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Peace dividend that cannot be ignored

By Fiona Mullen 

When it comes to assessing the business opportunities a Cyprus solution would bring, it is tempting to focus only on intra-island trade. Yet the greatest long-term opportunities lie in doing business with Turkey, Cyprus's closest and largest neighbour.

Looking at other small EU member-states such as Malta, Estonia and Slovenia, it is clear the largest neighbour is usually the smaller country's biggest export market.

However, at present, the Greek Cypriot south of the island barely trades with Turkey - mainly because Turkey has not implemented the Ankara Protocol that would extend the EU-Turkey customs union to Cyprus. As a result, Cyprus-flagged ships are unable to dock at Turkish ports.

Meanwhile, the Turkish Cypriot north of the island is over-dependent on Turkey, following a 1994 European Court ruling that closed other export markets to the unrecognised Turkish Republic of Northern Cyprus (TRNC).

This means that more than half north Cyprus's exports of goods go to Turkey, and about 80 per cent of tourists come from Turkey.

What would be the impact on a re-united economy if these issues were resolved?

To answer this question, we focused on the main sectors that stood to gain, rather than the whole economy.* We looked first at commercial relations between Greece and Turkey following their rapprochement in 1999 after years of mutual hostility.

Trade between Greece and Turkey rose at an annual average rate of 25 per cent between 2000-06, while tourism increased at an astonishing average rate of 275 per cent yearly. Moreover, bilateral exchanges rose much faster than either country's trade with the rest of the world.

Greece is now one of the top 10 foreign investors in Turkey, which has become one of the fastest-growing markets for Greece, especially in tourism.

This remarkable improvement suggests that businesspeople in Cyprus, too, would quickly overcome feelings of mistrust once political conditions improve. In fact, there has already been a mini-boom in intra-island trade since April 2008, when Greek and Turkish Cypriot officials began to prepare for re-unification talks.

The main sectors that stand to gain are: tourism, real estate, higher education, shipping, and accounting and legal services. But trade in goods and inward foreign direct investment would also benefit.

We calculated that a settlement of the Cyprus problem would bring a peace dividend averaging €1.8bn yearly in the first seven years. This would rise from the equivalent of 1.4 per cent to more than 10 per cent of unified gross domestic product over the same period.

This would mean an annual average peace dividend for each household of just under €5,500 a year - the equivalent in today's terms of 20 per cent of a Greek Cypriot worker's annual salary, or about 40 per cent of a Turkish Cypriot's salary.

The biggest boost - about €700m - would come from new tourism business, including €380m as a result of increased arrivals from Turkey. Re-unification would enable Cyprus to re-brand itself as an international destination with new air and sea gateways for visitors, who would able to travel freely throughout the island.

Another €550m would come from new real estate and construction business, through resolution of property disputes, mainly involving Greek Cypriot property in the north and the wealth effect created by the restitution of land and properties, or through compensation paid to owners.

The remainder would come from other services. Reunification could turn Cyprus into a regional hub for higher education focusing on foreign students - already a flourishing sector in the north, but not yet in the south.

Providing accounting and legal services to businesses setting up on the island has been one of the most dynamic sectors in the south in recent years, thanks to Cyprus's 10 per cent corporate tax rate and a large array of double taxation agreements.

By putting together the Turkish Cypriots' language skills and contacts abroad and the Greek Cypriots' success in making Cyprus an EU springboard for companies investing in emerging markets, there is plenty of potential to expand the market for professional services.

Fiona Mullen is the director of Sapienta Economics Ltd., an economic analysis and research company based in Cyprus. She writes here in a personal capacity.

*The Day After: Commercial Opportunities Following a Solution to the Cyprus Problem, by Fiona Mullen, Praxoula Antoniadou-Kyriacou and Ozlem Oguz, Cyprus Centre of the International Peace Research Institute, Oslo (PRIO), www.prio.no/cyprus
