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Overview of the Key Risks Facing the Republic of 

Cyprus over the Next 20 Years 

This report seeks to assess the risks associated with relocation to and investment in the 
Republic of Cyprus that are not related to short-term economic factors or fluctuations in 
market conditions. The report was commissioned privately, written in a less formal style 
than most of our other reports, and made available to the wider public with the client's 
consent. The general approach adopted in preparing this text was to identify the 
directions in which the island's economic and social situation might deteriorate for 

political or other reasons. 

Our aim is less to estimate the probability of particular events than to set out the 
considerations and factors that should be taken into account in any independent analysis 

of such risks. 

  

1. The Risk of Aggression or Other Escalation by Turkey 

We see no serious rational arguments in favour of Turkey undertaking full-scale military 
aggression against the southern part of the island. However, Putin's aggression against 
Ukraine, which most analysts relying on rational considerations did not expect, 
demonstrated the weakness of such reasoning. Moreover, analysing possible causes of 

aggression on Turkey's part would require modelling future domestic political 
developments in that country. Over a long time horizon, the accuracy of such forecasts 

would necessarily be low. 

For the purposes of this analysis, therefore, we will not attempt to answer the question 
of why this might happen. Instead, we will take as an axiom that the Turkish government 
may at some point set itself the goal of annexing southern Cyprus, guided by criteria of 
rationality unavailable to us, and we will discuss the objective constraints that would 
inevitably have to be taken into account if the Turkish authorities, for whatever reason, 

became seriously inclined to launch such aggression. 

 

1.1 The most obvious constraint is the combination of formal and implicit security 
guarantees available to Cyprus from Western countries. These include Cyprus's 
membership of the EU, individual guarantees from the United Kingdom and Greece, and 
extensive military cooperation with Israel. In addition, the island physically hosts British 
military bases, separate US units, and a UN peacekeeping contingent. The presence of 
Anglo-American air assets on the island is not merely symbolic; it constitutes a military 
force capable, if desired, of significantly affecting the course of events in the opening days 

of a war. 
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Turkey lacks strategic deterrent capabilities. As a result, for third parties the risks of 
direct intervention in such a conflict would be disproportionately lower than, for 
example, in the case of Russian aggression against Ukraine. At the same time, the number 
of actors able and potentially willing to intervene independently, without support from 

collective forces, is exceptionally large. 

Even if one assumes the unlikely scenario of a deep crisis or collapse of the EU and NATO 
within a few years, and even if the guarantor states' involvement in other conflicts or their 
political weakness were to allow the planners of Turkish aggression to expect outside 
actors to stay out, no rational planning could rule out the risk that an external actor might 
nonetheless intervene seriously - whether for unpredictable domestic political reasons 
analogous to the Falklands War, or because of a rogue action by foreign servicemen 

stationed on the island, which could draw their states into the conflict even against the 
wishes of their leadership. Moreover, tens of thousands of citizens of the United Kingdom, 
Israel and Greece are permanently present on the island, and their accidental mass deaths 

might likewise leave those governments with little political choice. 

These risks are greatly magnified by the fact that, unlike Donbas or Idlib, Cyprus is an 
island whose supply lines under modern conditions could be highly vulnerable even to 

attacks by an adversary inferior to Turkey in conventional arms and air power. 

Taken together, and in the absence of strategic deterrent forces, these considerations 
make aggression an act of extreme adventurism. Accordingly, one of the clearest 
indicators that the risk of aggression is increasing would be Turkey's conducting nuclear 

tests and making substantial advance investments in missile forces. 

  

1.2 A second major factor that hypothetical instigators of Turkish aggression would have 
to consider is the likely economic consequences. Observing how relatively easily the 
Russian economy weathered sanctions may create the misleading impression that other 

large economies would be equally capable of doing so. 

Yet the unique features of the Russian economy that underpinned its resilience are not 
merely absent in Turkey's economy; in an important sense, one could say that on the main 

indicators of resilience the Turkish economy is the direct opposite of the Russian one. 

Russia entered the war with a budget surplus, public debt of less than 20% of GDP, 

National Wealth Fund reserves of about 10% of GDP, central bank reserves of USD 643 
billion and, more importantly, a positive trade balance approaching 10% of GDP. In other 
words, at the start of the war Russia was a net exporter of capital, was not dependent on 
a constant inflow of foreign investment, and could afford a reduction in exports without 

compromising its ability to pay for critical imports. 

Turkey, by contrast, has twin structural deficits. In recent years the negative balance in 
trade in goods and services has reached 5% of GDP, while the long-running budget deficit 
has fluctuated around 4-5% of GDP. In other words, the entire Turkish economic model 
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is balanced only by a constant inflow of external capital, which is a significant factor in 

financing the budget deficit. 

