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Abstract
This dissertation examines the extent to which certain business sectors of the Cypriot economy
could offer, LQ WKHPLGVW RIWKHFRXQWU\¶V ZRUVW
, important
UHFHVVLRQ
business opportunities. A
recession normally is associated with a reduced customer base for companies and increased
pessimism, but it is especially conductive for new entrepreneurial start-ups (Aggarwal, 2013).
Further, a recession forces companies to reorganize their operations either by following
traditional cost-cutting practices or incurring higher costs to maintain the existing capacity in
order to be well placed when the recession ends (Michael and Robbins, 1998).
The results of the study have been derived from the processing of 64 questionnaires, filled in by
top business executives, employed in various, Nicosia-headquartered, Cypriot firms in 2013.
According to the Cypriot managers, the most promising sector for business opportunities in
Cyprus are the discount stores sector, the home maintenance sector, the consulting sector, and
the auto-repair sectors, while the least promising sector is the rental agents and property
management sector. A logistic regression is then used to test the robustness of these results for
the effect of sex, age, and the amount of managerial experience of the respondent.
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CHAPTER 1: INTRODUCTION
The economic crisis that culminated in Cyprus in 2012, with the official request on the part
of the Cypriot government for a bailout package, was the greatest economic crisis ever
experienced by the Republic of Cyprus. With no doubt, the main cause of the crisis was the very
high credit exposure of the oversized (due to low corporate tax rate and the influx of Russian
depositors) Cypriot banking system to Greek sovereign bonds, which were restructured in the
spring of 2012 as a result of the Greek debt crisis. Secondary reasons for the crisis had to do
with bad banking practices followed by the Cypriot bankers; these involved practices such as the
exposure of the Cypriot banking system to overleveraged local property companies (Cypriot
property bubble), inefficient loan-loss recognition, and cross-collateralization across loans.
These two events led to the downgrading of the Cypriot government to junk status, which, in
turn, made the financing of state expenses from the international markets extremely difficult.
After the haircut on the Greek bonds, the exposure of Cypriot banks to these bonds reached
…EQ an amount greater than the gross domestic product of the country (Hadjipapas, 2011). In
2011, Cyprus received a five-year, 4.5%, loan of EUR 2.5 billion from Russia (Reuters, 2013),
but this sum was insufficient to meet the borrowing needs of Cypriot republic; it just bought
time for the then-reluctant government to take the necessary measures. So, the ensuing EUR 10
billion bailout (Kambas, 2013) package negotiated with the Troika lenders was a natural
development in the course of events.
The onset of the recent banking crisis in Cyprus with the Troika-imposed mandatory
downsizing of the domestic banking sector (Eurogroup Statement on Cyprus, 2013, p.1), which
at March 2012 was ZRUWKWLPHVWKHFRXQWU\¶V*’3
(Cyprus Financial Assistance Programme,
2013, p.8), signaled the end of the Cypriot production model, which was mainly based on the
provision of banking services to a wide clientele; the banking system was so concentrated that

only two banks, %DQNRI&\SUXVDQG/DLNL%DQNKHOGDERXWKDOIRIWKHVHFWRU¶VDVVHWV
Further,
the state can no longer be seen as the major customer of the private sector (government
expenses, like the wage of public employees, have to be reduced), while the strategy of
developing close relations with politicians and political parties as a key element for business
success has (or is tending to) become obsolete. At the same time, under EU pressure, restrictions
(imposed by The Enforcement of Restrictive Measures on Transactions in case of Emergency
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Law of 2013 and the various decrees issued pursuant to the said law) on entrepreneurship are
gradually being removed, and this, in conjunction with the reduced protectionism for specific
pressure groups, increases the scope for competition in the product and labor market. So despite
the economic downturn, and the resulting lack of bank financing, the prospects for young and
established entrepreneurs are promising.
But the new looming entrepreneurship model can no longer be based on the development of
relationships and access to privileged information. Rather, it must be based on innovation, and it
must create value in a competitive environment, thus contributing in this way to better use of
HFRQRP\¶V
resources.

In the wake of the Cypriot economic crisis that threw the economy deep in recession, the aim
of this dissertation is to examine, according to the opinions of Cypriot business managers, if
Cyprus still offers great opportunities for entrepreneurs (new and established one), and if yes
which business sectors are the most cherished ones.
The dissertation¶V objectives are to examine the rankings given to each sector by the

UHVSRQGHQWEWRVHHLIWKHUHDUHDQ\GLIIHUHQFHVLQUDQNLQJJLYHQWKHUHVSRQGHQW
managerial experience.

