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Preface 

This report was commissioned as part of the Accountability After Economic Crisis project – a 
three-year initiative funded by the Economic & Social Research Council (ESRC-ES/M011321/1). 
Members of the project are based at City, University of London, Queens University Belfast, and 
the University of Kent.   

The project explores the policies of accountability deployed in the aftermath of the global 2008 
economic recession (the ‘Great Recession’). Using six case studies (Cyprus, Greece, Iceland, 
Ireland, Portugal, and Spain), we approach political accountability through a comparative and 
thematic framework that focuses on the use of specific tools of accountability following the 
financial crisis. The policies of accountability include prosecutions, fact-finding commissions 
and truth commissions and official apologies.   

At base, the project hopes to make contributions both to the theory of ‘crisis governance’ as 
well as to the practice of how governments react to economic crises.  More than 100 elected 
officials, civil servants, academics, journalists, and activists were interviewed for the project. 
We also developed a novel database with prosecutions, truth commissions and apologies in the 
aftermath of the crisis in the six countries. Drawing on a experts’ testimonies and the use of a 
new database, the project provides policy makers with concrete advice for pursuing 
accountability in future economic crises.   

The country reports have a wide readership envisioned, including policy makers in all countries 
and at various levels of government (including international bodies); scholars; activists; and 
journalists.  They have been written without academic jargon, and in both English and relevant 
local languages, to facilitate their practical utility.    

We hope that you will find the report useful and urge you to share it amongst your colleagues 
and networks.  

For further information about the wider project please feel free to contact us at: 

https://accountabilityaftereconomiccrisis.com/contact-the-team/  

 

Iosif Kovras, PhD 
Principal Investigator, Accountability After Economic Crisis Project 

March 2018 
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Executive Summary 

 

Cyprus was the last of the EU countries to agree a financial rescue package with the EU-IMF 
and, at the same time, the first and only case where a ‘bail-in’ was applied. In contrast to the 
bail-out where the rescue of a financial institution on the brink of collapse is carried out by 
external parties (usually the government which invests the tax-payers’ money), a bail-in refers to 
the rescue of financial institution with the use of the money of the bank’s depositors or other 
creditors. This unprecedented provision that affected depositors in the two largest local banks, 
came to add to the harsh social realities related to the economic recession experienced on the 
island. While one would expect that the public outcry would drive the efforts to identify the 
culprits of the crisis and thus swiftly achieve accountability and justice, developments have 
been rather sluggish and ineffective. Despite the repeated public commitments at the highest 
political level for justice to be delivered, the end result has been disappointing since five years 
after the March 2013 events there has only been one conviction until now. Overall, the feeling 
among the people is that the financial crisis will come to add to the list of striking scandals and 
related catastrophes where those responsible will be left unpunished.    

The following report attempts to offer a concise account covering attempts to deliver justice. In 
doing so it firstly offers a review of the Cypriot economy before it traces the timeline of 
developments leading to the final agreement of the financial assistance package reached in 
March 2013. This will allow for a better understanding of the endless blame-game that is still 
going on, as parties try to shift the blame to each other and justify their actions and decisions 
though the narratives they adopt. In seeking to examine the attempts made at the national level 
to deliver justice and the impact of specific tools of accountability, emphasis is placed on (1) 
truth commissions and/or parliamentary commissions of inquiry, (2) trials and prosecutions and 
(3) public apologies by relevant post-holders. In addition, the report attempts to review if there 
has been a relevant learning process as a result of the crisis and, if so, how has this learning 
process been reflected in domestic reforms carried out. 
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Brief Summary 

 

Background 

• The primary responsibility for the economic crisis lies (1) with the banking sector, which engaged 
in a disproportionate expansion that included disastrous investments and reckless lending, (2) the 
supervisory authorities that failed to restrain the banks’ aggressive agenda and the (3) government 
for underestimating the adverse effects and allowing fiscal indicators to derail.  

Political Narratives 

• The two main narratives that have dominated the public discourse highlight (1) the government’s 
failed economic policies on the one hand and (2) the catastrophic effects of the banking system’s 
collapse on the other.  

• The left-wing government of the AKEL that was in office during the period when the crisis 
spiralled out of control, has focused on the latter narrative while DISY, the main right-wing party 
in government since 2013, has highlighted the former in an attempt to shift the blame on its main 
political rival.    

Tools of Accountability 

• The state authorities have relied on two tools of accountability: (1) truth commissions and fact-
finding committees and (2) trails and prosecutions.  

• No public apologies have been made either by politicians or bankers. 

• The truth commissions and parliamentary committees were effective tools in providing an 
extensive account of the crisis and making publicly available important information, but did not 
bring political accountability.  

Impact of Accountability 

• The effectives of prosecutions remained limited with only one conviction decided until now.  

• Though there has been no direct action resulting from the reports of the various commissions one 
may argue that these are still examined by the Law Office while attempting to conclude the cases 
to be brought to court. 

Learning and Reform 

• Overall there seems to be a limited learning process as a result of the crisis with the most 
significant institutional changes being carried out because of European requirements. 

• The public has become more distant to political parties, in an otherwise party-dominated society, 
and this is reflected in the increasing abstention in elections. 

• The economic policy of the Anastasiades Government (elected in 2013) has been in line with the 
recommendations of the MoU agreed with the EU-IMF with essentially no room for deviation.  
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Glossary  

 

AG  Attorney General 

 

CBC  Central Bank of Cyprus  

 

CRA  Credit Rating Agency 

 

CySEC  Cyprus Securities and Exchange Commission 

 

ELA   Emergency Liquidity Assistance  

 

GGB    Greek Government Bonds 

 

ICSID  International Centre for Settlement of Investment Disputes  

 

RoC   Republic of Cyprus 
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Introduction 

 

Prior to the financial crisis, Cyprus was considered to be an outstanding example of a small 
economy that achieved remarkable growth (see Figure 1), especially if one considers the tragic 
events of 1974 that led to the de-facto partition of the island and the economy’s collapse. This 
exceptional performance is reflected in the basic economic indicators covering the post-1974 
period up until the start of the current crisis, where the average GDP growth was 4% and 
unemployment 3.5% (Zenios, 2013) (see Figure 1).  

During this period of economic prosperity, Cyprus increasingly relied on its tertiary sector 
which came to be its driving force for growth (see Table 1). The British colonial legacy has 
assisted in the development of certain particular characteristics that laid the foundations for the 
country to grow into a credible financial and legal services provider for international business, 
with an increasing number of firms opting to be based in Cyprus (see Table 2).  

  1995 2000 2005 2010 

Primary 5,4% 4,1% 3,2% 2,8% 

Secondary 23,7% 20,6% 21,8% 18,4% 

Tertiary 70,9% 75,3% 74,9% 78,8% 

Table 1: Percentage contribution to GDP per sector. Source: Ministry of Finance, Republic of Cyprus 

 

Period 1976-80 1981-85 1986-90 1991-95 1996-00 2001 

No. of companies 900 2,698 3,218 15,400 25,249 5,858 

Table 2: Number of International Business Companies registered in Cyprus in given time period. Source: Central 
Bank of Cyprus 
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Graph 1: Growth and Unemployment Rates. Source: Eurostat 

Additionally, it is important to highlight that prior to the crisis the state finances (i.e. the debt 
and deficit levels) never derailed to uncontrollable levels (see Figure 2).  
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Graph 2: Debt and Deficit levels relevant to Maastricht Criteria. Source: Eurostat 

Another outstanding characteristic of the Cypriot economy has been its banking sector. It is 
worth noting that this sector (especially in the years following EU entry) expanded in a 
disproportionate manner, reaching a size more than eight times the annual GDP of the country 
in 2009 (see Table 3). This entailed a growth in private debt with both businesses and 
households accumulating what proved to be unmanageable lending (see Figure 3).  

