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Political News
The role of upcoming Seimas elections is amplifying in the current political arena. Parties that are claiming to be elected into the Seimas have reached a new stage of their activities and evidently attempt to merge forces. It is obvious that votes cannot spread uniformly among some dozens of parties; thus, many parties, individually standing for elections, would suffer a defeat and loss of direct political power for four years.

Up until now, the left wing parties supported by the former President  A. Brazauskas-the Lithuanian Democratic Labour Party (LDLP) and the Lithuanian Social Democratic Party (LSDP)-were the most concrete in joining together. This coalition  has already started to express itself not only in the cities, but also in provinces.

The central wing parties of the New Union (Social Liberals), the Centre Union and the Liberal Union have declared their pre-election intentions of collaboration, but there are no actual outcomes yet. Before that, the Liberal Union was seeking for political partners among right-wingers; however, its efforts were not clearly answered. The governing coalition of the Homeland Union (Concervative Party) and the Lithuanian Christian Democratic Party (LCDP) has become somewhat isolated.

According to the latest sociological surveys, the New Union is more popular publicly than the coalition of LDLP and LSDP. The potential political partners of the New Union-the Centre Union and the Liberal  Union- are also good candidates to get a

significant number of votes.

Since the term of the government office headed by A. Kubilius expires, many strategic, economic and social projects of long duration will be passed to new government. One of the main current government’s achievements was its ability to manage the financial position of the state, which was critical at the end of 1999.

Furthermore, the policy of integration to the European Union (EU) and the NATO was implemented fairly consistently. In June’s meeting of the European Union-Lithuania Association Committee, the representatives of the EU acknowledged the Lithuanian progress in the fields of economic reforms, internal markets, agriculture, fishing, transport, energy sector, employment, environment protection, justice and internal affairs, administrative and court regulations. On the other hand, the government did not really succeed in improving business environment and promoting exports.

Seimas introduced a new law that obligates Government demand compensation for  the period of soviet occupation from Russia. This law was confirmed mostly due to votes of Conservative and Christian Democratic parties. Opposition said that such law could have only negative impact on relations between two countries. Amount of compensation is not mentioned in the Law, but it is meant to be billions of USD. Experts agree that it is not realistic even to start such negotiations with Russia, and think that it could be treated as pre-election trick of leader of Conservative Party in order to remind Russian threat and unite supporters of ruling party. 

Reaction to this law of Russian Ministry of Foreign Affairs was strictly negative.

Government started a trial against major of Vilnius, leader of Liberal party Mr. Paksas. Reason for this is income taxes, unpaid by Vilnius Municipality in 1997-1999. Mr. Paksas declared that this trial is related with upcoming elections and in turn started trial against Government accusing that it delivers obligations to the Municipality, while these obligations are not financially supported. 

Some other Municipalities of Lithuania started similar trials, however, they are separate from Vilnius Municipality trial. 

In the beginning of July farmers started action against dairies, asking to increase price of milk and pay debts to milk suppliers. They stopped sales of milk to dairies. However, this action did not give anticipated results, as not many farmers joined it and was stopped in 5 days. This action was initiated by member of parliament and leader of Peasants party Mr. Ramunas Karbauskis.

Some 10 employees of Kaunas Inkaras factory started hunger strike demanding to pay salaries. It is suspected that owners of this company arranged artificial bankrupcy.

This example was followed by employees of another bankrupting company, Oruva, in Mazeikiai.

Economy

It is rather difficult to interpret the current economic situation of Lithuania. On the one hand, some signs of recovery are evident; on the other hand there is a great deal of problems indicating that the critical period of economic development is no totally overcome. It is expected that year 2000 will be the year of breaking point, when economic slump will turn into economic recovery.

With the improvement of economic conjuncture in Western Europe, in 1999 and the beginning of 2000, tough competition for expanding market’s shares started. Quite a number of firms, not excluding the Lithuanian enterprises, are striving for the maximum market share and even allowing for financial losses by planning to compensate them later.