Entrepreneurship is a process comprising four different phases (Xavier et al., 2012), as
shown in Fig.1.
The first phase, Phase 1 of the entrepreneurship process begins with the involvement of
potential entrepreneurs, i.e. those individuals who believe they possess the capabilities to start a
new business, spot new business opportunities, and would not be dissuaded from doing so by
fear of failing. For some potential entrepreneurs, their intentions to start businesses are
underpinned by the perceptions society holds of entrepreneurs, the status these individuals enjoy
in their society, and whether the media positively represents entrepreneurs (Xavier et al., 2012).
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Phase 2 of the entrepreneurship process involves the nascent entrepreneurial activity, (Xavier
et al., 2012) namely those starting new enterprises less than three months old. Given the
challenges associated with starting a new business, many fledgling businesses fail in the first
few PRQWKV KHQFH QRW DOO QDVFHQW HQWUHSUHQHXUV¶
the next stage
SURJUHVV
of new business
WR
owners. Phase 3 involves the new business owners (Xavier et al., 2012), that is, former nascent
entrepreneurs who have been in business for more than three months, but less than 3.5 years.
Nascent and new business owners together account for the Total Early-stage Entrepreneurial
Activity (TEA) in an economy (Xavier et al., 2012: 13). ,QGHHG *(0¶V SULPDU\ PHDVXUH RI
entrepreneurship is the TEA Index, which reports the incidence of start-up businesses (nascent
entrepreneurs) and new firms (up to 3.5 years old) in the adult population (i.e. individuals aged
18–64 years (Xavier et al., 2012: 14).
Finally, in Phase 4 of the entrepreneurial process, one can find established businesses, that is,
companies that have been in existence for more than 3.5 years; some of these companies may
discontinue or exit their current state.

Figure 1: The Entrepreneurship Phases
Source: (Xavier et al., 2012)
Note it is not necessary that one phase inevitably leads to the next. For example, an economy
may have a large number of potential entrepreneurs but this may not necessarily translate into a
high rate of entrepreneurial activity. Therefore, the arrows that connect the different phases are
not straight lines (Fig. 1)
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As it was argued previously, the Cypriot economic crisis was triggered by the Greek public
debt crisis, which, in turn, it was exacerbated by the global financial crisis of the 2007. Hence
there is a need to examine very briefly the underlying causes of the global financial crisis and
the Greek debt crisis.

The Global Financial Crisis of 2007
The current financial crisis, which begun in the summer of 2007, is attributed to a number of
interrelated causes: the low interest-rates in the aftermath of the 2000 dotcom crisis, the
ballooning of the US housing market and the proliferation of the mortgages to subprime
borrowers, the miscalculation of risk by rational investors who decided to invested in structured
financial products based on the subprime loans, the highly (and short-term) leveraged
investment banks, and the insufficiency of regulators.
According to Beori and Guiso (2008) the seeds of the credit boom, and the subsequent
collapse of the property market, can be traced to the cut in short-term interest rates (i.e. the
federal funds target rates) in response to the 9/11 attacks and the dotcom bubble. As Fig.2
shows, short-term interest rates were kept low after the aggressive interest rates cuts initiated by
the Fed in the wake of the 2000 dot.com crisis.

Figure 2: The Federal Funds Rate
Source: Federal Reserve Bank of St. Louis1
Note: Shaded areas represent US recessions
4