Over the past decade, Turkey's foreign-exchange reserves, once currency swaps are taken 
into account, have in fact been negative (the debts of the Central Bank of Turkey to 
international organisations and foreign central banks under swap arrangements 
exceeded the size of its reserves). At its peak, this negative balance approached minus 
USD 50 billion. The situation improved markedly in 2025, largely because of the nominal 
rise in the value of gold held in reserves. However, if one takes into account not only 
external but also internal borrowing by the Central Bank of Turkey, a significant share of 
which is denominated in hard currency, the overall balance of the central bank's foreign-
currency assets and liabilities remains close to zero, with a strongly adverse mismatch 

between the liquidity of liabilities and assets (a stock of gold of this size has limited 

liquidity, especially in wartime). 

Even without foreign-policy adventures, Turkey's financial system has long been 
balanced on the edge of collapse, a collapse that in the medium term will in any case be 

difficult to avoid simply because of the scale of accumulated imbalances. A mere 
reassessment of Turkey's country risk by foreign investors, quite apart from possible 
sanctions, would make it impossible to finance the current budget deficit except through 
monetary issuance; under conditions of a negative balance of payments, this would 
trigger repeated devaluations of the lira and, in the medium term, hyperinflation. Such 
consequences would be extremely difficult to avoid even if the military operation itself 

required no increase in budgetary spending. 

Aggression would produce multiple adverse consequences, including an almost 
inevitable default on the government's external obligations, as well as those of many 
domestic companies and banks (mandatory external debt payments falling due within a 
single year approach USD 250 billion). The principal economic constraint, however, lies 
elsewhere. With sufficient determination and a willingness to bear losses, many of these 

problems can be met with moratoria, confiscations and direct administrative controls. 

The central constraint is Turkey's inability to pay independently for critical imports in 
conditions of crisis. Russia entered the war with large reserves and a surplus in external 
trade. Sanctions reduced export earnings and increased the cost of imports, but the 
question of how to pay for those imports never truly arose. Turkey has virtually no 
reserves and already lives with a deficit in external trade. At the same time, the largest 

source of Turkey's export earnings is tourism services, whose export value amounts to 
around 4.5% of GDP (about 40% of this comes from tourists from the EU). This sector is 

highly vulnerable not only to sanctions but to any manifestation of political instability. 

Thus, even leaving aside the highly probable sanctions and the resulting decline in export 
earnings and rise in import costs, a sharp increase in political risk would, within a matter 
of months, render Turkey unable to pay for roughly one third of its current imports. If 
one also factors in capital flight, a rush into foreign currency and other crisis-induced 
dynamics, stabilising the economic situation would require approximately halving 

Turkish imports and keeping them at that level until conditions normalised. For an 
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economy whose largest import item is energy, demand for which is inelastic, such an 

adjustment would have catastrophic consequences. 

None of the above means that the government could not choose to disregard all these 
considerations. We merely wish to indicate why, over at least the coming decade, Turkey 
will be far more economically vulnerable to severe political shocks than most comparable 
economies. From an economic standpoint, the cost of external aggression for Turkey 
today is comparable to the cost that such aggression would have entailed for Russia in 

the mid-1990s. The situation may change, but that is a matter of decades. 

 

1.3 If one considers a hypothetical aggression purely from the military-technical point of 

view, leaving aside political and economic risks, Turkey's chances of rapidly occupying 

the southern part of the island should be assessed as fairly high. 

Turkey enjoys overwhelming superiority in mobilisation potential, troop numbers and 
air power, both among forces already deployed on the island and among those available 
for rapid reinforcement. The speed with which Turkey could build up its military 
grouping vastly exceeds the speed with which any external assistance could reach the 

island. 

Cyprus, by contrast, lacks many types of modern weaponry, including fighter aircraft of 
its own. The island lacks the strategic depth necessary for an effective defence. A 
significant part of southern Cyprus lies fully within range of modern artillery. Any 

headquarters planning an invasion could count on surprise, or at least on the effect of a 
first massive strike, and may hope to disrupt or seriously impede the mobilisation of 
reservists. Hypothetical planners of aggression may therefore reasonably anticipate a 

scenario in which attacking forces rapidly seize the island's key strategic points and 

confine the defenders to isolated pockets of resistance. 

None of this rules out the possibility of heavy losses for the Turkish army, especially in 
the course of airborne operations and urban combat. Yet what would deter hypothetical 
planners of aggression is not this so much as a general understanding that war is always 
poorly predictable and that there is always a risk that something will go wrong. The 

relatively recent and vivid failures of the plan to take Kyiv in three days and the drawn-
out US operation in Iran would materially shape assessments of the prospects for an 

invasion. 

Given the considerations set out in section 1.1, any prolongation of hostilities, with the 
inevitable increase in civilian casualties, would greatly heighten the risk of third-party 
intervention, even if the initial situation appeared to permit the expectation that such 

intervention would not occur. 

 

1.4 In recent years the attention of Turkey's foreign-policy leadership has been focused 
more on the continental Middle East than on the western direction. Military operations 
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in Syria and Iraq, active involvement in regional conflicts, and the desire to strengthen 
political and military influence in neighbouring states all create a consistent vector of 
expansion eastwards and south-eastwards. Within this logic, Turkey already possesses 
the necessary infrastructure of presence, well-established channels of influence and a 
broader range of instruments for the projection of power, making this direction 

significantly more convenient in practical terms. 