 

Country  Luxembourg Cyprus Ireland Malta Spain Portugal Italy Greece 

Percentage 2,118.4% 822.4% 809.3% 721.0% 326.6% 310.3% 242.8% 206.4% 

Table 3: Size of banking sector: Total assets of credit institutions as percentage to GDP (2009). Source: ECB (2010) 

 

 

Graph 3: Private Debt 

Though the banking sector was a driving force behind the Cypriot economy’s performance, it 
later on proved to be the country's Achilles' heel in the years of crisis, as will be become 
evident in the following sections.   
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I. The Background to the Crisis 

 

The negative repercussions from the international financial crisis that started in the US in 2008 
were soon experienced in Europe, but Cyprus was not immediately affected. The country was 
not directly exposed to the US subprime lending bubble and this provided a false sense of 
security, with government officials commenting that the international crisis would leave Cyprus 
intact.  

As the crisis became more intense in Europe, soon the underlying structural problems of the 
Cypriot economy surfaced and the country’s credibility was challenged by international Credit 
Rating Agencies (CRAs). Consecutive downgrades by CRAs (initiated by Standard and Poors in 
November 2010) cited both the country’s potential exposure to the credit risks of local banks 
and the delay of the government in taking measures that would tackle increasing fiscal pressures 
and the country’s rising debt. Soon, in May 2011, the country was cut off from international 
financial markets, thus limiting significantly the government’s options for access to finance. 
Even so, the Government did not turn to the EU-IMF for financial assistance, as it feared the 
potentially negative repercussions stemming from a Memorandum and the associated political 
cost such a decision would have for a left government.  

The government insisted on avoiding a request for a rescue package from its European partners 
and turned to alternative sources for funding. In November 2011, the Russian Government 
agreed to a two and a half billion euro loan. This gave some breathing space for the 
government, yet as the fiscal balances worsened and the banks’ position degraded further to a 
degree where state aid was essential in order to avoid collapse, a request to the EU-IMF proved 
to be inevitable.  

In late June 2012, Fitch became the third of the three main CRAs to downgrade the Cypriot 
economy to junk status (i.e. below investment grade). As a result, Cyprus government bonds 
ceased to be accepted as collateral by the ECB for monetary policy operations. Thus, all the 
debt of Laiki Bank to the ECB, which had reached €2.6 billion, was transferred to the 
Emergency Liquidity Assistance (ELA). Given this development, if the country did not apply for a 
financial rescue package, the CBC would not be able to supply ELA (Emergency Liquidity 
Assistance) to Laiki. Under a state of emergency, Governor Demetriades managed to convince 
President Dimitris Christofias to apply for financial assistance immediately, despite Christofias’s 
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initial reluctance1. The Government of RoC applied for an international bailout on 25 June 2012 
and based on this, the continuance of liquidity support to Laiki was allowed. 

However, reaching a final agreement between the Government and TROIKA proved to be a 
lengthy and complicated process. An initial staff-level agreement was nevertheless reached in 
November 2012, the finalisation of which was pending on the recapitalisation needs of the 
banking sector. In the meantime, the implementation of the draft agreement was pursued by the 
Government and supported by opposition parties. Taking into account the presidential elections 
of February 2013, at the end of January 2013 the ECB’s Board of Directors extended the 
deadline of ELA to Laiki Bank until 21 March 2013, thus putting pressure on the government to 
be elected to finalise the MoU agreement soon after it would assume office.  

Only days after taking over, President Anastasiades had to reach an agreement with the 
country’s lenders, having prior to elections publicly committed that bank deposits would be left 
untouched2. Even so, in a dramatic Eurogroup meeting that lasted until the early hours of 16 
March 2013, Cyprus was offered a rescue plan, where, for the first time, a bail-in clause was 
introduced targeting all depositors, so as to cover the large banking sector needs since the 
amount required by the banks was considered excessive, given the state’s poor financial 
position.  

The House of Representatives fervently rejected the proposed plan. At the same time, on 21 
March 2013, the ECB’s Board of Directors implemented its decision to cease the provision of 
ELA to Laiki Bank, with a requirement to repay on 26 March 2013. Given the severity of the 
situation a set of bills was passed through Parliament including the bill for the resolution of 
banks, so that Laiki Bank could be resolved immediately and avoid liquidation and dissolution.   

At the same time, the external creditors came back with a revised proposal in a ‘take it or leave 
it’ fashion. The revised proposal, while protecting all guaranteed deposits (below €100,000), 
included the dissolution of the most troubled bank (Laiki) into a bad bank, containing its 
uninsured deposits and toxic assets, with the guaranteed deposits being transferred to the 
nation's biggest lender, Bank of Cyprus, which also had to take over Laiki’s ELA commitments. 
Furthermore, a substantial bail-in of uninsured depositors in Bank of Cyprus was decided 
(determined later at around 50% of deposits above €100,000) (see Table 5 for the provisions of 
the Eurogroup decision).  

Cyprus would thus receive external financial aid strictly for the state’s needs, as the banking 
sector would be recapitalised via the bail-in (the exception being the cooperative banking 
sector that would receive state aid for its recapitalisation, initially 1.5 billion euros). This would 

                                            

1 Dimitris Christofias was President of the Republic of Cyprus (2008-2013) and the first General Secretary of left-wing party AKEL to be elected 
to this post. 
2 Nicos Anastasiades was elected in 2013 as President of the Republic. He was previously leader of the right-wing party DISY  
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be accompanied by restrictive capital measures at the national level, so as to prevent an outflow 
of remaining deposits. The ‘bail-in’ decision of the Eurogroup was unprecedented with Cyprus 
becoming a guinea pig for the implementation of a ‘bail-in’ for the first time. 

Key Actions for the Restructuring of the Financial Sector as decided by Eurogroup (25 March 
2013) 

1. Laiki will be resolved immediately – with full contribution of equity shareholders, bond 
holders and uninsured depositors – based on a decision by the Central Bank of Cyprus, 
using the newly adopted Bank Resolution Framework. 

2. Laiki will be split into a good bank and a bad bank. The bad bank will be run down 
over time. 

3.  The good bank will be folded into Bank of Cyprus (BoC), using the Bank Resolution 
Framework, after having heard the Boards of Directors of BoC and Laiki. It will take 9 
bn Euros of ELA with it. Only uninsured deposits in BoC will remain frozen until 
recapitalisation has been effected, and may subsequently be subject to appropriate 
conditions. 

4.  The Governing Council of the ECB will provide liquidity to the BoC in line with 
applicable rules. 

5. BoC will be recapitalised through a deposit/equity conversion of uninsured deposits 
with full contribution of equity shareholders and bond holders. 

6. The conversion will be such that a capital ratio of 9 % is secured by the end of the 
programme. 

7. All insured depositors in all banks will be fully protected in accordance with the 
relevant EU legislation. 

8. The programme money (up to 10bn Euros) will not be used to recapitalise Laiki and 
Bank of Cyprus. 

Table 4: Eurogroup decision – Restructuring the Financial Sector. Source: 
http://www.consilium.europa.eu/uedocs/cms_Data/docs/pressdata/en/ecofin/136487.pdf  
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II. The Blame Game: Narratives of the CrisiS 

 

In explaining the state of the Cypriot economy, different and conflicting narratives have been 
constructed, targeting various politicians, state officials and top-ranked bank executives. 
Analytically, criticism has focused on the following: 

• Government of President Christofias (2008-2013): blamed over the derailment of the state’s 
finances and an increasing national debt, on how it managed the crisis as it unfolded, on the 
delay to adopt any corrective (yet painful) measures that would help in minimising the exposure 
of the economy to the international crisis and in postponing to officially submit a request 
financial assistance from EU-IMF. 

• Government of President Anastasiades (2013-incumbent): criticism focused on how it negotiated 
and agreed the final Eurogroup proposal. In addition, the Anastasiades government has been 
under criticism by some for adopting and implementing the TROIKA proposals without any 
resistance and for not dealing effectively with the negative social consequences relating to the 
MoU implementation. 