Also, over the last 5 years, long term real interest rates reached quite low levels, relative to
the last two decades, in the aftermath of the collapse in investment in both emerging markets
and developed countries after the crises in 1998 and the ICT bubble in 2001 (Kashyap et al.,
2008).
The lax lending conditions in the US were a major contributor to the creation of the crisis.
These conditions were the outcome of low interest rates (both short-term and long-term rates),
the ability to securitize loans, the reduction in the perception of risk created easy credit
conditions for a number of years prior to the crisis.
Later, however, as interest rates picked up, an increasing number of subprime borrowers
started defaulting on their mortgage payments. The decline in mortgage payments also reduced
the value of mortgage-backed securities, which in turn eroded the net worth of banks (Allen and
Carletti, 2008). These losses sparked a widespread loss of confidence in banks and other
financial intermediaries, as investors suddenly became much less willing to bear credit risks,
and, by mid-2007, they had started to retreat from structured credit products, like mortgagebacked securities (Allen and Carletti, 2008). The banks decided, in the first place, to extent
credit to subprime borrowers because, through securitization, they were able to part with the risk
of default, thereby reducing the incentives to look carefully at their ERUURZHUV¶
credit records.
Each one of the aforementioned underlying factors of the crisis could not trigger itself the big
crisis, but it was the combined effect that set the process in motion and led to a vicious circle of
bankruptcies and falling prices of financial assets in the US; this later spread worldwide, mainly
in Europe, in European banks that had been exposed to the American risks. Panic and fear
ensued, and as a result capital and money markets were clogged.
But the low level of interest rates was not only the result of policy making on the part of the
Fed. According to Kashyap et al. (2008), the worldwide excess of desired savings over actual
investment – the so called savings glut resulted in low levels of real interest rates. In theory, low
real interest rates imply too much saving (traditionally done by households) relative to the
amount people want to invest (traditionally undertaken by firms). A major contributor to this
global savings glut was the accumulation of foreign exchange reserves by China (Fig. 3).
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Figure 3: The Chinese Foreign Currency Reserves (in $bn)
Source: World Bank Data Base
China built an enormous stock of foreign exchange reserves, as Fig.3 shows, for three
reasons. The first had to do with the big surpluses in the current account of the balance of
payments. Indeed, for the last thirty years China achieved an exceptional growth record by
relying on its exports of industrial goods to the US. These exports led to enormous surpluses in
the Chinese trade balance and to an accumulation of foreign currency reserves. The second
reason involved the significant capital inflows (in the Chinese economy) for foreign direct
investments (FDI) and portfolio investments. The third reason had to do with the exchange rate
policy followed by the Chinese. Specifically, as the surpluses in the current account and the
massive capital inflows in China started exerting appreciation pressures on the Yuan (since there
was a surge in demand for the Chinese currency), the Central Bank of China had two options: it
could let the Yuan to appreciate or it could absorb the excess supply of foreign currency by
giving foreign investors the domestic currency they needed; the latter option (which is what
China chose) however results in rapid accumulation of foreign exchange (mostly dollars). At the
same time the Chinese authorities did not relax the restrictions on capital outflows thus allowing
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their citizens to hold (if they wish) any amount of foreign financial assets (like stocks, bonds, or
bank deposits); this policy measure would result in an increase the supply of Yuan (from the
Chinese citizens and not from the Central Bank), and in turn it could offset part of the increase
in the demand for the Chinese currency without the Central Bank having to build up an
enormous stock of foreign assets (The Economist, 2006, p.74).
So, a global savings glut and the Chinese appetite for American assets (The Economist, 2006,
p.74) kept the longer-term rates at bay. Note a savings glut is possible even when the saving rate
is falling, so long investment demand, is falling even faster. This has been most pronounced and
long-lasting in Japan, where corporate saving soared after the bubble economy collapsed in the
early 1990s (The Economist, 2005, p.73). Burdened with bad debts after a period of massive
overinvestment, Japanese firms have been net savers for a decade. The only exception to the
above has been China, where investment has been rising sharply, but savings have still been
growing faster (The Economist, 2005, p.73).
The financial crisis was transmitted to the real economy when banks, lacking capital and
liquidity, reduced their credit to companies and the households. In the fourth quarter of 2008,
after the collapse of Lehman Brothers the international trade took a hit, and the economies of all
countries were influenced, irrespective of the economic policy they followed in the past, since
all economies were to greater or a smaller extent were interlinked.
The fiscal and monetary authorities reacted immediately without repeating the errors of the

¶V6SHFLILFDOO\WKHFHQWUDOEDQNVUHGXFHGWKHLUSROLF\LQWHUHVWUDWHDQGGHY
of providing liquidity to the system. Governments for their part increased the lower minimum
limit in state guarantees for the bank deposits, provided rescue packages to financial institutions
WKDWZHUHGHHPHG‡WRR
-big-to-fail, and, in general following the (failed - judging by the Japanese
experience) Keynesian traditional recipe for fighting recessions, they increased the budget
deficits. Deficit spending may shore up aggregate demand in the short run, but it is more likely
to be detrimental in the medium term. This is the case when the crowding out and the Ricardian
Equivalence Principle set in motion. That is, on the one hand, the financing of budget deficits
crowds out private investments, which could otherwise grow the economy out of the recession

RQDPRUHSHUPDQHQWEDVLVDQGRWKHUWKHRWKHUKDQGDVVXPLQJWKDWKRXVHKROGV
are influenced by changes in permanent income), the expectation of higher taxes in the future
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(need to service the accumulation of public debt) increase private savings now, and thus reduce
consumption.
The Greek Debt Crisis
Greece faced a solvency problem, as the (consolidated) debt of the general government was
127.5% of GDP at the end of 2009. This resulted in punitive cost of borrowing for the Greek
state and in a call for foreign agencies to help Greece deal with its problems. The Greek debt
crisis typically set off in in May 2010, when the markets realized that Greece faced an acute
funding problem. The problem was addressed by an official rescue package from the euro area
DQGWKH,0)RI…ELOOLRQWRPDNHXSIRUWKHORVWIXQGLQJIURPWKHFDSLWDOPDU
kets, which were
demanding high interest rates from the Greek state.