At the same time, the nature of Turkey's frictions, for example with Israel, is sharper and 
more heavily laden with ideology than its relations with Greece or the European Union. 
Despite continuing tensions with the EU and periodic flare-ups in relations with Greece, 
these conflicts are to a considerable degree institutionalised and constrained by existing 
arrangements, economic interdependence and Turkey's membership of key international 

structures. By contrast, the Middle Eastern direction offers considerably more room for 
political manoeuvre, not least in conditions of weakened or fragmented state institutions 

in a number of countries in the region. 

In this context, demonstrations of foreign-policy success or the pursuit of ideological 

projects, including elements of a pan-Turkic agenda, are far easier to achieve in the 
eastern direction and involve significantly lower costs. Military or quasi-military action 
in a region where the risk of direct confrontation with major external actors is lower 
makes it possible to achieve visible political results at a relatively controllable level of 
escalation. By contrast, any attempt to pursue analogous objectives in the western 

direction would inevitably encounter tougher institutional and economic constraints. 

Thus, even if Turkey's political leadership were, for reasons unknown, suddenly to feel 

an acute need to wage a 'small victorious war' or otherwise demonstrate foreign-policy 
achievements, the eastern direction appears far preferable for Turkey both in terms of 

practical feasibility and in terms of the balance between risks and potential political gains. 

 

1.5 The considerations set out in this section lead us to conclude that, over the 
foreseeable horizon, direct Turkish military aggression against southern Cyprus is 
possible only if its hypothetical organisers display extreme adventurism and ignore 
obvious risks. Much more likely is Turkey's resort to hybrid forms of pressure on 
southern Cyprus: encouraging illegal migration, supporting radical political forces, 
financing various media outlets, provoking incidents around the development of the 

offshore shelf, and similar actions. 

Any attempt to model specific variants of such hybrid pressure would amount to little 
more than speculation. In general, however, there are solid grounds for regarding the 
consequences of such pressure for the economic and social sphere of southern Cyprus as 
fairly limited. Turkey-related political risks are already priced into investment and 
migration decisions. Constant reminders of an existing point of political tension can only 
marginally increase the assessment of these risks and are unlikely to worsen the situation 

radically in most areas. 
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2. Military Conflicts and General Instability in the Middle East 

At the time of writing, the outcome of the war in Iran remains unclear. However, given 
the twenty-year time horizon of this forecast, and regardless of how this particular war 
ends, the probability of further military conflicts between Middle Eastern states, political 
destabilisation and civil wars in individual countries of the region, as well as further 
escalations in Arab-Israeli relations in a wide variety of forms, should be regarded as high. 
Moreover, the increasing frequency of military conflicts will inevitably provoke a new 
arms race in the region, which will aggravate social problems on the one hand and may 

itself become a factor increasing the likelihood of new wars on the other. 

The direct military impact of the above developments on the island itself cannot be wholly 

ruled out. However, there is an important factor that objectively constrains such an 

outcome. 

Any attempt to strike the island not symbolically but in a genuinely destructive manner 
would encounter political constraints first and foremost. Cyprus is a member of the EU, 
and winning EU sympathies for the Arab side, or at least ensuring a neutral or divided 
attitude within European public opinion towards the Arab-Israeli conflict, would 
inevitably become a central element of the strategy of any anti-Israeli actors. Serious 
strikes on the island would greatly complicate diplomacy and public relations in this 
respect while offering no meaningful military-strategic benefit. A similar diplomatic logic 
would apply in the event of another US intervention in the region. From a military-
technical standpoint, the island could reasonably expect cover from the fleets and air-

defence forces of individual EU states and of the United Kingdom. 

This was clearly illustrated by the recent history of strikes on Akrotiri base, whether real 
or alleged, whose results are better understood as a public-relations operation directed 
against Iran than as a military strike on the island as such. Significant naval forces from 
the United Kingdom and several EU member states were deployed to the area around 

Cyprus. 

As with any attempt to model the behaviour of Turkey's leadership, the problem with all 
such reasoning is that it assumes rationality on the part of decision-makers. In real life, 

rationality may be absent, particularly in the actions of religious fanatics. 

An escalation of the Arab-Israeli conflict or civil wars in Middle Eastern countries is far 

more likely to affect Cyprus indirectly than through direct military means. There may be 
a sharp decline in tourist arrivals, restrictions on air traffic, higher borrowing costs and 
falling stock prices. Above all, however, any destabilisation of the region will affect Cyprus 
through increased migration flows, which we consider it necessary to examine separately 

and in detail. 
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3. Migration: Risks and Opportunities 

3.1 Cyprus today ranks among the leading EU states by the share of migrants in its 
population. As of the end of 2025, the number of holders of official residence permits 
alone stood at 170,000, or more than 18% of the population of the southern part of the 
island. If one also takes into account irregular migration, emigrants who have acquired 
Cypriot citizenship, and persons who do not need to obtain residence permits, the total 
number of first-generation migrants is, by various estimates, 25-30% of the island's 

population. 