The practice when production, sales and export volumes rise, and at the same time, financial results deteriorate, has turned to be common. For example, light industry, by most experts considered to resist the consequences of the Russian crisis pretty well, suffered LTL 24.9 million loss in 1999. Losses of electrical and optical equipment industry amounted to LTL 1.9 million. Although the chemistry industry earned LTL 14.1 million profits, they were 5 times less than in 1998. In this context, food industry was very successful and gained LTL 293.1 million profits  (in 1998, LTL 200.8 million), though its production and sales decreased. Some of the Lithuanian firms that have managed to balance their production expansion and profit growths were Panevezio Ekranas, Vilniaus Vingis and others.

Prime minister Andrius Kubilius said that he expects the country’s Q2 GDP to fall a

bit from the Q1 4.1 %  rise. Overall, he sees the GDP growth rate to be 3.1% in 2000.

As an outcome of higher growth in exports than in imports, current account deficit (CAD) decreased vigorously. CAD amounted to only 2,8 percent of GDP and was the lowest since the beginning of 1995.

Last year’s production downturn resulted in rapidly growing unemployment, which persisted during the first months of 2000. From April to May, the level of unemployment started to decrease, but companies, operating under the strictest savings regime, are not hiring new workers promptly. At the end of 2000, the unemployment rate is expected to level off at about 10 percent.

Level of unemployment continue to rise during July as well and reached 11.6% as for August 1. It is highest recorded level this year. 

As last year, inflation remains negligible in Lithuania. Essentially, it can accelerate only due to administrative regulations by the government. Companies have minimal possibilities to put increased production costs on prices because of limited purchasing power domestically.

Experts expected that inflation in June will be 0.2%, however, it turned out that in reality there is deflation of 0.4%. Experts say that it is a sign that economy still remain in stagnation. 

Inflation from January to July this year was 1.4%. 

According to data of Statistics Department, volume of retail sales is continuously increasing during first 5 months of this year. In May volume of retail sales was 25% higher compared with January 2000, and 16.6% higher compared with May 1999. 

Japan organization of foreign trade (JET RO) organised exhibition of products of Baltic countries in Japan. Participants are 18 Lithuanian, 24 Latvian and 17 Estonian companies. This exhibition is being moving through various Japanese cities. Japan is in 26th place according to export from Lithuania, and in 14th place according to import to Lithuania. Import from Japan is constantly increasing; for instance it increased by 12% during first quarter of this year. Interesting thing is that almost 90% goods of Japanese origin reach Lithuania not directly but through third countries. 

To surprise of most brokers, Lietuvos Telekomas shares are continuously falling down and reached 2.14 lt value, the lowest value since these shares appeared in the stock exchange. Prices are falling despite quite good financial results of the company - 91.2 mln. litas profit during first half of year 2000.  And general tendency of whole stock exchange is declining, which is resulted by deflation, unemployment and uncertainty before Seimas' elections.

Mazeikiai refinery is increasing production, but it still lags behind forecast because of lack of crude oil. In June it processed 466.000 tones of oil, but in order to meet plans (7 mln tones for year 2000) it has to process 583.000 tones per month. Losses for the first half of the year were 36.3 mln. lt, that's 10.9 mln. lt less compared with the same period of 1999. Turnover of the company during Jan-May 2000 was 1.9 mln. lt. 

During January - July Butinge Oil terminal handled 2.3 mln tones of oil, of which 1.98 mln tones were exported. 

According to data of Baltic Advertising Register, TV companies made 106.4 mln and radio companies made 8.2 mln. lt from advertising in the first half of this year, which is 10 and 11 percent less than last year respectively. 

The European Commission has acknowledged that it groundlessly accused the Lithuanian nitric fertilizer producer Achema of dumping ammonia saltpeter. Therefore the company has been allowed to export this product to EU countries without any restrictions.

Simultaneously, the other two fertilizer producers involved in the case, one from Poland and the other from Ukraine, were imposed import duties as follows:

22.61 EUR/t to 26.91 EUR/t for the Polish firm, and 33.25 EUR/t for the Ukrainian firm.

The EU Antidumping committee handed down the verdict after almost one year of deliberation.

Finances

Budget gap is continuing to increase. From the beginning of the year budget did not receive 271 mln lt planned incomes. Only during July budget deficit increased by 119 mln. lt. 

As for August 5, budget deficit was 521 mln lt. 

It is anticipated that the monetary base dynamics of upcoming months will signal a revival in the economy (exports in particular) as well as in money demand.