Economic activity in Cyprus significantly dropped in 2012, when real GDP contracted by
2.4% (Table 1-1). This was the result of a marked contraction in aggregate demand because of
falling domestic consumption and private investment. The current-account balance remained in
a dire state because of the deterioration of the investment income balance stemming from
developments in the financial sector, particularly through its financial activities in Greece.
Despite the sizeable fiscal consolidation implemented in 2012, the budget remained in deficit,
as the tax intake stagnated due to less tax-rich growth, lower corporate profitability and
deteriorating labour market conditions. Expenditure reduction was lower than expected, in
particular due to the increased number of early retirements and growing unemployment albeit
investments were being reduced. The debt-to-GDP ratio reached 86.5% in 2012, due to the
deficit, nominal GDP developments, and the participation in a bank recapitalization.
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2009
819.1
16,853
20,576
-1.9
0.3
0.9
58.5
-10.7
2,141,193
1,001
-5,293
-4,292
3,363
5,779

2010
840
17,406
20,726
1.3
2.4
-5.3
61.3
-9.8
2,172,998
1,137
-5,801
-4,664
3,583
6,049

2011
862.0
17,979
20,858
0.5
3.3
-6.3
71.1
-4.7
2,392,313
1,411
-5,760
-4,349
3,585
6,262

Population ('000)
1RPLQDO*’3…PQ
*’3SHUFDSLWD…
Real GDP growth (%)
Inflation rate (%)
Budget balance, accruals basis (% of GDP)
Public debt (% of GDP)
Current -account balance (% of GDP)
Tourism arrivals
Exports of gRRGV…PQ
,PSRUWVRIJRRGV…PQ
7UDGHEDODQFH…PQ
6HUYLFHVEDODQFH…PQ
([SRUWVRIVHUYLFHV…PQ
of which:
Travel
1,561
1,614
1,846
Transport
1,541
1,447
1,509
Financial services
807
820
659
"Other" business services
1,423
1,808
1,921
,PSRUWVRIVHUYLFHV…PQ
-2,416
-2,467
-2,676
Inward foreign direct investment …PQ
2,499
578
987
Table 1-1: Main Economic Indicators for Cyprus
Source: Central Bank of Cyprus; Ministry of Finance; Eurostat.
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2012
877
17,887
20,404
-2.4
2.4
-5.1
85.6
-11.7
2,464,903
1,439
-5,291
-3,853
3,404
6,168
2,024
1,463
505
1,906
-2,765
660

CHAPTER 2: LITERATURE REVIEW

Normally, a recession forces companies to make one selection from two available choices
(Michael and Robbins, 1998), and the choice to be made is of utmost importance since a
healthy economic recovery is mainly based the growth of small businesses and entrepreneurship
(Matlay, 2012; Rae, 2010).
The first choice involves the traditional cost-cutting practices (i.e. workforce downsizing,
product variety reduction, wage pay freezes) in order to ensure a short-run survival, but at the
expense of diminishing the FRPSDQ\¶V SURGXFWLYH FDSDFLW\ ZKLFK SUHVXPDEO\ ZLOO KDYH
increase when recovery sets in (Michael and Robbins, 1998). There could be many justifications
for cost cutting during a recession.
When the economy of a country is thrown into a recession it may seem not an ideal
opportunity to start a new business, since an economic downturn is associated with a number of
drawbacks for the economy (see Hurlbert, 2007). The first and the most important is that a high
(or low) level of unemployment (or employment) dents consumer demand, which is the driving
IRUFH EHKLQG DQ\ GHYHORSHG FRXQWU\¶V HFRQRP\ $ IXUWKHU ZHDNHQLQJ RI FRQVXPHU
comes from difficulties, or delays, of companies in paying their wage bills; so even those who
still have jobs during a recession, they may reduce their consumption spending because of the
cash flow problems they may face, and because of low consumer confidence. The negative
effect of a recession on consumer demand is further strengthened by the presence of tight credit
markets, which make it impossible for people to borrow money to make up their income
shortage.
The second choice involves incurring higher costs in the short-run in order to maintain the
existing capacity, which apparently will be used when recovery comes. Undoubtedly, decisions
taken during recession will shape future capabilities and profitability of companies as the
economy emerges from recession.
A recession, despite the reduced customer base it creates for businesses, could offer a number
of benefits for starting new businesses, or even developing existing ones, and the economy as a
whole.
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To begin with, a recession implies lower opportunity costs for any new entrepreneurial
beginning. Though starting a business may mean quitting a secure and lucrative job in times of
boom, the alternative for the unemployed may be less risky. Recessions also change the way in
which businesses operate, clients consume, and competitors compete, all of which can be
advantageous to a new business.
Also, recessions are especially conducive for the setting up of start-ups (Aggarwal, 2013).
The reason has as follows. First, consumers, during a recession, are likely to loosen their brand
loyalties, as they shop around for cheaper alternatives, and this presents a unique opportunity for
new companies to expand or enter into the fields of the old companies. Second, companies also
are likely to find innovative ways to reduce costs, instead of just spending money for convenient
but more expensive solutions. In boom times when credit is loose, it may be easier to obtain

