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Political News

The Seimas elections, which are going to be held in October of 2000, have a dominant role in the Lithuanian politics. The Lithuanian political parties have started to intensively prepare for this political campaign and strengthen their activities in the most urgent social-economic fields.

In the wake of the elections, the Lithuanian political parties, which are potential candidates to form a majority in the Seimas, are becoming evident. According to the municipal election results and sociological surveys, the New Union (Social Liberals) and the Liberal Union have the best chances to win. The Center Union, the Democratic Labor Party, and the Lithuanian Farmers Party retain satisfactory prospects. It is likely that the Seimas majority will consist of central wing parties’ coalition.

By now, there are no political programs announced, and therefore it is difficult to judge about economic policy in the future.

Recently New Union, Center Union and Liberal Union announced about forming a coalition. This initiative was supported by President Valdas Adamkus. However, newspapers published information that Vilnius Municipality owes State budget 94 M litas unpaid taxes. After this Center Union and New Union announced that they would wait for results of the investigation which will be done by Ministry of Finance. Also joint conference of these three parties was postponed. Mr. Paksas, leader of Liberal Union and Major of Vilnius, said that these actions were taken in order not to allow appearance a powerful coalition before Seimas elections.  

Meanwhile Paksas also accused Government that it does not provide financial resources to municipalities for implementation of their functions and started a trial in the court. 

Integration with the European Union is a priority of the foreign policy. For Lithuania, both economic and security issues are important while joining the EU. Russia can still not be totally disregarded as a potential threat in the Baltics and, thus, reorientation of Lithuanian policies towards the EU is useful. A recent opinion poll found that some 44% of the Lithuanians favor joining the EU, while 25% of those questioned opposed EU membership. Not surprisingly, a many people-24%-are still undecided. A year ago, in May 1999, Lithuanian support for EU membership was 27%.

Members of Russian Duma (Parliament) decided to cancel their visit to Lithuania. Reason for this was new law of Reimbursement of Damage of Soviet Occupation that is currently debated in Lithuanian Seimas. Value of damage of 50 years occupation may reach several million hundreds USD, however, law does not contain financial estimations. 

Economy

From the standpoint of GDP growth, 1999 was Lithuania’s worst year since 1993. By Merita –Nordbanken Group estimates, the country’s GDP will only regain early 1990 levels sometime after 2005.  With GDP per capita of around USD 2,800, Lithuania ranks only marginally higher than Latvia, which has the lowest GDP per capita in the Baltics. The gap with Estonia has already increased some 30% and Lithuania’s income per capita is only about a tenth of Nordic averages. GDP is expected to grow by 2% this year and accelerate over the next couple of years.

A significant resurgence of GDP growth is not expected until the second half. Economic growth is expected to remain dependent on exports this year. Domestic demand will probably continue weak and act as a brake on GDP growth.

Statistics Department announced preliminary data that during January-May 2000 industry grew by 1.9% compared with the same period of 1999, and excluding oil sector, industry increased by 6.2%.  

Inflation has been 0.8% in the first months of 2000 and price rises this year be will restrained by weak domestic demand and a strong currency, keeping excessive import price growth in check.

According to the information provided by the National Labor Exchange of Lithuania the number of unemployed was 197.7 thousands As of 1 May 2000. The percentage of unemployed females made up 44,8%. The number of unemployed with professions that are not in demand at the Labor Market has increased.; nearly every second of them with vocational training.

Unemployment decreased by 0.1% during May, but it remains high at around 11%. 

This year is the most successful year for the oil trading company Klaipedos Nafta, going back as far as 1993, when the company had unloaded 7.2 million tons of oil products. During the first five months of this year, the oil terminal of the company had some 3,082,458 tons of grease and diesel, which is by 72.1 percent than during the same period of the previous year.

During May Mazeikiai Refinery processed 27% less crude oil compared with April. Export of oil through Butinge oil terminal also significantly reduced. In May it was only 85 thousand tones, or 283 thousand tones less than in April.  

During May price of the most popular A-95 gasoline increased by 15%. 

Williams International are still continuing negotiations with Lukoil, and announced that they plan to create joint ventures for supply of Mazeikiai Refinery and sales of its production. These actions were critisized by independent experts, as such scheme could allow to share all oil business profit between Williams and Lukoil, leaving Lithuanian Government and its budget aside. 

At the same time Government is forced to look for additional financial resources to cover debts of Mazeikiai Refinery that are resulted by lack of crude oil. It already exhausted 35 M USD that were assigned for this purpose. This year Mazeikiai Refinary did not work for 10 days, and in average every day cost 2.7 M litas. 

