELOPMENT PLANNING:

Economists have been showing a great deal of interest in development planning since the Great
Economic Depression of 1929-32. The reason for the absence of any real economic planning
before the Great Depression was the presence of laissez-faire attitude towards economic
matters. After the Great Crash, many people began to think that economic planning was
needed on a scale which transcended the capacity of the private entrepreneur. But modern
interest in economic development started with Roy Harrod's work in 1939, which was later
stimulated by E. Domar. The so-called Harrod-Domar model has provided the theoretical
underpinningof an enormous volume ofliterature on economic growth. ------...,_

The Second World War delivered a serious blow to colonialism and many countries gained
their independence in the following 20 years. Emancipation from colonialismwas accompanied
by demands for economic emancipation. Former colonial countries considered political
independence and economic development synonymous and many resorted to economic
planning. Many countries initiated development programmes suited to their own special
economic problems. Resort to economic planning has been the result of the recognition that
the free interaction of the market forces of supply and demand in bringing about the desired re­
structuring of the economy via allocating scarce resources among alternative uses is far from
satisfactory.

Also in some underdeveloped countries it became evident that Keynsian budgeting and
monetary manipulation needed supplementing with something more long-run and purposive.
Many poor countries realized that only planned approach to economic development will
remove the obstacles to optimum economic and social growth. The result.has been the sudden.
upsurge of -interest-in the -f}f-ehlems -ef -gr-ewth- and- develepaıent planning and -henee-the
initiationof annual, medium-term, and long-run development plans.

The Republicof Cyprus, when it-gainea-its-indeıreıı4encefsomBritain-on 16 August -l-%0,- was
faced with-an urgent need for a complete restructuring of its economy. She was confronted
with many problems like rising unemployment, -flight -efcapital, emigration en a-large - scale,
depression 'in major sectors of the economy, a declining national.income, inflation; balance of
payments problem, and-so on. The-Repablic-ofCypnıs sought-and obtained-United Nations
technical assistance in. formulating an economic development programme for Cyprus. In 1961,
The First-F\,ye-Year Programme for Cyprus was-formulated. T-he economic developraeat.policy
of the Government was molded by 1important factors:
a) Small size-ofCy-Prus
b) Reliance on free.foreign.trade
c) Island's comparative advantage oflocation and climate.

A Planning-Commissionwas set up to draw up and administer.a.development.programme with
the aim "to pr-ov-ide .for the -m-o-st -e-fTKie-nt use of -all-human, _pbysicaLarul fiııan.cial
resources within a framework of individual freedom and democratic institutions".
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2.2 LONG-TERM PLANS AND OBJECTIVES OF THE DEVELOPMENT
POLICY IN THE TRNC :

The move by the Greek Cypriots to change the constitution of the Republic of Cyprus in
December 1963 led. to a civil war between the Turkish and, the Greek Cypriot Communities.
The Communal tight-ing--cr.eated physical separation everywhere in the Island. The Turkish
Cypriot Community, which, was forced to live in. enclaves, established separate administrative,
judicial and legislativeergans for their cemmunity- During December 1963 --- Jaly 1914, -the
separate existence of the. Turkish Cypriot Community in Cyprus.was made possible by the
continuous substantial aid from Turkey. · The T-urkish--CypriotCemmunitys main aimduring
this period was survival and, all resources. were allocated, into defending its enclaves. The
struggle forsurvival -deprived-the-Furkish Cypriot Community-ofall -opportunities.wsich-eould
have been used to achieve socio-economicgrowth equal to the Greek Cypriots'.

With the TurkishPeace Operation that toek place -en 20 July 1914 the TurkishCypriets-gained
their independence and,started,to concentrate on,developing their skills, entrepreneurship and.
manpower resources. -Thewar -ın-19+4; led -to-.a -populat.ion--exchaııgeand-bizonality.of the
Island; The Turkish Cypriots living in the Northern part of the Island.and The Greek Cypriot
Community in the Sooth. The-ultimate aim-aft-er19-+4wasto win-the economicwar. In-19-'.7'.7,
national income accounts. started, to be kept and Long Term.Development Plans have.been
prepared. The·peried--betweeıı--1914and -1-98-3-can-be regarded · as- a transitional period. · Then,
the Proclamation of the Turkish Republic of Northern Cyprus took place on 15 November
1983.

The economy of the Turkish- Republic -e.f Northern Cyprus .posseses the characteristics of a
Mixed Economy. This,type of economy is occupying.the middle ground between The Free
Market Economy and the Centrally Planned Eeoaemy fthe-Command Economy), -The -TRN.C,
parallel to the South.Cyprus, has been.preparing Long-Term.Development.Plans and Annual
Economic Programmes since 1977 which marked the beginningof the PlanningPeriod.

The main objectives.of the First Five. Year Development Plans and Annual, Economic.
Programmes, or- sheıtly 'theebjeetives ef the Development Policy,· in the T .R.N:C:-eanbe
summarizedas follows:

a) To secure the achievement of-t-he-lıiglıe-stpossible rate-of-grow-thcompatible
with the maintenance of.economic stability;

b) The Imprevemeatef the-balance of-payments.
c) More equitable distı:ibution of the economic burdens and the National Income.
d) The general-improvement oft-he-standar-d--of-liviııg,
e) The further expansion and improvement of social services.