• Highly-ranked bank officials (Executives and Board Directors) were blamed for their flawed 
strategic decisions and policies that essentially failed to prudently calculate the risk associated 
with strategic decisions that targeted short-term profits and as a result jeopardised the long-term 
viability of the banks. 

• Central Bank Cyprus (CBC) Governor Athanasios Orphanides (2007-2012) for failing in his key 
role as regulator and supervisor of the financial market.  

• CBC Governor Panicos Demetriades (2012-2014) (appointed by the Christofias government) for 
bloating the requirements of the local banks so as to shift the blame from the Christofias 
government (i.e. making the situation seem more of a banking crisis and thus toning down the 
fiscal performance of the government) and for keeping Laiki alive through the provision of ELA 
until the elections of February 2013. 

 

The most influential actors in shaping public debate have been the political parties, who have 
open and direct access to the local media3. A weak civil society has been unable to influence 
public discourse significantly. Effectively, the argumentation of the political parties, their key 
points of emphasis and how they attempted to shape public opinion can be distinguished into 

                                            

3 AKEL has traditionally argued that the local media are inclined to right/centre-right political positions 
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the pre- and post- 2013 period, and changed again in the period following the completion of 
the MoU agreement with the international lenders (post March-2016). 

Shaping political narratives prior to 2013 – The crisis unfolding 

In the years leading to the Memorandum agreement, AKEL was the party that supported the 
Christofias government throughout its tenure. Consequently, any public interventions by AKEL 
were aligned with those of the government and such interventions supported the government’s 
chosen policies. For instance, the party highlighted that the crisis was systemic, initiated at the 
global level and not caused internally (i.e. the Christofias administration was not to blame). 
Even more, it underlined that the Christofias government moved in the right direction by opting 
for growth-enhancing measures with emphasis being placed on supporting the more vulnerable 
classes. AKEL officials were critical of opposition parties for rejecting the government’s 
proposed measures that targeted further taxation on profits and immovable property. 
Furthermore, criticism by AKEL was more acute when referring to the detrimental role of the 
banking sector. The criticism of AKEL extended beyond the banks and touched Central Bank 
Governor Orphanides who was responsible for the supervision of the banks yet he failed in 
prudently performing his duties. The dispute between the AKEL government and Orphanides 
was fuelled further by the insistence of Orphanides on publicly criticising the government’s 
fiscal policy as the reason behind the crisis. 

During the same period, DISY officials focused on the ineffective and lax fiscal policy of the 
Christofias government (e.g. the implementation of an untargeted social policy) that led to a 
deterioration of the key fiscal indicators.  DISY officials on many occasions reproduced the 
arguments of Governor Orphanides when attacking the government’s fiscal policies and the 
delayed reaction to the crisis. When DISY started to make reference to the exposure of Cypriot 
banks in Greece as a potential threat to the economy, it did so by choosing to emphasise the 
inability of the government (due to its fiscal position) to support the banks in case they required 
assistance. Even when it was part of the government coalition until 2011, DIKO was still critical 
of the government’s fiscal policy and warned of the need to take measures in order to put a halt 
to the deterioration of the country’s economic position. Once the party withdrew from 
government, DIKO officials became openly more critical of the Christofias Government. For 
DIKO, the primary culprit was President Christofias for the delay in realising the effects the 
international crisis would have on Cyprus, for failing to understand that over-borrowing leads to 
bankruptcy, and for not requesting aid earlier on.  

Shaping political narratives post-2013 – MoU Exit 

When dealing with Cyprus, the international lenders identified structural weaknesses in line 
with both of the prevailing narratives dominating public discourse (i.e. the management of the 
public finances and the financial sector). The final MoU specified a set of austerity measures as 
well as suggested the abrupt downsizing of the banking sector. These included a haircut on 
deposits, the closure of the second largest bank and the disposal of Cypriot banks' branches in 
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Greece. The future supervision of the systemic banks would be transferred to the Single 
Supervisory Mechanism established at the European level in line with European developments 
(the ECB took over the responsibility of supervising systemic banks within the Eurozone4).   

Year 2012 2013 2014 2015 2016 

Budget Deficit as % to 
GDP 

-5.6  -5.1  -8.8  -1.2  0.4  

Table 6: Budget Deficit as Percentage to GDP 

Overall, the Anastasiades government had to manage the multifaceted negative repercussions 
from the agreement reached with the international lenders, convince the public of the necessity 
to timely implement what was agreed and justify its position for backing the final agreement. 
The main justification underlined behind accepting such a harsh agreement was the fact that the 
government had no other option and was under tremendous pressure (the President mentioned 
that a gun was put at his head and he was left with no other option). The fact that it was such an 
excruciating agreement, the Anastasiades government argued, was because of the 
mismanagement and the delays of the previous administration. In addition, DISY targeted 
Governor Demetriades (appointed by President Christofias) for continuing the provision of 
Emergency Liquidity Assistance (ELA) to the Cypriot banks in the run up to elections based on 
political criteria (even if the technical requirements were not met) and in order to avoid any 
shock to the system prior to elections. Given the public outcry over the effects of the financial 
crisis, the Anastasiades government advocated in favour of a proactive accountability agenda, 
highlighting the need to secure transparency and accountability at all levels.  

AKEL, on the other hand, once it was no longer in government and had no direct involvement 
in the finalisation of the deal, could more comfortably opt for an anti-memorandum/anti-
austerity discourse (more in line with the left ideology it aspires). The party officials heavily 
criticised President Anastasiades for being inadequately prepared in the final negotiations and 
for posing no resistance over an unprecedented decision that could potentially have had 
catastrophic effects on the country’s financial sector and subsequently on the country’s 
economy and society. The party responded to accusations against the Christofias administration, 
by highlighting that it was because of the banking sector’s errors and wrong-doings that the 
whole economy was dragged into the crisis. The accusations extended to the previous 

                                            

4 The Single Supervisory Mechanism (SSM) refers to the system of banking supervision in Europe. It comprises the ECB and the national 
supervisory authorities of the participating countries. Its main aims are to: (1) ensure the safety and soundness of the European banking system, 
(2) increase financial integration and stability, (3) ensure consistent supervision. 
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Governor, Athanasios Orphanides, who was responsible for supervising the banks but 
effectively failed in doing so, and DISY that not only allied with Governor Orphanides but also 
praised the local bankers while in opposition. Furthermore, AKEL was doubtful of the 
government’s intentions in pursuing justice and questioned the formation of the Inquiry 
Committee set up by the Government and the outcome of its investigation over the collapse of 
the economy. 

DIKO (irrespective of whether it was part of a government coalition or not) argued that the MoU 
implementation (despite its unfair and unjust nature) was the only way for disengaging with the 
international lenders as soon as possible. While taking this ‘responsible’ stance, DIKO reiterated 
its request for catharsis, accountability and exemplary punishment of those responsible for the 
painful economic crisis the country was experiencing. DIKO Leader Nikolas Papadopoulos has 
repeatedly highlighted the negligence of the Christofias administration but has also been 
particularly adamant in accusing former CBC Governor Panicos Demetriades for intentionally 
attempting to bloat the recapitalisation requirements of the banking sector so as to shift the 
blame from the deteriorating state finances.  

Overall, one can see that the parties were persistent in defending their decisions both in the pre 
and post 2013 period with no intention of acknowledging possible miscalculations or wrong 
estimations they may have done.   

Cyprus achieves timely exit from MoU agreement  

With the completion of the programme in early March 2016, the Minister of Finance confirmed 
that the government would continue to work in the direction of further reforming the economy 
of Cyprus and staying clear of the mistakes of the past. This has consistently been the line of 
argument by Anastasiades government officials. 