Despite such a high share of migrants in Cyprus's population - a share that was well above 
European averages both 20 and 30 years ago - the island saw no mass anti-immigrant 

protests until 2023. Until the second half of the 2010s, anti-immigrant incidents were 
rare and episodic, and in the political sphere the issue of resisting migration was far less 

salient than in most EU countries. 

For decades, migrants in Cyprus were perceived - and for the most part genuinely were - 
not as competitors for jobs but as a source of employment and income for the local 
population. British military personnel and pensioners, affluent migrants from the former 
USSR, and later employees of the IT industry earned their incomes outside Cyprus and 
acted on the island as a net source of additional consumer demand. Low-skilled migrants 
occupied clearly defined niches, such as domestic work or construction. However, the 
situation has changed in recent years owing to a new wave of migrants from Syria and 
African countries. The political tension this has generated could lead both to legislative 

changes detrimental to the economy and to broader political destabilisation. 

 

3.2 Traditionally, crises in countries connected with Cyprus have had a predominantly 
positive effect on the island's economy. The flight of skilled personnel and operating 
businesses from the war in Lebanon in the 1980s made an enormous contribution to the 
development of the island's financial sector. Affluent migrants from the former USSR 
were major purchasers of Cypriot property for decades, thereby generating demand for 
the construction industry and additional demand for services - particularly financial and 
legal services. The war in Ukraine led to a large-scale migration of high-technology 
businesses from Russia and Ukraine to the island, turning IT into the leading sector of the 

economy. 

Recent events in Israel have affected the island's economy in much the same way. Many 
tens of thousands of Israeli residents moved temporarily to the island during the acute 
phase of the conflict. Some began to establish Cyprus as a contingency base. According to 
the Journal of East-West Business, representatives of the Jewish diaspora on the island 

purchased around 4,000 housing units over the past four years1. 

 
1 Journal of East-West Business: Israeli and Jewish Diaspora Investment in Cyprus: FDI Determinants, Entry 
Modes, and Institutional Challenges // 
https://www.tandfonline.com/doi/epdf/10.1080/10669868.2025.2595351?needAccess=true 

https://www.tandfonline.com/doi/epdf/10.1080/10669868.2025.2595351?needAccess=true
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Given the high quality of Israel's human capital and the wealth of its population, 
dramatically negative developments on its territory would represent for Cyprus more of 
an opportunity for growth - via a new wave of highly affluent and well-educated 

emigrants, as well as operating businesses from Israel - than a direct risk. 

Similarly, war in Iran and instability in the Persian Gulf region may prove not only a 
source of risks but also a significant source of opportunity for Cyprus. In recent years the 
UAE has become one of the key destinations for international capital, including European 
capital, offering a combination of tax advantages, developed infrastructure and relative 
political stability. However, this model relies to a considerable degree on the perception 
of the region as safe and predictable, and that perception may be undermined in the event 

of prolonged geopolitical turbulence. 

If a durable sense of risk in relation to investment and residence in the region were to 
take hold, the effect might be not so much a redistribution of flows within the Middle East 
itself as a partial return of capital and population to jurisdictions perceived as more 

predictable and institutionally stable. 

In such circumstances, Cyprus could become one of the beneficiaries of the redistribution 
of these flows. On the one hand, the island lies in immediate geographical proximity to 
the region, which makes it a convenient relocation point both for businesses and for 
private individuals. On the other hand, membership of the EU, the legal system and a 
relatively comprehensible regulatory environment provide a higher degree of 
institutional predictability than is available in most countries of the region. An additional 
factor is the tax regime, which, although not as liberal as that of some Middle Eastern 

jurisdictions, nevertheless remains competitive in the European context. 

It should also be borne in mind that, if instability becomes a long-term condition, 
relocation decisions will be taken not only in response to short-term security 
considerations but also with regard to quality of life, educational infrastructure and the 
possibility of long-term family residence. In this respect, Cyprus possesses a number of 
comparative advantages that may prove more significant than minimising the tax burden 
in the narrow sense. Thus, under a certain configuration of geopolitical factors, instability 
in the Persian Gulf may be transformed for Cyprus from an external risk into an additional 

source of economic growth through inflows of capital and human resources. 

 

3.3 Real and hypothetical crises in the Middle East will inevitably generate two types of 
migration. On the one hand, Cyprus will receive more affluent, skilled and culturally 
proximate migrants from Israel and the UAE, as well as Egyptian Copts and Christians 
from Lebanon. On the other hand, it will receive comparatively poorer and less skilled 

refugees, predominantly Muslims. 