The significant increase in foreign currency deposits is a characteristic feature of the Lithuanian monetary system in 1999 and 2000. Households and other economic participants prioritized saving in foreign currencies and demonstrated their stronger confidence in commercial banks than in the national currency.

The improving balance of exports and imports in 2000 can become an additional factor for an increase in convertible currency reserves. 

Banking

Assets of ten Lithuanian commercial banks are constantly increasing during last three months, and at the end of May it was 11.6 billion litas. For instance, assets of banks during May increased by 1.6%. 

Net profit of Vilniaus Bankas for the first half of the year was 47.2 mln lt. In its report Bank announced profit per share reached 6.2 lt, the highest value during bank history. 

State Property Fund continues negotiations with consortium of Polish "Pekao SA" bank and Italian "UniCredito Italiano" regarding sales of Lithuanian Agricultural bank. However, Fund informed that it is difficult to foresee now whether Lithuanian bank will be sold to this consortium. 

Ukio bankas  plans to participate in privatization in Bosnia. The bank believes that the secondary bank Balkan Investment Bank AD (BIB), situated in the Serbian  part of the capital, would serve for this purpose. It is believed that this project will help to attract investments of the Austrian and German banks willing to invest not only to BIB but also into Ukio bankas.

Small Siauliai Bank unexpectedly announced that it earned 1.143 mln lt profit during first half of the year, and exceeded plans by 16%. It introduced new services, started issuing of credit cards and attracted more than 100 mln. lt of deposits. 

Privatisation

The Lithuanian State Assets Fund chose the winner of the bid to privatize Lithuanian Marine Shipping company (LISCO) - Dutch company B.B. Bredo B.V. Most likely 75% of the stake will be sold to this company. Four potential buyers took part in the contest. Nominal value of shares owned by the State is 400 mln. lt. 

Marcas Boudier, CEEC  president of one of the world’s largest consortia, Vivendi, claimed during his visit to Vilnius that apart from other projects, the consortium is interested in Vilniaus Vandenys, the sole water supplier for Vilnius. However, newly elected city authorities say that the entity’s privatization is not yet on the agenda.

The French company Dalkia, which is was interested in leasing Kaunas energy operator Kauno Energija, is also part of the consortium. However, recently Kaunas municipality decided not to start negotiations with Dalkia because they found that initial Dalkia proposals  are not acceptable. 

The German gas firm  Ruhrgas, along with its Latvian partner e.on Energie and the Russian firm Gasprom, is seeking to obtain 51 per cent of the shares of the Lithuanian gas company AB Lietuvos dujos.

Vytenis Junevicius, advisor and chairman of privatization commission of Lietuvos Dujos, says the Lithuanian company will be privatized in the next 6 months and then will have not less than 34 percent or greater than 51 per cent of the company shares.

Foreign investments

The process of investment continues to stagnate. It should not be surprising, since positive expectations about business prospects lag behind the first signs of economic recovery. Lack of own financing sources by firms hindered capital investment, too.

Essentially, direct investment has augmented due to the continuing process of privatization, in behalf of which many public or partially public institutions are finding strategic investors from abroad who are introducing their progressive management. The initial sales of Lietuvos Telekomas  in 1998 had a foremost effect on the structure of foreign investment. The decrease in the share of foreign loans is to be interpreted positively, at least because  it improved the ratio of own to borrowed capital of firms.

European Commission authorized agent Gunter Verheugen informed that in several coming years European Commission will give 150mln. EUR for closing of Ignalina  Atom Power station and for further reforms of energetic in Lithuania.

Lithuania obliged itself to close the first block of the station until 2005. Until that period implementation  of closing projects will require about 200 mln. EUR. 

Sweden, which last year was the biggest foreign investor in Lithuania, is also becoming one of the biggest foreign trade partners. Ranking Swedish officials say that Lithuania is an asset as a domestic market. Jan Palmstierna, the Swedish ambassador to Lithuania, says that the Swedes are trying to include Lithuania in the active market of the Nordic countries.

Japanese company "Hitachi Zosen Corporation" continues preparation of cellulose factory feasibility study. According to representatives of this company, they already have potential investors from Sweden, France and Italy who are interested in this project. It is planned that special commission will prepare investment proposal, also Ministry of Economy plans to announce incentives Lithuania will give to investors. It is expected that Government of Lithuania will guaranty supply of 60% of wood for the factory, also give import tax reductions. Total investments are estimated at 761 mln USD (3.04 mln lt).