Following the completion of the MoU Programme in 2016 (and with presidential elections 
approaching) the governing party has adjusted its narrative to highlight what it considers a 
success in reviving the economy of the country and achieving positive growth rates, after 
successive years of recession. They also point to a decreasing unemployment rate, a falling 
public debt and budget surpluses that will be further improved given the economy’s projected 
growth in the coming years. In addition, the governing party fervently praises the policies 
adopted by the government that secured the timely completion of the TROIKA programme and 
does not fail to acknowledge the constructive approach by other parties that voted in favour of 
various MoU-related bills in parliament (DISY did not have a majority and relied on other 
parties to secure the passing of government MoU-related bills). More importantly, DISY praises 
the people of Cyprus for enduring many sacrifices as the country struggled to reverse the 
economic slump.  

AKEL on the other hand is now focusing on highlighting that the numbers (economic indicators) 
do not reflect the harsh reality experienced by the people of Cyprus. The main opposition party 
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focuses on the prevailing social inequality. The government is criticised for opting to serve the 
interests of the international lenders and adopting the MoU’s neo-liberal approach (which 
anyhow is in line with its long-standing economic agenda). In doing so, AKEL argues, the 
government has failed to provide any sort of protection to the underprivileged classes.  Even 
more, the party recalls how DISY leader Mr. Neophytou, during the Christofias presidency, was 
defending the “best bankers in the world” and calling for more sacrifices to be made by the 
working people. In supporting its position and building its narrative, AKEL refers to the EU 
Commission Reports that outline the deterioration of social conditions during the crisis 
(inequality, social exclusion, risk of poverty), the worsening of working conditions with more 
working people in poverty due to low wages and the persistently high unemployment rates, 
especially given that thousands of young people have emigrated from Cyprus in search of a 
better future5. 

DIKO has acknowledged that the economy has made significant progress, compared to the state 
it was when the Anastasiades government took over, while also maintaining a hard-line on what 
it considers the inefficiencies of the current administration. The party has been particularly 
critical of the Anastasiades government on what it considers the ineffective handling of the 
social consequences related with the implementation of the MoU.  

                                            

5 AKEL Announcement (February 2017) - (https://www.akel.org.cy/en/2017/02/28/akel-on-commission-report-on-the-cyprus-
economy/#.WjfPJXmYOUk) 
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III. The Tools of Accountability 

 

Truth commissions & other fact-finding bodies 

The three most important committees set to investigate the economic crisis originated from both 
political institutions (one commission appointed by the Government and the other fact-finding 
investigation carried out by Parliament) and a regulatory institution (one commission appointed 
by the Central Bank). The formation of various committees or truth-finding bodies is a common 
feature in Cyprus’s modern political history following various scandals that inflicted pain and 
caused substantial damage on the country’s society. Nevertheless, the country has failed to 
ensure that the necessary processes/mechanisms exist that will fully utilise the findings of such 
bodies in a practical manner and enable for justice to be delivered. 

 

Independent Commission on the Future of the Cyprus Banking Sector (2012) 

In November 2012 the Central Bank of Cyprus (CBC), under Governor Panicos Demetriades, 
established an independent Commission of four experts (three foreign and one local) to examine 
the banking sector with a view to making concrete and practical recommendations about its 
future6. In light of the events that unfolded in Cyprus since the Commission was first established, 
the CBC, in April 2013, revised the terms of reference to include in the Commission’s work the 
longer-term consequences of the MoU for the banking sector. 

The output of the Commission is considered to be one of the most systematic efforts to identify 
the causes of the collapse of the banking sector from a technocratic perspective and in a 
politically neutral manner. In assessing the reasons behind the crisis, the Commission 
distinguishes between the external and internal dimensions:  

Externally - The main external causes were two:  

                                            

6 The mandate was to explore the issues facing the Cyprus banking system, and make recommendations to the CBC on ways to enhance the 
growth, stability and competitiveness of the system in order to benefit the Cyprus economy in the longer term. In the Commission’s mandate it 
was outline that it would consult widely with public and private sector entities as well as individuals in Cyprus and abroad in order to collect 
information and to develop a comprehensive picture of the Cypriot financial system. Furthermore, the Commission was allowed access to all 
reports and documents that are necessary to its work. Importantly, the Commission was supported by a Secretariat, housed within the CBC, 
which collected all relevant information and made logistical arrangements. 
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• Cyprus’ accession to the EU (2004)  and  adoption of the  euro  (2008)  which  rapidly  
liberalised  a  previously  tightly  controlled banking  system,  while simultaneously  making  it  
harder  for  Cyprus  to  restrain  credit growth with traditional monetary levers.  

• The global financial crisis which initially hit the Cyprus banks indirectly through their deep 
involvement with Greece, but later depressed the Cyprus economy more directly through the 
shocks to the euro area and its other markets. 

Internally: 

• The most significant internal cause was a failure at the national policy level to appreciate that 
running a big banking industry involves risk as well as benign direct and indirect effects for the 
whole economy. The public attitude was  that  the  banks  were  doing  a  good  job  of  
supporting  economic growth and that the international business they brought added to the 
nation’s wealth. Insufficient attention was paid to the fact that (1) the banks were acting 
imprudently and that the international business was resulting in serious domestic imbalances and 
(2) how any potential shocks might be handled.  There may even have been a (possibly 
subconscious) desire to ignore these risks in order to avoid “spoiling the party”. This set an 
overall climate in which low priority was given to monitoring banking risks and to supervising 
the banks themselves.  

Additionally, the government's mismanagement of the budget created a major fiscal crisis 
which eventually led to Cyprus' exclusion from international financial markets and meant that 
no resources were available when the banks needed rescuing. 

The final report highlights among others the risky strategies adopted by the local banks in the 
run up to the crisis; the weak corporate governance in the banking sector; a fragmented system 
of financial supervision that was related to the poor governance arrangements of the CBC; the 
need to strengthen internal and external audit controls; and the prevailing culture, noting that 
the establishment in Cyprus was too inbred and that personal and political relationships played 
too great a role in the management of  business affairs without being open to new people and 
ideas.  

Given the main findings, the Commission underlined that the Cyprus banking industry would 
have to undergo major structural reforms. One of the report's top recommendations was for 
Cyprus to develop a comprehensive banking policy which takes account of the risks as well as 
the rewards of running a big banking sector, and ensures that the country has effective 
mechanisms to deal with them. The report also says that Cyprus must open up its banking 
system to fresh people and ideas in order to rid itself of the taint of politics and cronyism. The 
report also calls for a new culture of independence and openness. 

Government–appointed  investigation committee:  
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As soon as the Anastasiades Government took over (February 2013), it appointed an 
Independent Investigative Committee (under retired Supreme Court Judge Giorgos Pikis) with a 
very extensive mandate. The Commission relied greatly on the testimonies of key individuals 
that were summoned to testify before it while assistance on technical and financial matters was 
provided by external consultants.  

Importantly, in an interim report the Commission imposed a limit on its mandate, highlighting 
that it was not given the right to attribute criminal responsibility to people and clarified that: 

• It is forbidden to investigate cases that are the subject of judicial procedure 

• Under the law it is not allowed to investigate cases that are the subject of criminal investigation 

• It is not permitted by law to assign civil or criminal charges to any individual 

Based on the revised mandate, the findings of the Committee focused primarily on the role of 
former President Christofias and his government’s term in power and concluded that he was 
predominantly responsible for bringing the economy of the country to the brink of bankruptcy. 
It underlined the role of the following key actors and institutions: 

• President Dimitris Christofias (2008 – 2013): The report held Christofias responsible for drawing 
up state policy in a way that ignored economic indicators, as well as technocrats and experts 
recommending curtailing expenses. He insisted on imposing his positions, disregarding 
suggestions and encouragements by economic experts/analysts.  

• Council of Ministers under President Christofias: Members of the Council of Ministers also bear 
responsibility since they had the capacity to reject proposals and bills relevant to the economy 
(something they do not do).    