Establishing a sensible balance between these two flows will, even in the absence of wars, 
be one of the island's key political problems over the coming decades. Any crisis in the 

region would only sharpen this problem dramatically. 
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Migrants of the first type are the main source of the island's economic growth. Migrants 
of the second type also contribute to economic growth, but they give rise to serious social 
discontent, which would intensify further if their numbers increase or economic growth 
slows. Political demand is rarely selective, and the ordinary voter is not inclined to 
distinguish between different categories. Political measures to restrict migration will 
become increasingly popular, including radical and non-selective ones. Such a situation 
could lead to further tightening of the conditions of stay for those migrants who are a 
main driver of the island's economy. In combination with the risks discussed in section 5 
of this report, this could lead to the partial or even complete loss of the IT cluster that is 

important to the Cypriot economy. 

Against a backdrop of rising anti-migrant sentiment across Europe, and given the already 

high degree of ethnic diversity in the island's population by European standards, together 
with the high mobility of the IT and fintech industries and of affluent and skilled migrants 
able to change country of residence quickly and en masse, the growth of socio-political 
tension rooted in anti-immigrant sentiment, and the tightening of migration legislation 
prompted by it, should be regarded as among the most significant risks to Cyprus's future. 

Any additional wave of migration resulting from instability in the Middle East would 

sharply reinforce this trend. 

 

3.4 The second type of migration may also trigger increases in crime and in the number 
of terrorist attacks. Terrorism is inherently difficult to forecast. We would note only that, 
given the general background of Islamist terrorism in the EU, isolated terrorist attacks 

are unlikely to affect the island's attractiveness to tourists or investors either materially 
or over the long term. For such events to become a significant factor, something 

exceptional or systematically exceeding typical EU levels would have to occur. 

It should also be borne in mind that, in assessing the possible migratory consequences of 
military conflicts in the Middle East, the key parameters to watch are the size of the 
population of the country concerned and its degree of urbanisation. In this respect, a 
major civil conflict in Iran or Egypt would generate migration effects on a much larger 

scale than the recent civil war in Syria. 

 

4. Risks Associated with Global Changes in the World Economy 

Over the past decade, growth in the Cypriot economy has been determined to a large 
extent by two global economic trends: the increasing importance of the IT industry and 
the movement of part of the population of developed countries to more climatically 

comfortable zones. 

The Cypriot government is currently pursuing a highly sensible policy that makes the 
country attractive both in general to people whose sources of income are located outside 

the country and specifically to IT companies and digital nomads. 
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Cyprus ranks among the leading EU states by the share of the IT sector (Information and 
communication) in GDP (12%). The sector continues to grow at double-digit rates (11.3% 
in 2025). IT and fintech account for almost one third of Cyprus's exports, exceeding even 
tourism services in scale. Each year, 10,000-15,000 people relocate to Cyprus2. Foreign 
nationals purchase more than 4,000 properties annually3, accounting for 25-30% of new 

residential completions on the island. 

The principal real risks to these sectors are linked more to possible changes in Cyprus's 
own tax and migration policy than to any external factors. In the modern world, both 
business and affluent migrants seeking a better climate are highly mobile, and any 
substantial tightening of tax or migration legislation can quite quickly reverse today's 

positive tendencies. 

Within the logic of enumerating risks, two external threats may also be identified. 

A) The development of artificial intelligence, and its monopolisation, as a threat to 

traditional IT and programmers' jobs. 

B) The worsening budgetary problems of the EU and the pension-system crisis of 
Europe's key economies, which may reduce the capacity for 'climate migration' among 

the relevant group of people. 

Although both of these threats are likely to materialise to some degree, their negative 
effect on the economy of Cyprus in particular is, with high probability, likely to be quite 
limited. Within Cyprus's IT sector it is not lower-level developers, who are most exposed 

to competition from AI, that are concentrated, but management, marketing and 
entrepreneurs, whose activities will be affected by AI competition last. A significant share 
of Cyprus's IT sector is linked to fintech, where tax planning and established 

infrastructure play a major role. Retirees relocating to the island are concentrated in 
upper-income groups4, which will be least affected by the likely problems of pension 

systems. 

Climate risks that may also affect migration flows and tourism are discussed in detail in 

section 7. 

 

5. Risks Specific to the Cypriot Economy 

The vulnerability of the Cypriot economy is shaped by three factors: its small size, the 
high share of particular sectors, and its heavy dependence on foreigners. These risks are 
objective in character and are unlikely to be eliminated or materially mitigated over the 
period under consideration. Small, weakly diversified and open economies are always 

 
2 Government of Cyprus: Demographic Statistics 2024 // https://www.gov.cy/en/economy-and-

finance/demographic-statistics-2024 
3 Ministry of Interior: Department of Lands and Surveys // https://portal.dls.moi.gov.cy/en/statistics  
4 Ali Alansi: Why Cyprus is a Preferred Destination for Retired People? // https://alialansi.com/why-cyprus-is-a-
preferred-destination-for-retired-people  

https://www.gov.cy/en/economy-and-finance/demographic-statistics-2024/
https://www.gov.cy/en/economy-and-finance/demographic-statistics-2024/
https://portal.dls.moi.gov.cy/en/statistics
https://alialansi.com/why-cyprus-is-a-preferred-destination-for-retired-people
https://alialansi.com/why-cyprus-is-a-preferred-destination-for-retired-people
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more vulnerable to external shocks and prone to sharper fluctuations in key indicators 
than large and diversified ones. In a favourable external environment, the same factors 
may support higher rates of economic growth, but crisis phenomena are also likely to 
manifest themselves more acutely. This is a general rule across many sectors, but we shall 

discuss only two of them in somewhat greater detail. 