IXQGLQJ IRU DQ ‡RII
-the-ZDOO LGHD· EXW LQ DQ HFRQRPLF GRZQWXUQ HQWUHSUHQHXUV DUH IR
refine their thinking and develop more solid business plans for the future (Aggarwal, 2013).
Moreover, start-up companies are also more likely to have a more committed start-up team to

ZRUN ZLWK DV HPSOR\HHV DUH PRUH FRPPLWWHG WR WKH FRPSDQLHV¶ VXFFHVV 0RVW LPS
there is an urgent need for new ideas and solution to address critical requirements in the
marketplace. Finally, during a recession all companies have at their disposal a wider pool of job
applicants to choose from, as unemployment soars. (Rae, 2010) presented evidence that indeed
start-ups tend to rise during recession, the author attributed this increase to necessity
entrepreneurship, which results when companies downsize and workforce is released from paid
employment.
But what is the actual response of firms during a recession? This question must be considered
in light of the fact that recessions triggered by financial crises affect the small businesses
disproportionally (Chow and Dunkelburg, 2011), presumably because of the restricted access to
bank credit, the main source of finance for most small businesses. At the same time, during a
recession, small firms are seen as a far bigger investment risk compared with their larger peer
companies (Shanin et al., 2011).
Kitching et al. (2011) examined how the responses of London-based small firms, employing
fewer than 250 employees (the overwhelming majority employed less than 10 employees), to
the 2008-9 recession affected their post-recession performance in 2010-11. The authors drew on
primary data, derived from an online/mail survey (conducted during the period January-March
11

2011) of 221 small business owners, and face-to-face/telephone interviews with (conducted
during the period March-May 2011) 28 owners. The respondents were asked whether their firm,
during the recession of 2008-2009, headed for cost cutting ‡FRVW
-FXWWHUV·
or for income
generation ‡UHYHQXH
-generDWRUV·
.
The results showed that there was a somewhat substantial difference in sales; almost 53% of
revenue-generators landed in 2010 higher sales compared with just 44% of cost-cutters.
However profit margin performance in 2010 was different; just 44% of revenue-generators had
in 2010 higher profit margin compared with 42% of cost-cutters. So, revenue generation did not
help firms to achieve higher profit margins in the post-recession year of 2010. Also, the authors
found that there was a significant relation between actions taken prior to the recession and
actions taken after the recession. So, cost-cutting actions taken during the period 2008-9 were
likely to be followed by the same actions in 2010.

Many well-known companies have started their business activities amid a recession. Procter
& Gamble was founded, in Cincinnati, as a small household-goods business, during the panic of
1837, by William Procter, a candle maker and James Gamble, a soap maker (Maltby, 2013). The
company survived the greatest economic decline since the birth of US, triggered by a wave of
bank failures1, went on to score lucrative contracts to supply necessities to the Union Army
during the Civil War (Maltby, 2013).
The panic of 1873 churned out two notable companies. The first was General Electric Co.,
which began operations in the aftermath of the panic of 1873, when the collapse of Jay Cooke &
Co., an investment firm, caused the NYSE to shut down for a number of days (CNN, 2013). The
ensuing recession lasted for six years, with the economic conditions remaining dire well into
1896. Three years after the onset of the panic, in 1876, Thomas Edison set up a facility in Menlo
Park, N.J., where, in 1879, produced the first light bulb and 20 years later, he started a company
KHFDOOHG‡(GLVRQ*HQHUDO(OHFWULF&RPSDQ\·&11

1

The Coinage Act of 1873 demonetized silver, pushing investors away from making long-term loans and U.S.

banks collapsed.
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The second was IBM, founded during the depression of 1873-1896 (CNN, 2013b). The
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