• Political Parties that formed the government coalition under President Christofias: All parties that 
were part of the Christofias government at any point in time also bear responsibility, AKEL 
standing out as the party that supported Christofias throughout the five years he was in power. 
The other two parties were DIKO and EDEK, though neither of the two remained in government 
until the end of Chritofias term. 

• President Nicos Anastasiades (2013 – incumbent): the President and his government were ill 
prepared for bailout negotiations, although it concedes the president’s position was difficult. 
Furthermore, the non-representation of the banks in the negotiations was also a fault.  The report 
underlined that, possibly, there were ulterior motives by other Eurozone countries to attract (for 
their own benefit) the deposits of non-Cypriot nationals in Cypriot banks. 

Strikingly, besides the formal report there was an additional report published independently by 
Committee Member Iliana Nikolaou. Ms Nikolaou, while acknowledging the fiscal-related 
causes contributing to the financial collapse and endorsing the official report, issued a 6-page 
additional report (that was not binding to the Committee). In the supplementary report she 
focused on the banking sector and also tried to clarify certain issues already mentioned in the 
report. The most important issues highlighted by Ms Nikolaou were the: 
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Two-way relation between fiscal policy and the banking sector: Ignorance or lack of adequate 
knowledge of this relation by both the state and the banks had a negative impact on the crisis. 
Regarding the banks this is reflected in their decision to expand abroad without considering the 
ability of state finances to guarantee their stability. 

• Haircut on Greek Government Bonds (GGBs): The political decision to impose a hair-cut on 
Greek bonds had a negative impact on the banks and as a result hit on the tax-payer indirectly. 

• Granting of Emergency Liquidity Assistance (ELA): The legal framework under which this 
assistance was granted, without adequately assessing whether Laiki bank was solvent and the 
guarantees it could provide in respond to assistance it received. 

• PIMCO Report: The conclusions of the report were central in the handling of the crisis, including 
the decision to impose a hair-cut on deposits, since it estimated the banking requirements in 
addition to the national debt as non-viable. Witnesses have expressed their doubts over the 
accuracy of the PIMCO report and from three additional studies it may be concluded that 
PIMCO overvalued the losses by at least 2.5 billion euros. The Nikolaou intervention also noted 
that the analysis carried out by Black Rock, after a request by the Central Bank, could have been 
used as leverage to reduce the needs of the Cypriot programme.  

• Forced Sale of Cypriot banks’ branches in Greece: The Nikolaou additional report notes that the 
forced sale of the Cypriot banks’ branches in Greece was a loss of wealth for Cyprus and this 
issue was only partially investigated. 

Parliamentary Committee on Institutions, Merit and the Commissioner for Administration 
(Ombudsman)  

Key Dates - The investigation was divided in two parts, Part A: 10 July 2012 – 31 July 2013, and 
Part B: 10 September 2013 – 30 April 2014 

The Parliamentary Committee on Institutions, Merit and the Commissioner for Administration 
(Ombudsman) is one of the pre-set Committees of the Parliament and was not formed on an ad-
hoc basis. It is by its own initiative/motion that it carried out this investigation after important 
information was submitted to the Committee. In carrying out its duty, the Parliament hired two 
individuals that had relevant specialisation. Importantly, there was no advanced IT system that 
could process the information and everything was done manually. Ideally, there should have 
been additional specialised personnel for the purposes of the report that could have helped us 
create an even better result.  

The Committee initiated an investigation, by its own motion, in order to look into the collapse 
of the economy. Importantly, it noted that the parliamentary control carried out could only lead 
to political conclusions/opinions and criticism regarding the actions/omissions of the executive, 
without replacing the duties and/or functions of any other state institution. 
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A great amount of valuable data and information are included in the report. Nevertheless, in 
trying to secure a unanimously approved final draft between MPs coming from different 
political parties and contradicting political backgrounds, the main findings of the report had to 
be adjusted in an appropriate manner.   

The findings are outlined below:  

Banking Sector - Bank of Cyprus 

• The overexposure of the Bank to Greek Government Bonds (GGBs): The risk management of the 
Bank was not functioning properly while the Central Bank of Cyprus did not identify, evaluate 
and investigate the overreliance of the Bank on GGBs. At the same time, the decision of the 
CySEC to impose penalties on BoC officials came a bit too late. As a result, the Bank ended up 
with a disproportionately large exposure and reliance on GGBs at a time when the Greek 
economy was entering a downward spiral. 

• The expansion of BoC abroad: 
o Purchase of Uniastrum – Following the decision of Bank of Cyprus to purchase 

Uniastrum, Fitch downgraded the bank’s rating, noting that the acquisition would have 
negative consequences on the risk profile of the Bank. Bank of Cyprus went ahead with 
the purchase despite the fact that the due diligence carried out by Ernst and Young 
underlined several significant negative aspects relating to Uniastrum 

o Banca Transilvania – High profile executives from Bank of Cyprus granted a preferential 
loan to one of the co-founders of BT, the legality of the actions carried out by Bank of 
Cyprus   

Banking Sector - Laiki Bank 

• Management of Laiki: The Report noted that acting in a methodical, systematic and criminal 
manner, the management and the officials of Laiki led the lender, and, at the same time, the 
Cypriot economy to collapse.  

• Exposure to ELA – By March 2013 Laiki had borrowed 9.1 billion in ELA, more than half of the 
country’s GDP: 

o Laiki adopted a strategy of unloading debt onto Cyprus through Laiki’s Greek operations, 
forcing the bank to increase its exposure to ELA and possibly transferring the liquidity it 
obtained from ELA to Greece to cover interbank lending there 

o The loss of deposits necessitated an increasing reliance on ELA.  
o Both the large increase in loans compared with deposits and the rise in provisions for bad 

debts for problematic loans in Greece were covered by liquidity from the parent 
company, Laiki Cyprus, effectively drawing on ELA  

o The use of ELA was done without restrain and without considering the negative effects for 
the economy 
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• Marfin Egnatia Bank (MEB) The cross-border merger of Marfin Egnatia Bank with parent company 
Marfin Popular Bank had a significant adverse effect on the accounts of the Bank – the 
Committee actually doubted the CBC’s position that no official license or approval was required 
for this action. Further investigation is required by the legal service. 

Government  

At the political level the Report clearly highlighted errors, omissions and negligence:  

• The delayed request for help: The Committee censured government officials for not making use 
of the European Financial Stability Fund (EFSF) at the time when the losses from the Greek 
Government Bonds haircut were materialized (October 2011).  

• The 1.8 billion state aid to Laiki – Without renouncing the Parliaments’ share of responsibility, 
the Committee highlighted that the liquidity and solvency problems of Laiki were known to 
government officials who possibly acted in gross negligence, providing assurances and state 
guarantees so that an effectively insolvent entity could continue to function – the reasons behind 
the government’s decision to support the bank with 1.8 billion (while having a clear picture of 
the precarious position of the bank) must be further investigated.  

• Following the approval for state aid for Laiki Bank, the Minister of Finance should have 
implemented without any delay a rescue and restructuring plan while at the same time he should 
have halted the uncontrollable provision of ELA.  

• March 2013 – While acknowledging the tight timeframe and the pressure that was exerted, the 
Government could have negotiated a better deal that would have been for the benefit of the 
country’s economy. For instance regarding the selling of Greek operations of Cypriot Banks the 
Government should have insisted in the participation of Bank officials in the negotiations and 
regarding the end result the selling price is considered too low. 

• The lack of communication between the Central Bank and the Government proved to be 
devastating. 

Central Bank of Cyprus 

• Critical role in allowing Laiki to become so highly dependent on ELA – Even after the Pimco 
report that concluded that some banks were insolvent, the CBC continued to allow the provision 
of ELA. 

• The information provided to the House of Parliament was considered inadequate and not 
sufficient so as to highlight the extent of the ELA problem. 