5.1 Risks in the Banking Sector 

The Cypriot economy has already experienced a systemic banking crisis, the 
consequences of which were institutional as well as economic. Despite the subsequent 
stabilisation, the underlying model of the banking sector continues to display a number 
of vulnerabilities. These include its high dependence on cross-border capital flows, the 
significant share of non-resident funds on banks' liability side, and sensitivity to 

regulatory changes at the EU level and, in some cases, in third countries. In the event of a 
sharp tightening of compliance requirements, sanctions pressure, or a deterioration in 
the country's reputation as a financial centre, a rapid outflow of funds is possible and, 
given the size of the banking sector relative to the economy, such an outflow could quickly 

assume a systemic character. 

In such a situation, the key risk factor is not so much the quality of banks' assets as the 
speed with which confidence in the system as a whole may be lost, as was already 
observed in the previous crisis. Given the limited capacity of the national authorities to 
stabilise the banking system independently within the euro area, a recurrence of such a 
scenario, albeit in a different form, cannot be wholly excluded over the period under 

consideration. 

5.2 Risks in the Property Market 

The property market plays a much more significant role in Cyprus than in most 
comparable economies, acting simultaneously as a channel for the inflow of external 
capital, a driver of the construction sector, and an important component of domestic 
demand formation. At the same time, a substantial share of housing demand is generated 
by foreign buyers, whose investment decisions depend to a high degree on external 
factors - political risk, the tax regime, interest-rate dynamics, and the overall 

attractiveness of the jurisdiction. 

In such conditions, the market acquires procyclical features and becomes sensitive to 

changes in the external environment. A sharp fall in demand from key groups of foreign 
buyers, accompanied by higher borrowing costs, could lead to an accumulation of excess 
supply, falling prices and a deterioration in the financial position of both developers and 
households. Given the sector's importance to the economy as a whole, such a correction 
could have a multiplier effect, affecting the banking system, the labour market and budget 
revenues. Past cycles show that such processes can unfold quite rapidly, while their 

consequences are protracted. 

 



 
15 

6. The EU as a Source of Risk 

Cyprus's membership of the EU is traditionally viewed in terms of advantages and 
opportunities. On the whole, this approach is justified. This paper, however, is concerned 

with the principal risks. 

  

6.1 The most significant of the EU-related risks is the risk of tighter pan-European 
regulation. Cyprus's economic model rests to a significant degree on the export of 
services and on the country's role as a 'hub jurisdiction' within the EU. Cyprus exports 

financial services, corporate administration, audit and legal services, and in recent years 
IT, fintech and related professional services. Accordingly, any additional EU-wide 

regulation that raises the cost of compliance, tightens capital or liquidity requirements, 
constrains cross-border business models or reduces the attractiveness of tax regimes will 
affect Cyprus more quickly and more severely than it would more diversified large EU 

economies. 

The risk of a direct ban on, or rapid abolition of, preferential tax regimes is relatively low. 
However, the trend towards the gradual erosion of their practical usefulness is clear and 
persistent. Requirements relating to economic substance - real R&D functions, personnel, 
and IP management - will continue to increase. The EU will continue its campaign against 
formal structures lacking economic substance, while also intensifying information 

exchange and the audit of cross-border structures. 

In recent years Cyprus has consolidated its position as one of the EU's key centres for two 
segments closely linked in economic logic: online betting and gambling services, and 
retail over-the-counter trading products (above all CFDs and forex brokerage for clients 
across Europe). Both segments generate export revenues for the country, jobs in 
compliance, marketing and IT, demand for legal and audit services, and multiplier effects 
for related services such as payment providers, call centres, software development and 
risk management. At the same time, both segments are highly sensitive from a regulatory 
standpoint: a substantial share of the value added arises at the intersection of marketing, 
cross-border servicing and regulatory differences between EU member states. Even 
relatively minor tightening of EU-wide rules, or of supervisory practice, can therefore 

produce a disproportionately large effect on the Cypriot cluster. 

Cyprus benefits from the scale of cross-border servicing within the EU, but that very 
cross-border nature and the mass retail client base are the main reasons for regulatory 
pressure. The most likely scenario, therefore, is a gradual erosion of the sector's 

economics through pan-European regulation. 

 

6.2 The second most important risk is the risk of disintegrative tendencies within the EU. 
Here, however, it should be understood that different forms of disintegration would affect 

the island's economy in different ways. 
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The breakdown of the single market or of the euro area - scenarios that could have 
significant negative consequences - appears to be the least likely form of disintegration. 
These are functioning mechanisms that are not only risky but also technically extremely 
difficult to dismantle. If one nevertheless seriously entertains a scenario of euro-area 
collapse, such a development would bring a disproportionately large increase in 
transaction costs, a higher risk premium in the eyes of investors, and a decline in 

macroeconomic stability for a small economy when compared with larger economies. 