Russia announced that it will start construction of pipeline system that will connect oil fields in Russia with oil terminals in Primorsk and St. Peterburg. According to specialists, these terminals will start working in 2-3 years. This project will require 500 M USD, and will have negative impact for ports of Baltic countries. They ship approximately 20 M tones of Russian oil and oil products annually, and receive up to 1.5 Bln USD per year for these services. Russia does not plan to refuse using of these ports, but their turnover of oil will reduce.

Lithuanian energy suppliers are going to prove that it is of vital importance to sign a multilateral cooperation agreement between five neighboring states on common work of energy systems. Lack of agreement is affecting the energy export negatively.

Finances

The decrease of Euro rate affects negatively income of the Lithuanian  exporters and is becoming a real threat for the producers due to the decreased prices of the imported goods. 

Lithuania is one the Baltic states mostly affected by the trend. Since Euro was introduced in 1999, the rate of USD - and consequently of Litas – raised by some 24% to compare with Euro.

In the worst situation are those companies that buy raw materials in CIS countries for USD and sell their products in the West for EUR; vice versa acting companies benefit from the decrease of EUR rate.

Despite of its liquidity risk, the Lithuanian securities market still remains attractive to foreign investors. The USA investments research  company, ZPR International, has established its representatives in Lithuania in July 1999 and is going to establish here indexing investments fund as well. 

Banking

As of  May 1, 2000 the Lithuanian banking sector consisted of nine domestic banks, one foreign subsidiary, three foreign bank branches (Kredyt Bank S.A., Poland, Nordeutsche Landesbank, Germany and Merita Bank Plc, Finland), four foreign bank representative offices. There are additionally two specialized banks, namely Lithuanian Development Bank and Turto Bankas.

MeritaNordbanken Group increased its presence in the market by opening Merita Bank PLc,, Vilnius branch,  on May 1, 2000. The assets and liabilities of Societe Generale’s Vilnius branch, which Merita-Nordbanken Group bought, were successfully transferred to the new Merita Bank Plc, Vilnius branch. The branch is fully operative, providing a broad selection of banking services to corporate customers and private individual.
The three largest banks hold nearly 90% of the banking sectors assets. These are the private Vilniaus Bankas and state-owned Lithuanian Savings Bank and Agricultural Bank. Although Savings Bank holds over 55% of retail deposits, Vilniaus Bankas clearly dominates corporate banking.

While there are plans to privatize both Agricultural Bank and Savings Bank, the present  unfavorable market situation and quality of their balance sheets have kept investors cautious.

The banking industry even saw a 6.5% growth in total assets in 1999 to 11.2 Bln litas, although this rate represented a considerable slowing compared to previous years. Highest growth was seen in granted loans and household deposits, which increased 18% and 33%, respectively. 

Meanwhile, the capital base remained at 1.3 Bln litas, the same level as in 1998.

The role of foreign  banks is likely to increase in the short to medium term. Already Vilniaus Bankas is leaning heavily towards SEB, and Hansabankas is a fully owned subsidiary of Hansa Bank Tallin, and therefore linked to Swedbank.

Privatisation

In May, the trend of selling shares was dominant in the Lithuanian securities market, the investors accumulated money to buy shares of Lietuvos Telekomas. Lithuanian Government decided to sell only 25% of Telekomas stock instead of planned 35% because of low demand and price of these shares. 

So far Lietuvos Telekomas shares disappoint investors, and its price decreased below 3 litas (on 23rd of June price decreased to 2.7 litas), while initially it was set to 3.15 litas. Privatization consultants of Lietuvos Telekomas announced that shares of Lietuvos Telekomas would be sold within price spread of 3.00-3.80 litas. 

International consultants of Telekomas privatisation were "Dresdner Kleinworth Benson" bank and "CA IB Investmentbank", while two Lithuanian brokerage companies - "Suprema" and "Vilfima" were responsible for selling shares to private entities and investors from Latvia and Estonia. 

The result is disappointment especially to the Lithuanian officials, as they made the sale one of their top policy priorities.

One third of received money will be spent to finance investment projects. 

In May, two block transactions were concluded with shares of Lietuvos Draudimas: 156,214 shares (28% of the authorized capital) were sold for 58.9 M litas, at 377.00 litas per share. This is the share price that the Danish insurance company Codan paid when acquiring the state held share block of Lietuvos Draudimas.

Shares of Stumbras and Klaipedos Transportas are traded on the Current List from 22 May. Shares of Svyturys and Marijampoles Pieno Konservai are removed from the Current List and moved to the group of Unlisted securities to which central market procedures are applied.