• The supervisory authorities in Cyprus did not exert adequate screening and control over the 
financial institutions. For example the Committee referred to (1) the bank securities that were 
sold to the public under false pretenses and (2) the acquisition by the local banks of a 
disproportionately large number of GGBs and an overreliance on the returns from these highly-
risky investments. 
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• The relevant supervisory department of the CBC was understaffed.  

• Both Governors (Orphanides and Demetriades) bear great responsibility regarding the handling 
of ELA and based on their knowledge and experience they should have foreseen that the 
continuous provision of ELA entailed great dangers both for the bank and the country’s financial 
sector in general. 

• Furthermore, specifically Athanasios Orphanides was accused of not ensuring proper supervision 
of the banks and Panicos Demetriades was accused for overestimating the capital needs of the 
banks. 

Cooperative Sector 

• The Committee condemned the procedures followed in the Cooperative Sector for the granting of 
loans and the lack of response by the Cooperative Sector officials in clarifying certain issues 
officially requested by the Committee. 

 

 

Prosecutions 

Though the people of Cyprus have now long awaited for the punishment of all those that had a 
role to play in the collapse of the economy and the banking sector in particular, still, limited are 
the cases that have been brought to justice while, even more, the first court ruling was only 
announced in December 2017. Investigations, which have been progressing for some years 
now, to a great extent, have, disappointingly, not been conclusive and effective. 

The Law Office of the Republic of Cyprus, headed by the Attorney General, has been the key 
institution in driving the process of delivering justice in the aftermath of the crisis, under its 
capacity both as the legal adviser of the state and, more importantly, for having the 
responsibility of preparing all criminal prosecutions. Because of its dual role, following the 
collapse of the financial sector and the agreement of the financial rescue package, the workload 
of the Law Office has increased dramatically making its task even more challenging. On the one 
hand, the obligations stemming from the adjustment programme had a direct effect on the 
relevant department in the Law Office responsible for granting legal advice on legislations that 
had to be approved as part of the Programme. On the other hand, the cases related to the 
collapse of the financial sector have proven complex and highly technical.  

In trying to prepare criminal persecutions, the Law Office has closely cooperated with 
investigators from the Police Force, where a special unit (Task Force) has been formed for 
looking into cases related with the financial crisis. In fulfilling their task, Police investigators 
have actively sought to gain expertise from other countries, such as Iceland and the UK. 
Furthermore, an open line of communication has been established with other relevant state 
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authorities who have the required technical expertise, such as the Central Bank or the Cyprus 
Securities and Exchange Commission. In addition, external consultants have been hired to guide 
the workings of the Task Force and specific software deemed essential for the investigations has 
been acquired. Importantly, the Government never raised any issues regarding the resources 
(financial, personnel, etc.) dedicated for the empowerment of the Task Force.  

Despite the delay, the Attorney General (AG) Costas Clerides, in a May 2016 interview (Cyprus 
News Agency), acknowledged that those cases which constitute criminal offences are of such 
nature that it makes it very difficult to investigate and corroborate them. It is for this reason, he 
explained, that the investigations were delayed, making it clear that the delay does not entail 
either abrogation of the duty for a full investigation or any other expediency. Clerides also 
clarified that the economic collapse “is not only the result of criminal offences,” adding that the 
cause of the collapse could be the result of “wrong decisions, pure negligence or other 
omissions or acts,” which do not necessarily constitute criminal offenses.  

More than a year later, in October 2017, AG Costas Clerides briefed the Parliament’s Ethics 
Committee of the progress of investigations and addressed concerns that criminal investigations 
into the collapse of the economy were ineffective and taking too long.  The AG noted that work 
of the investigating team is limited in scope in the sense that it is not mandated with 
investigating the causes and culprits of the collapse and added that the responsibilities for the 
collapse of the country’s financial system and the economy as a whole are political and 
administrative in nature.  He added that political decisions and miscalculated risk are more a 
matter of competence and cannot be considered criminal offences. Furthermore, he reiterated 
that these are complex cases that are even more challenging because of the lack of precedent.   

Besides the cases in court, the AG, to the disappointment of MPs, noted that considerable time 
is still needed for the investigators to complete their work and avoided setting any sort of 
timeline for the completion of investigations.  

 

Recent Developments: 

Following the public statements of the AG, there were important developments regarding the 
two cases of Bank of Cyprus that were filed in 2014 and 2015 respectively. The first case was 
the one filed with Nicosia district court in December 2014 and referred to criminal court in 
January 2015. There were in total six charges but in the interim ruling in April 2016 the criminal 
court cleared all five defendants of the charges of conspiracy. For the remaining charges, on 14 
December 2017 the Nicosia Criminal Court found Bank of Cyprus (BoC) (legal entity) and its 
former CEO Andreas Eliades guilty of the charge of market manipulation through misleading 
statements to investors about the Bank’s capital shortfall in June 2012. The misleading 
information was provided on 19 June 2012 at the bank’s AGM where the attendees were 
informed that the bank was close to full recapitalisation with a capital shortfall of 200 million 
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but in a later to the CBC Governor a day after the amount was doubled to 400 million.  The 
other defendants – former deputy CEO Yiannis Kypri, former Board Chairman Theodoros 
Aridostimou, his successor Andreas Artemi and head of Greek operations Yiannis Pehlivanides, 
were cleared of all charges7. On the 5th of January the Criminal Court sentenced Andreas Eliades 
to two and a half years in prison while BoC was fined €120,000. Regarding the second BoC 
case, this was filed on 25 September 2015 and it concerned the bank’s acquisition of Greek 
government bonds and its failure to inform shareholders of the dangers of the investment. The 
defendants were the Bank of Cyprus as a legal entity, plus former CEO Andreas Eliades, his 
deputy Yiannis Kypri, vice-chairman Andreas Artemis, and board members Yiorgos Georgiades, 
Costas Severis and Costas Hadjipapas. Five of the defendants were facing four charges relating 
to market manipulation in connection with the bank’s investments in toxic Greek government 
bonds. The sixth, Eliades, was facing two additional ones relating to perjury before the 
committee of inquiry into the economy. 

On 6 December 2017 the Supreme Court found that the charge sheet filed by the state 
prosecution was void. The Attorney General appealed the Supreme Court decision yet the 
criminal court did not wait for the outcome of the appeal and on 17 December 2017 it 
endorsed the Supreme Court’s ruling. Technically the criminal court did not acquit the 
defendants since according to its ruling the charges never existed in the first place. Rather than 
terminate the trial, the criminal court ordered a stay of proceedings. In theory it can 
subsequently lift the stay and resume proceedings if the Supreme Court reverses its own 
decision of 6 December 2017 (based on the appeal of the Law Office). 

In conclusion, and given the limitations mentioned above, the slow pace of progress in the legal 
cases is reflected in the small number brought to court. Available below is a number of key 
cases still under investigation, the criminal prosecutions (both private and public), one highly 
relevant civil action (that of Cyprus Popular Bank Public Co Ltd v. Andreas Vgenopoulouse.a.), 
the arbitration proceedings currently pending at the International Centre for Settlement of 
Investment Disputes (ICSID) and finally a case that has been filed at the General Court of the EU 
by a Cypriot Law firm representing depositors, shareholders and bondholders of the Bank of 
Cyprus Public Company Limited and the ex-Cyprus Popular Bank, who claim compensation for 
the loss they allege to have suffered as a result of the imposition of the bail-in in the Republic of 
Cyprus in March 2013. This case targets the European Institutions, in particular, the Council of 
the EU, the European Commission, the European Central Bank, as well as, the Eurogroup and 
the European Union as a whole. 

 

 

                                            

7 The charges overall were related to market manipulation (for different time intervals), failure to take the appropriate actions so that the bank 
would have announced a ‘significant event’ (i.e. that its capital requirements had risen considerably). 