If, however, the weakening of the EU were to take the form of reduced unity on foreign-
policy issues, weaker influence of the European bureaucracy over national jurisdictions, 
or a reduction in the scale of funds redistributed by Brussels, then - for the reasons set 
out in section 6.1 - we see more advantages than disadvantages for Cyprus in such a 

development. 

  

6.3 A third possible problem is a reduction in subsidies flowing from the EU and the 

transformation of Cyprus into a net contributor to EU structures. 

Cyprus is currently a net recipient of budgetary redistribution within the EU. In other 

words, the aggregate of the various payments made by Cyprus into EU structures is 
smaller than the aggregate of the various payments made by EU structures to Cyprus. 
However, the balance of these flows in proportion to GDP is very small (0.4-0.5% of GDP 
per year; EUR 135 million) and lags far behind - sometimes by an order of magnitude - 
the balance of comparable transfers to EU members that previously belonged to the 

Soviet bloc. Given the growth of per capita GDP and the expected contraction of the 
budgetary capacity of EU structures, one should expect the balance of these flows in the 

foreseeable future to fall to zero or even become negative for the island. 

A portion of public investment in Cyprus - infrastructure, digitalisation, green projects, 
and support for SMEs - is co-financed from EU funds. In the event of the quite likely 
deepening of the Union's budget crisis, the following are possible: delays in approving 
new programmes and tranches; reductions in the volume of grants and a larger share of 
loans; and reallocation of funds towards EU-wide priorities such as defence and energy 

security. 

This scenario, however, implies a worsening position for recipients of money under 

similar programmes across all EU countries and therefore cannot be considered a risk 

specific to Cyprus as such, but rather a general risk for the EU economy. 

 

7. Climate Risks 

7.1 For all our scepticism about alarmist forecasts of the consequences of global warming, 
we cannot ignore this issue entirely. 
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The eastern Mediterranean is one of the global leaders in observed rates of temperature 
increase. Over the same period, precipitation in Cyprus has fallen by 16%5 over a century. 
According to mainstream alarmist conceptions of the climatic future, the island's climate 
is moving fairly rapidly in the direction of conditions similar to those of contemporary 
Bahrain or Qatar. If the current rate of global warming persists, sea levels off the coast of 
Cyprus may rise by 60-100 cm by 2100, which would intensify coastal erosion and 
increase the risk of flooding in coastal zones6. During severe storms, water levels may rise 

even higher temporarily, increasing the likelihood of inundation. 

At the same time, there is a substantial body of scholarly research and publications 
devoted to the Sahara greening hypothesis7. This hypothesis does not directly contradict 
alarmist climate extrapolations, but it may significantly modify the trends, including 

those in the eastern Mediterranean. These models are based on the idea that global 
warming strengthens the West African monsoon, which may return the region to a 

condition similar to the African Humid Period (5,000-11,000 years ago). 

Land warms faster than the ocean. This creates a powerful pressure gradient that draws 

moist air from the Atlantic deep into the African continent. Warmer air retains more 
moisture, making monsoon rains more intense. A positive feedback loop then arises 
between vegetation, albedo and precipitation. Increased precipitation leads to more 
vegetation. Vegetation is darker than sand (it has lower albedo) and therefore absorbs 
more solar heat. This heat warms the land still further, intensifying the monsoon inflow 
and bringing yet more rain. The process becomes self-sustaining. In addition, higher 
carbon-dioxide concentrations allow plants to photosynthesise more efficiently while 
losing less water through the pores of their leaves. This further supports the greening 

process8. 

In other words, this hypothesis suggests that an intensification of global warming may 
shift the regional climate towards greater humidity rather than towards desertification. 
This assumption is supported by the fact that over the past 30 years satellites have indeed 

recorded a greening trend in the Sahel. 

Movement towards a Sahara greening scenario does not guarantee an increase in 
precipitation in Cyprus itself, but it would contribute to higher regional humidity. On the 
one hand, greater humidity makes heat harder to bear; on the other hand, it reduces the 
likelihood of dust storms, a sharp intensification of which could indeed quickly reduce 

the island's attractiveness for tourism and relocation. 

Dust reaches Cyprus both from the Sahara (70-80%) and from the Middle East (the 
Arabian Desert, Syria and Iraq). The amount of dust coming from the Saharan region 
depends directly on the speed with which humidity in the region increases. Even if the 