The Second Five Year. Development Plan, 1989-1993-fullewed-mainlythe pathof the.Firsr
Five Year Development Plan.
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The Third Five Year Development Plan (1993-1997), which is in action, basically aims:

a) the improvement of the liberal economic system;
'

b) reduction in the rate of growth of consumption expenditures and increase in domestic
savings;

c) encouragement and enhancement of investments in priority sectors, especially in
tourism and industry;

d) increase in export-oriented production and thus increase in exports;

e) improvement and expansion of the finance sector and social services.
\

In accordance with the liberal economic policy adopted by the Government of the T.R.N.C.,
trade, -tourism, education, banking, transportation and industrial sectors preserved their priority
and importance.

2.3 ASSESŞ.MEN-1'-0FTHE ECON-6MIC PE-R:FORMANeE-O-F-T-HE-TURKISH
REPU:fıLIC OF NORTHERN CYPRUS:

I

a) GNP and Per Capita GNP:

The Five-Year -DevelopmentPlans 'and Aanua! Economic Programmes created favourable
effects on the- economy of the Turkish. Republic of Northem Cyprus, The economy has been
growing steadily-at-atı .average.annual-growth.rate.of 5 .3-%-inthe-pastl9- years. T--he---increaseJn
GNP between 19-1'7- and-1996-, at constant prices-of 1977, is 101.4%. Ascan be-seen from-the
examinatiol}---ef-'fASLE--l,--t-he-GNP-whi~lı was 3,-810.~---mill-ion- 'f--L-in l-9'7'7--rose to 7,6'21-.7

--miHion FL 'in 1996 at constant prices of 1977. In terms of US$, the. corresponding .figııres are
US$ 209.4 in-19J1-and-US$-77J.9-in 19-%-.-P--eı:-eapita--G:NP flgures.are.alse-givea on. TABLE
1. During the-period.between, 19TZ ancL1996, per capita.Gblll.increasedby 5-9.3%-&constant
prices of 19,7·7; .at .an .aanual average -growth-rate-Of J .2%~ -P----er--cap-ita--GNP -which-was 26,279
million TL in 1977 rose to 41 ,_865- million TL in, 1996, at. constant prices, of 1977. In.terms of
the US$, per capita GNP in 1996 was US$ 4,222. Please see TABLE 1.

I
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b) Employment and Unemployment:

The employment policy aims at attaınıng full employment and systematic promotion of
schemes for the training. and re-tr.aining of the labour force for increasing. productivity and
eventually the most-efficient utilization. -of manpower. An -examination of employment by
sectors show that the working. population, which was 44,795 in 1977, rose to 79,368 in 1996,
an increase- -ef 77.1-8%, Please .see TABLE 2. The popalatien --of the TurkishRepublic of
Northern Cyprus was 183,290 in 1996 and the working population constitutes 43.3% of the
total population.

There is not any aeete unemployment problem in- the Turkish Republic -of Northern -Cyprus
because the official registers of unemployment has shown a constant decline over the years.
The statistics published by the Department -of Employment show -that -the -a-veı:age mımber -of
unemployed' dropped. form, 1,137 in 1977 to 946 in 1996, a falL of 29.24 %.The rate of
unemployment in 1996 was 1.2 %. Please see TABLE 2a.

c) Inflation :

Looking at the· price -trends in the · Turkish-Republio · of Northern- Cyprus, . changes -in- the
Consumer Price Index. show that a high rate of inflation has been prevailing in North Cyprus
since 1977. The-rate of inflation in 19-77 was 23%" Afthough it went-up- as- high.as 9J%--in
J 9-&0,it declined in the-subsequent-years-. ·But0thes~positive,developments·were deteriorated-in
1994 when tbe Consumer Price -Index rose -to- the-level -ef 11-5% in .line withe the · ''5th of April
measures" taken in Turkey. At the end of 1996, the rate of inflation was 87.5%.

The distributien-ef-ıhe.cost-of Iiviagaecordieg tothe-Gategor-ies--ef-goods ana- services-shows
that increases in food-constitutes the major part of the cost of living in the Turkish Republic. of
Northern Cyprus: Another important -share is.takea by transport· and telecommunications.
Since the Turkish Lira is used.as Legal Tender in the country, it can.be. said. that major part of
the inflation prevailing in the T-ınkish-Republic of Northeen -Gyprus- is -being .imported -from
Turkey. Details of price increases are given on TABLE 3a and TABLE 3b.

d) Foreign Trade :

The economyof the Turkish Re-public-of Nerthern- Cyprus has the characteristic of an island
economy with very limitecLnaturaLresources. During the period. between 1977 and 1996,. there
was an increase-in the volume ef foreign -trade; · from US$- l-06. 9 -million in 1971 it rose- te U8-$
388.9 million in 1996, an increase of263.8%.