 

 

   

28 

 

 

 

 

 

 

 

Analytically: 

Investigations Laiki Bank Related: Preferential loans provided by Egnatia – Marfin for the increase of MIG 
share Capital 

Laiki Bank Related: Buying of Greek Government Bonds (GGB) 

Case (No. 1) involving FOCUS MARITIME CORPORATION - Funding offered to political 
parties DISY and AKEL during 2008 Presidential electoral campaign 

Case (No. 2) involving FOCUS MARITIME CORPORATION - Bribery  of former Central 
Bank Governor Christodoulos Christodoulou 

UNIASTRUM - The Purchase of the Russian Bank at an overblown price and at times of 
financial uncertainty 

BANCA TRANSYLVANIA - Preferential loans granted to owners 

Criminal 
Prosecutions 

Private Prosecutions 

Case No.: 18567/12 - Stavros Mavrosavvas v. Cyprus Popular Bank Public Co. Ltd e.a. 

Case No. 31257/2012- Kypros Kyprianou v. Cyprus Popular Bank Public Co. Ltd (District 
Court of Limassol) 

Public Prosecutions 

Republic of Cyprus v. Efthimios Bouloutas e.a. 

Case No. 32370/14 - Republic of Cyprus v. Bank of Cyprus Public Company Ltd e.a. – 
Ruling announced December 2017 

Republic of Cyprus v. Bank of Cyprus Public Company Ltd e.a. (regarding the purchase of 
GGC) – The Court ordered a stay of proceedings in December 2017 
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(5-7) Cooperative Banking Sector (3 cases) 

Civil Actions Action Number: 8400/2012 - Cyprus Popular Bank Public Co Ltd v. Andrea 
Vgenopouloue.a. 

Arbitration 
Proceedings  

Case No. ARB/15/49 - TheodorosAdamakopoulose.a. v. Republic of Cyprus 

Case No. ARB/14/16 - Cyprus Popular Bank Public Co Ltd. v. Hellenic Republic   

Case No. ARB/13/27 - Marfin Investment Group Holdings S.A. e.a. v. Republic of Cyprus   

General Court 
of the EU 

Applications No. T-680/13 & T-786/14   

 

Apologies 

 

In Cyprus the concept of public apologies, statements that entail a direct admission of possible 
errors that have been conducted (which may actually have legal implications), has not been 
part of the country’s culture. Especially for events that have caused wider adverse effects on the 
island’s society, one does not expect to see any sort of public acknowledgement of possible 
blunders made. 

Specifically to the recent financial crisis, this trend has been confirmed as there have been no 
formal public apologies by the involved actors, except for limited references made in a scrappy 
and indirect manner that would not qualify as apologies. One can attribute this approach to a 
number of factors: 

1. Still in the public sphere there is an ongoing debate as to who bears the responsibility for the 
catastrophe that hit the island. Opposing political parties quarrel in an attempt to shift the 
blame and retain their innocence regarding the financial crime(s) committed. In this ongoing 
public debate, politicians also involve key bank officials, Central Bank Governors and state 
regulatory and supervisory authorities, which all have had a critical role to play in recent 
events. Importantly, however, none of these actors is willing to acknowledge his share of 
responsibility since by doing so he will be admitting to the accusations aired by his/her 
critics. 

2. Given that until now there has been only one court verdict and limited action against the key 
players involved in the crisis, then a public apology would possibly shift attention on the 
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individual that is admitting to certain wrong doings and possibly initiate a legal procedure 
that otherwise may never materialise. 

3. In a country where the  justice system is rather ineffective with inefficient and lengthy 
processes, any individual involved, either directly or indirectly, in a scandal would opt to 
take advantage of this reality and thus remain silent and pass unnoticed in hope that his/her 
case will be forgotten in the course of time. 

Despite the fact that there have been no formal apologies, it is worth noting that in a press 
conference that took place in April 2016, President Anastasiades, in reply to a reporter’s 
question, acknowledged what he considered to be his biggest mistake. This was to commit 
publicly before the February 2013 elections that bank deposits would be left intact in any 
financial assistance package agreed by him, if he were elected. Though the President did not 
honour his commitment, in explaining his mistake he said that prior to taking over office he was 
not aware of the actual state of the Cypriot economy and that he genuinely believed that 
through negotiations a haircut could have been avoided. Thus, even when acknowledging a 
personal mistake he made sure to highlight the inefficiencies of the previous administration in 
dragging the economy to such a tragic state and the lack of transparency over economic 
developments. Furthermore, the President’s admittance came only after the country had 
managed to successfully complete the MoU agreement and thus was speaking from a position 
of strength regarding the state of the economy. In addition, the substance of the admission could 
in no way set the ground for a legal process.  
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IV. Impact of Accountability 

 

Overall, all three tools of accountability have had limited impact in the process of delivering 
justice and accountability. This is more clearly evident in the case of public apologies where, in 
line with the prevailing national culture, there has been no use of this tool.  

 

Fact-finding bodies 

 

It is essential to look at the effects of each committee that was set up and produced a report 
before making a generic conclusion.  Overall, the report resulting from the ‘Independent 
Commission on the Future of the Cyprus Banking Sector’ was considered a constructive 
contribution for politicians, state institutions and technocrats involved in the banking industry. 
The recommendations of the Committee targeted the government, the central bank (regulator), 
auditors and other relevant actors. For instance at the political level, the Report urged for the 
creation of national financial services strategy to offer a comprehensive framework (covering 
risks and associated dangers) within which the sector may develop. Otherwise, it made 
suggestions covering the regulatory/supervisory framework, the audit of financial institutions, 
the labour market, consumer protection and also more bank-specific targeted suggestions.   

However, there has been no follow-up in the implementation of policies being suggested in the 
Report, something that has been noted by the Committee members as well. The changes that 
have been brought about to the financial sector in Cyprus have been mostly the result of the 
new Single Supervisory Mechanism under the European Central Bank. Regarding the Central 
Bank governance, the government’s initiative to overhaul the role and functioning of the Board 
and improve the governance of the institution has had mixed responses.  

Regarding the government-appointed fact-finding committee (‘Pikis commission, named after 
the commissioner Pikis), the end result did not meet its high expectations. There were a number 
of factors that contributed to the failure of the Committee to produce the desired results: 

• Just after the establishment of the Committee two out of the three members resigned (citing 
conflict of interest and personal reasons). 

• The Committee was exclusively made up of legal professionals, and lacked any financial 
expertise.  

• The mandate of the Committee was extremely broad covering all aspects related to the financial 
collapse. Halfway through its term, the Committee limited the mandate’s scope to exclude all 
cases subject to judicial procedure. 
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• The final report of the Committee (though adopted by all members of the Committee) did not 
fully encompass the positions of all members.  

• Overall there was no transparency in the documents received and assessed as these were never 
made available to the public. 

Because of the reasons above, the credibility of the Committee suffered a blow and, overall, its 
findings did not have the impact expected.  

With reference to the Parliamentary committee that initiated an investigation by its own motion, 
again the effect has been rather limited in securing accountability. In fact, from the initiation of 
this investigation it was clarified that it could only lead to political conclusions and criticism 
regarding actions/omissions, without replacing the duties and/or functions of any other state 
institution. What is certain is that the Committee has managed to produce a document that 
includes a great amount of data and information that enables one to have a better view of the 
events leading to the financial crisis. Nevertheless for the wider public this has had limited 
appeal and it did not secure accountability or justice. 

Overall, it can be argued that though no one suffered any direct consequences from the findings 
of the reports issued, and accountability has not been achieved, still a great deal of information 
and facts that are available in these reports. Therefore, for anyone interested in examining the 
financial crisis experienced on the island, these three documents complement each other and 
offer a thorough coverage of events.  