 
5 Cyprus Audit Office: Summary of findings // https://www.environmental-

auditing.org/media/u2qhn1kx/summary_idi_ccaa.pdf  
6 European Environment Agency: Global and European sea level rise // 

https://www.eea.europa.eu/en/analysis/indicators/global-and-european-sea-level-rise  
7 Nature: Green Sahara: African Humid Periods Paced by Earth's Orbital Changes // 

https://www.nature.com/scitable/knowledge/library/green-sahara-african-humid-periods-paced-by-82884405/  
8 Science Advances: Fundamentally unchanged northwestern African rainfall regimes across the Plio-Pleistocene 

transition // https://www.science.org/doi/10.1126/sciadv.ads3149  

https://www.environmental-auditing.org/media/u2qhn1kx/summary_idi_ccaa.pdf
https://www.environmental-auditing.org/media/u2qhn1kx/summary_idi_ccaa.pdf
https://www.eea.europa.eu/en/analysis/indicators/global-and-european-sea-level-rise
https://www.nature.com/scitable/knowledge/library/green-sahara-african-humid-periods-paced-by-82884405/
https://www.science.org/doi/10.1126/sciadv.ads3149
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frequency of rainfall does not increase, moister dust is heavier and more difficult for the 
wind to lift into the upper layers of the atmosphere. Some climate models suggest that, 
because of increased humidity, the boundary layer of the atmosphere above the 
Mediterranean may become more stable. This would make it more difficult for dust from 
higher layers to settle on the surface in the Mediterranean region, leaving it in transit at 
greater altitudes. Thus, if developments follow the Sahara greening hypothesis, one 
should expect a reduction in the quantity of dust reaching the island from that region. It 
is also worth noting that evaporation from the Mediterranean itself will increase as 

temperatures rise, even without the factor of oceanic monsoons. 

The intensification of Middle Eastern dust storms is due in large measure to the 
destruction of irrigation systems in Iraq and Syria as a consequence of wars and political 

instability. Soil deprived of irrigation is rapidly subject to erosion and weathering. In 
addition, military operations themselves throw large amounts of dust into the air. 
Accordingly, any increase or decrease in the number of dust storms reaching the island 
from this region over the medium term depends above all on anthropogenic factors. The 
restoration of irrigation systems under conditions of political stability would gradually 

reduce their number; conversely, any escalation would increase it. 

Existing forecasts suggest an increase in the number of dust storms over the next 10 
years, with a probable decline by mid-century9. However, estimates on this subject vary 

sharply, and any projections should be treated with considerable scepticism10. 

 

7.2 Particular note should be taken of risks related to water resources. The question of 
access to fresh water is a structural constraint for Cyprus, the importance of which may 
grow substantially in the context of climate change. The island already belongs to the 

most water-scarce territories in the European Union, while a significant share of its water 
supply is provided by energy-intensive desalination technologies and also depends on 
unstable levels of precipitation. Rising temperatures and a possible fall in rainfall will 
place increasing pressure on existing infrastructure, raising the cost of water for 
households and businesses. Additional pressure is created by population growth and the 

expansion of tourism, both of which increase aggregate demand for water. 

If adverse climate scenarios materialise, periods of shortage may require administrative 

restrictions on consumption, which would negatively affect agriculture, construction and 

a number of service sectors. In the long term, the cost and availability of water resources 
may become one of the factors limiting both economic growth and the island's 
attractiveness as a place to live and invest. Nevertheless, advances in desalination 
technology and its general cheapening are entirely capable of easing this constraint over 

the period under consideration. 

 
9 Future Decline of African Dust: Insights from the Recent Past and Paleorecords // 

https://arxiv.org/pdf/1804.07188  
10 Future dust concentration over the Middle East and North Africa region under global warming and 

stratospheric aerosol intervention scenarios // https://d-nb.info/1263117937/34   

https://arxiv.org/pdf/1804.07188
https://d-nb.info/1263117937/34
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In conclusion to the climate section, let us emphasise once again the following point. 
When considering global risks, one should focus not only on their direct consequences 
for the island itself, but also on how they affect its comparative attractiveness. Climate 
change will, to a greater or lesser extent, affect at least Turkey and Greece as well, and to 
a significant degree other coastlines in the region. Over a 20-30 year horizon, it is difficult 
to imagine that the overall preferences of residents of the EU and the former USSR in 
relation to tourism or relocation to a better climate will shift dramatically away from the 
geographically and culturally proximate Mediterranean region. Such a process cannot be 
rapid, and even if it begins, what will matter more is Cyprus's relative competitiveness 
(its share of the Mediterranean tourism market is about 1%)11 against neighbouring 

destinations12, rather than the absolute degree of climatic deterioration on the island. 

 

8. The Risk of Global War 

In a survey of the key risks, one cannot fail to note that the presence on the island of the 
United Kingdom's largest military base outside the British Isles increases, in the event of 
global war, the probability of strategic strikes against the island, including those involving 
nuclear weapons. Any attempt to develop this point would inevitably reduce to a set of 

poorly grounded speculations with minimal predictive value. 

 

 
11 Government of Cyprus: Tourism Statistics 2023 // 

https://library.cystat.gov.cy/NEW/TOURISM_%20STATISTICS-20223-EN-280624.pdf  
12 ITB Berlin: Europe, the world’s top tourism destination in 2023 // https://news.itb.com/daily/europe-facts-figures   

https://library.cystat.gov.cy/NEW/TOURISM_%20STATISTICS-20223-EN-280624.pdf
https://news.itb.com/daily/europe-facts-figures
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