Board of the NSEL passed a decision to transfer shares of Birzu Akcine Pieno Bendrove from the Official List to the Current List from 22 May, due to the deteriorating results of economic and financial activity.

Foreign investments

The structure of foreign investment focuses on direct investment in Lithuania. The trend shows a growing credibility of the Lithuanian markets among foreign companies. The market is attractive mostly for the Scandinavians. As of January 1, 2000, foreign investment in Lithuania amounted to 24,487.12 M litas. During 1999, investment increased by more than 4.7 Bln litas. The investments from Sweden, Finland, Denmark, and Norway amounted to 41.6 percent of the total foreign investments.

Bidders for the third GSM 900 MHz license are already making their business plans and are going to allocate some USD 100m for the investment in Lithuania. The Swedish NetCom and the Finnish Radiolinija are being regarded as the potential winners of the offerings.

"The Coca-Cola Export Corporation" plans to invest 8.5 M litas in Lithuania. Company will acquire 23% of "Alytus Coca-Cola" factory from the government and will install new line of glass bottles. It also will start production of "Cadbury Schweppes" soft drink. "The Coca-Cola Company"already invested in Lithuania more that 125 M litas. 

Big investments are planned in Klaipeda region this year. Companies that are already established there, like "Philip Morris Lietuva", "Master Foods Lietuva", "Baltijos Automobiliu Technika" plan additional investments. US company "Peninnox" already started its investment project and will invest 35 M USD during next two years into  construction of steel products factory. 

Klaipeda port will invest 120 M litas. It is expected that Klaipeda port will attract more investments when it will receive Free Port status. Relevant laws are already in preparation. 

In general, it is expected that this year Klaipeda will receive investments of some 0.9 Billion litasand 2000 additional jobs will be created.

Important legal acts

Experts are criticizing the new draft Law on real estate tax. In accordance with the draft, all real estate owned people should be taxed if the value of the property exceeds the taxable minimum. According to the experts, the authors of the new law are confused with the figures, and are demonstrating their ignorance in the field of property valuation.

The vast majority of transportation firms and their customers are looking forward to the forthcoming Law on the electronic document with some reservations. Some companies are already suggesting alternative data transmission technologies.

Mr. Valdas Undzenas, one of the authors of the law and the chief of the Information Systems Department at the Ministry of Reforms and Municipalities is convinced that ”business people are skeptical about the electronic signature protocol because of the simple reason that they have little information about it”. He claims that the electronic signature protocol shall go into force effective the middle of the year 2001.

The law on advertisements should increase trustworthiness of the advertisements, the authors of the draft law claim. As data of the public opinion and market research show, 53 percent of Lithuanian inhabitants think that the advertisements are misleading.

The government is going to discuss the drafted amendments concerning company bankruptcy laws. In the draft, bankruptcy procedures are being established at an earlier stage. Minister of Economy, Valentinas Milaknis, thinks that the new amendments will better reflect creditor’s demands and will help secure part of the production capacity and work places. However the industrialists disagree with the suggested amendments.

Foreigners often have to pay double for the services they buy in Lithuania, because of the double taxation system. The Ministry of Finance has been promising the abolishment of double taxations, but for certain services, double taxation will not disappear.

Small enterprises have fewer opportunities to benefit from the privileges of taxation, and therefore, they pay higher taxes from their income than large enterprises usual do.

Information Technologies

GSM provider Bite GSM plans to invest 93.7 M USD for improvement of data and voice transmission  services and Internet. Bite GSM obtained a long term loan from consortium of banks, leaded by Holland bank "ING Bank N.V.". At present moment service of Bite GSM covers 93% of the territory of Lithuania, and up to 97% of population.  

It is expected that Lithuanian electronics industry will grow this year. This assumption is based on increased demand of electronic products in the world market, and fact that quite many Lithuanian electronics companies already found their niches in Western markets and are increasing export, like "Vilniaus Vingis", that during first five months of this year exported 73% more products, or "Siauliu Tauras TV Sets", "Panevezio Ekranas" (manufacturer of color picture tubes), "Venta Semiconductors". Total sales of electronics components in Lithuania were 8 M USD, it is expected that market will grow by 5-10% this year. During first five months of this year export of electronic components was 28 M litas, compared with 12.7 M litas for the same period  of year 1999.

In addition, "Ekranas" is investing loan of 4 M Euro it received from International Finance Corporation for renewing of glass parts equipment and acquiring of new assembling line. 