 

Legal Proceedings 

 

With reference to the legal tool covering trials and prosecutions, the progress to date does not 
match the expectations created mainly by politicians who advocated for an immediate 
sentencing of those responsible. Moreover, in addition to the slow progress in filing cases, the 
outcome of the two cases of Bank of Cyprus has confirmed the difficulty in achieving favourable 
rulings for those cases that are actually filed, though for the first time there has been sentencing 
for a bank (as a legal entity) and its former top-executive.  

In general, while it is acknowledged that the nature of the cases examined is complex and 
unprecedented for the Law Office of the Republic and the Police Force, the public has been 
rather disheartened by developments so far and has limited expectations for justice being 
delivered. The Attorney General, on the other hand, has repeatedly publicly committed to 
further pursuing all the criminal cases currently investigated yet he has also clarified that the 
reasons behind the financial collapse of the country are not exclusively criminal offences but 
are also acts of political incompetence and miscalculations.   
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V. Learning and Reform 

 

While more than four years have passed since the events of 2013, it is still too early to reach 
concrete conclusions regarding the lessons learned from the crisis. Nevertheless, certain initial 
assumptions can be noted. 

The overall feeling is that there has only been a limited policy learning process in dealing with 
problems that were predominantly endogenous. It is difficult to trace a genuine behavioural 
change or a change in culture. Though the Government has carried out certain reforms, many 
of these have been the result of EU or Troika prerequisites and, even so, may actually prove to 
be 'empty shells' in the longer run (see Dimitrova 2010).  

For example there were certain pending EU requirements for institutional changes at the 
national level that were expedited by the Cypriot government, upon the request of TROIKA. A 
noteworthy development may be considered the establishment of a Fiscal Council. The Fiscal 
Council was established by the Act on Fiscal Responsibility and Budget System Law (n. 20 
(I)/2014), which entered into force on February 20148. In particular article 37 (1) states that, by 
the end of October each year, the Fiscal Council should publish its autumn report, which shall 
include: 

• Assessment of macroeconomic and budgetary projections, in accordance with the provisions of 
the Act, 

• Assessment pursuant to the provisions of the law concerning progress in relation to the 
adjustment period to ensure compliance with the fiscal rules, the automatic correction 
mechanism, 

• Assessment of financial policy including financial measures. 

Supposedly, the establishment and operation of an independent Fiscal Council secures 
impartiality in fiscal policy monitoring, transparency and accountability. More than three years 
after its establishment, the Fiscal Council is still considered to be understaffed (with no 
permanent staff) and unable to carry in-depth independent analysis. Even more, any public 
interventions made have caused more of short-lived fireworks rather than brought substantial 
change, while others have even criticised the Council for adopting a rather soft approach when 
commenting on government policies. 

 

                                            

8 Overall, the Fiscal Responsibility and Budget Systems Law of 2014 (N. 20 (I) / 2014) is an umbrella law that seeks 
to put in order fiscal policy. 
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In addition, attempts to introduce novel practices or new institutional arrangements in the 
public policy sphere, based solely on national initiatives, proved ineffective, short-lived and 
unsuccessful. The most striking example is the National Economy Council set by the President 
of Republic, so as to act as the leading advisor on economic issues. Headed by Nobel laureate 
Professor Christopher Pissarides, the Council was given high publicity as an innovative initiative 
that would enable politicians to make more balanced and sound decisions. In practice, the 
contribution of the Council has been minimal with members expressing early on their 
dissatisfaction for having their work systematically being snubbed by the Government. Midway 
through the crisis and with the economy still in a state of shock, such an institution that had the 
potential to add value to the national efforts for recovery was not given the necessary support 
and consequently became obsolete.  

Furthermore, the sluggish legal system has not become more efficient in the delivery of justice. 
On the other hand, worth noting is that certain other independent institutions (namely the Audit 
Office and the Law Office) seem to be working in a more transparent and independent manner 
and have revealed cases of corruption. While this cannot be linked solely to the crisis, it is 
certain that the prevailing public sentiment seeking justice and punishment has had a positive 
impact and has encouraged the heads of both institutions to operate in a truly independent 
manner. For some, this may be more related to the individuals that are currently heading these 
institutions and that in order to confirm a lasting change in culture more time is needed.  

Nevertheless, corruption has come under the spotlight. For the first time high-ranked political 
party and/or state officials have ended up in jail, though their convictions are not related to the 
financial crisis. Even so, some link the adverse effects of the crisis and the worsening financial 
conditions experienced to reduced public tolerance.   In relation to this point, the people of 
Cyprus which had traditionally overly esteemed and admired politicians (even in a subservient 
manner) have now changed their stance. There has been a fall in people's faith in politics and 
politicians and this has led to a significant fall in electoral turnout which may be considered the 
people's way of expressing their discontent.  

Regarding the supervisory and governance framework of the banking sector, this has undergone 
structural change that has been associated with decisions taken at the European level and the 
establishment of a European banking supervision framework.  As an independent EU institution, 
the European Central Bank has the task of overseeing banking supervision from a European 
perspective and in cooperation with the national supervisors, is responsible for ensuring 
banking supervision is effective and consistent. Thus the major banks on the island are now 
more tightly regulated at the supranational level thus theoretically limiting the chances of 
repeating past mistakes and taking overly risky decisions, though it remains to be seen if the 
relevant culture has changed. 

In conclusion, it still too early to say if the crisis has had a long-term effect on policy processes, 
institutions and also the prevailing culture, with an emphasis on accountability and justice, 
though the early signs are rather discouraging. Any definite assessment as to whether the weak 



 

 

   

35 

civil society, dominated by party politics and clientelism, has undergone a learning process and 
has been affected in a positive manner by the crisis will require more time.   
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Conclusion 

Despite impressive and striking public statements by politicians and a firm commitment for 
justice to prevail, there have been no concrete results over identifying and punishing those 
responsible for the financial crisis. At a political level there has been an ongoing blame game 
between the main political parties with the central arguments focusing on the management of 
the state finances (fiscal policy) on the one hand and the failure of the banking sector on the 
other.     

Regarding accountability tools, the appointment of truth commissions to investigate such events 
has historically never produced any practical or tangible results. The same applies for the recent 
financial crisis since despite the extensive and informative reports published there were no 
other directly related developments that followed.  

Even more, with the concept of public apologies being absent, the only remaining 
accountability tool relates to legal proceedings. Again via this tool, until today, the delivery of 
justice has not been achieved. Importantly, while the Law Office is currently being headed by 
an AG that enjoys wide respect and is considered to be impartial and resolute in performing his 
duties, still the whole process of achieving justice has proven slow-moving. This of course has 
to do with a number of reasons that are beyond the control of the AG (the lack of expertise by 
state officials in dealing with such complex and highly-technical white-collar crimes, the lack of 
precedent, and the vast amount of data that has to be thoroughly reviewed before finalising 
each case are among the most important reasons).  

Despite the delay, the AG is still confident and highlights that the whole process has not been 
concluded and more cases will be brought to justice, though he is clear in distinguishing that 
his range is limited and he cannot act regarding political decisions and errors resulting from 
mismanagement and incompetence. Overall and given that a number of cases still open, one 
cannot be absolutely adamant when assessing the effectiveness of legal proceedings though 
given the pace of developments a more critical approach would argue that ‘justice delayed is 
no justice at all’.  

Otherwise, a learning process with long-term effects involving a change in culture cannot be 
confirmed at this point in time. It is still too early to assess whether this unprecedented shock 
has truly caused a tremor in a society that has been dominated by political parties which to a 
great extent have direct relations with the economic elite. Though, the appeal of politicians has 
certainly suffered a blow (reflected in election turnout) there has not been a strengthening of the 
otherwise weak civil society that could potentially exert the necessary pressures for change in a 
more systematic/structured manner. Even more, the multi-dimensional and implicit network 
linking political and economic elites has proven rather resilient and ground-breaking changes 
remain a difficult, not to say unattainable.   
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