During this period; the .imports -ef the country-increased fı:om US$--82 million .in -1 (YJ7 - to US$
3 18. 4 million 1996, an increase of 288. 3%. Exports, on the other hand, . rose from US$ 23.9
million in 1')77-te-US-$-7-0.5-miUion-in-19%,-an-inerease-ef-194.9%, As canbe-seen.fsomthese
figures, export earnings are not covering total imports. The foreign trade. deficit increased from
US$ 57.1 m. in-1-97'7 to US$ 24+.9-m: in 1996: I'he rate ofimports- meetingexports-hasbeen
declining continuously. In other words export/import ratio is falling. In 1996 export/import
ratio was 22.1 %
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In 1982, this ratio was 32.9%. In 1996, 55% of the imports of the Turkish Republic of
Northem Cyprus came from Turkey. ff we look at the export figures we wilL see that in. 19-96,
48% of the expertswentto-Turkey.r'Ihis figure in 1982 was only 18%). This shows that the
Turkish Republic of Northern Cyprus is still suffering from economic embargoes. Details are
given on TABLE 4.

e) State Revenues and Expenditures.

The basis of-the-Fiscal-Policy-iathe Tur-ki-sh-Republicof Northern Cyprus-is -t-lıe creation.of
necessary conditions for internal monetary stability, supporting the more productive
infrastructural-projects,reducing thedependenee err foreignIeans -needed-to-finanee-the-boog-et -­
deficits and limitingthe rate of grof1h of personnel expenditures, transfers and subvention.

The breakdown-of State Revenues and Expenditures shows that, TABLE-5-, t-he-bu-dgetdeficit
in the Turkish Republic.ofNorthern Cyprus is enormous. The Budget Deficit, in. current prices
increased fromH, 3-64.8 millionin -1-977-to'fL2,-125,79J.-8-mi-l-liooin1-996.-This budget deficit
in covered, to a large extent,. by foreign.aid and loans from Turkey. As. mentioned earlier,.
Turkey is the onlyeeuntry reeognizi-ng-the Turkish-Republic-ef-Nerthem Cyprus.- In 1--985; the
amount of aid received by Turkey TL lD,_450.9 million. In 1996,. this figure rose to TL
6,119,642.4 million. (huge defense -expenditures -and financing- of the ma-in -infr-a-structıne
projects are not included in. these figures), In 1985, 88% of the total aid received.by the
Turkish Republic-ofNorthern - Cyprus -eame-from Turkey. 'I-he- share-of other fereign.aid - was

- -12%. -In::-1996,. Turkey's. share in total foreign aid-increasedto 98% whereas.the share of other
aid fell to 2-%: -Buteven this aiti- is net .adequate- to -cever the-budget deficit. The-Gevemment
tries to borrow both,internallyandexternally. A major part of external borrowing, due to non
recognition of the country comes from Turkey. Details are given on TABLE 6.

f) Sectoral Analysis of the economy of the TRNC :

An analysiş-of the sectoral struoture --o-ft-he economy -ef the Turkish Republic -ef Northern
Cyprus shows that the importance.of services sectors, mainly tourism and higher education,.
has been increasieg at the -expenseef-the .agrieulture sector. The agricultural sector-has be-en
showing a declining.trend. Its share in the GDP has decreased from 16.4% in. 1977 to 11 .4% in.
1996. Its sharem--total-exports-al-sodecreased from 77.5-%--in I-~77to44%-in 1-996. (interms
ofUS$ its share-in1977-was-1-8-.5-million out of23.9 and in 1996 this share fell to 31.0 million
out 70.5 millioa)'
Tourism see-tor .hasdeveloped considerably. It has been declared a-s one of-the locemotive
sectors of the economy. Tourist-arrivals.has. increased from 113,_146 in 1977 to 365.,116 in
1996 (289,Bl from Turkey -and 7-5-,98-5 from-other -eountries), an .increaseof 222.7%. Net
tourism revenues-also- increased from US$ 30.2 million to US$ 175.6 million in 1996, an
increase of 481.5%2.

1. Statistical Yearbeek 1-9%; State--Plaıtning-Organization, pp- 240-24 I, June- l 9-9:J; Lefkoşa, T--ttr-kish- Republic
of Northern Cyprus.

2. Economic and -Seeial-Indicators i 9%, - State-Planning Organization, -p:3-8, October t999 ,"'Lefkoşa, -'I'-u.flci-slı
Republic of Northern Cyprus .
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The sectors of manufacturing and finance are also showing satisfactory performances. In terms
of foreign exchange earnings, higher education sector is also showing a satisfactory
performance.

Other relevant statistieal-tables-retatieg to-the-eeeeomy een-be-feund-ea -TABlıES-..'.7, 8, 9 and
10.

\
I



STATISTICAL TABLES AND DIAGRAMS RELATING TO THE
BASIC ECONOMIC INDICATORS OF THE ECONOMY OF THE

TURKISH REPUBLIC NORTHERN CYPRUS
ARE GIVEN ON PAGES 7 to 29.
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