The Norwegian company Spilka Group has signed an agreement with the Norwegian industrial fund Siva to finance the construction of a knitting and sewing plant in Panevezys. The new plant will create 80 jobs in a city suffering from unemployment.

Merko statyba, a subsidiary of Estonia’s largest company, Merko Ehitus, has launched its business in Lithuania. The company director said they would offer their customers project management services, which will allow current construction prices to drop by 10-20 percent.

The Singaporean financial company Tolaram Group (TG) did not manage to make its investments as promised into the Lithuanian textile company Alytaus tekstile (AT).

The previous governments have already been interested in TG’s changing plans, and the State Property Fund (SPF), which does not agree that the trans action was unsuccessful, has strongly defended them. AT’s new owners did not fulfil their obligations but did manage to negotiate and receive undisclosed favourable provisions from the SPF

Hotel investments increasing. New hotels are continually opening up in Vilnius, and they hope successfully to compete with the Old Town business class hotels by offering the same quality of service at lower prices. Current figures show that there are 213 hotels and guesthouses throughout Lithuania, which is thirteen more than in 1999.

Important legal acts

The Government adopted the medium- term Policy for  the Industry Development and the strategy of its implementation. The strategy incorporate procedures for strengthening the competitiveness of the industry and its role in the Lithuanian economy development, while creating a favourable environment for investments. According to experts, chemistry and oil products, textile and cloths, and transport equipment industries have the best perspectives. 

President Valdas Adamkus has made proposal to the Lithuanian Parliament (Seimas) recommending postponement of the law regulating the activities of the free harbor of Klaipeda.

The President expressed his concern about the Government’s decision regarding the territory and the companies that benefit from the free port, and whether this decision infringes on the rights of free competition.

Minister of Communications Rimantas  Didziokas has been the most anxious about Adamkus’ proposal because adoption of the amendments to the State Klaipeda Sea Harbour Law is one of his major achievements during his term as minister.

Seimas adopted Law of electronic signature and thus made a first step towards e-commerce in Lithuania. However, this law does not legitimates electronic documents and electronic transactions. IT specialists agree that law on electronic Commerce will be necessary.

The Parliament of the Republic of Lithuania supplemented the Civil Code by including a new type of transactions-the leasing transactions.

Until now, the leasing companies and their clients used to regulate their relationships by concluding agreements only.

Beginning next year, the zero VAT tariffs will be applied to exported services in order to be in compliance with the EU directive.

New Law on Investment foresees that foreign companies that are opening subsidiaries  in Lithuania will not be required to prove origin of money to be invested in Lithuania. 

Seimas started discussions about law that will legalize gambling games and casinos in Lithuania. It is expected that it will help to gather additional 10-12 mln lt to the budget. 

Information Technologies

EBRD acquired 10% of shares of the company Alna, which is the biggest IT company in Lithuania. Value of the deal was 5.5 mln lt. According to investors, decision to invest into the company was made because it is the most prospective IT company in Lithuania. According to some sources, it is planned to split company into several (office equipment, e-commerce, software development) and search for strategic investors.

According to data of "Baltijos Tyrimai/Gallup", each day 2.7% of Lithuanians uses Internet. This percentage among businessmen is much higher and is 33.3%.  

700 of WAP (wireless application protocol) mobile telephones have been sold in Lithuania this year. This technology allows searching in 5 Lithuanian internet sites. Experts say that this year sales of WAP phones should exceed 10.000. 

Siauliai based TV set producer Siauliu Tauro Televizoriai is moving part of production to the reviving Russian market - Kaliningrad.  Company together with its Asian and Swedish partners is going to increase sales in Russia significantly. Moving production to Kaliningrad, company is able to benefit from tax haven and thus to compete successfully in the Russian market. 

IT company "Sonex Group" received financial injection of 11 mln. litas from EBRD and plans to acquire several Lithuanian IT companies. 

New operator of mobile network, Tele2 already invested 30 mln. USD and thus even exceeded its investment obligations. It provides DCS 1800 standard service and plans to obtain license for GSM 900 network. Tele2 will be third operator of mobile telephones network, after Omnitel and Bite GSM. 

