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Political News
The central-left wing parties won the Seimas elections of the Republic of Lithuania on October 8.The Social Democratic coalition of A.Brazauskas got the largest number of mandates, 51. The Liberal Union received 34 seats. 

The New Union took 29 mandates .The Homeland Union (Lithuanian Conservatives) was in the fourth place. It met the requirement to get no less than 5 %of votes to be elected to the Seimas, though the number of its candidates fell drastically, as compared with the last elections in 1996.

Leader of New Union, Arturas Paulauskas, was elected Chairman of Seimas. He took this post from Vytautas Landsbergis, leader of Conservative Party.

However, although Brazauskas coalition planned to form new government, Liberal Union and Socialliberals (New Union) agreed to make coalition and thus got majority at Seimas. This coalition was supported by President. 

Social Democratic parties had to remain in opposition, as they were during ruling of Conservative and Christian-Democratic Parties. 

The new government will be quite fragile, as it has only minor majority and ability to agree on essential questions and adjust political interests will be crucial among coalition partners. Neither the Liberal Union, nor the New Union has an experience of government forming; thus they will have to rely upon their political intuition and flexibility.

Also ideologies of coalition members are not identical. The Liberal Union is a right wing party, declaring freedom principles in business and private life as well as the minimal government role in the economy.

The New Union emphasizes social issues. An establishment of progressive tax system is outlined in its electoral program, while Liberal Union strongly opposes progressive tax system.

The ruling majority will have to face criticisms of strong opponents —A.Brazauskas Social Democratic coalition —on privatization matters. The Social Democrats claim that the state has to control the strategic economic entities at least in the nearest future and that the privatisation process has to be prepared more accurately.

For the first time after re-establishing of Independence, real coalition of two political parties formed Government. 

The Parliament approved Rolandas Paksas as Lithuania's new Prime Minister in a 79 for and 51 against vote. 

Mr. Paksas said that his main economic policy priorities include lowering taxes, cutting bureaucratic barriers, continuing structural reforms and keeping stable litas exchange rate. 

He stated that he disapproves the industrialists wishing to boost country's exports by devaluating the litas. Paksas added that he will aim to keep tight fiscal policy to ensure economic development and attract investments. 

The list of priorities is challenging, given that new government has only small majority in the Parliament, and some coalition partners oppose tax cuts. 

Cabinet of New Government is as follows:

Rolandas Paksas, Prime Minister 

Chairman of Liberal Party, 44. Was Prime Minister in Conservative Government for some 6 months, but resigned when refused to sign agreement with Williams International.

Gintautas Bartkus, Minister of Justice (Liberal Union)

44 years old. Lawyer by education

Vilija Blinkeviciute, Minister if social Security and Labour (Socialliberal Party)

40 years old.

Eugenijus Maldeikis, Minister of Economy (Liberal Union)

42. Already was Minister of Economy in Paksas' Government

Vincas Janusonis, Minister of Health Care (Socialliberal Party)

50 years old. Physician.

Jonas Lionginas, Minister of Finances (Liberal Union)

44 years old. Already was Minister of Finances in Paksas' Government

Vytautas Markevicius, Minister of Internal Affairs (Socialliberal Party)

38 years old.

Henrikas Zukauskas, Minister of Environment (Liberal Union)

49 years old.

Gintaras Striaukas, Minister of Transportation (Liberal Union)

40 years old.

Algirdas Monkevicius, Minister of Education and Science (Socialliberal Party)

44 years old.

Gintautas Kevisas, Minister of Culture (Liberal Union)

45 years old. Composer.

Linas Linkevicius, Minister of Defense (Liberal Union)

39 years old. Already was Minister of Defense in Slezevicius Government. Was representative of Lithuanian at NATO. 

Antanas Valionis, Minister of Foreign Affairs (Socialliberal Party)

50 years old. Was Ambassador in Poland. 

Kestutis Kristinaitis, Minister of Agriculture (Socialliberal Party)

39. He was viceminister of agriculture in 1991-1992, since 1993 worked for private company "Matininkai".

Most of new ministers do not have experience working at political level. Analysts noticed that it was especially difficult for Socialliberal party to present candidates to ministers, and it looked like this party did not expect to have that many seats at the Government and was not ready for that. 

On November 9th Seimas confirmed program of new Government, voting 72 for, 48 against, 16 suspended. Against was only Socialdemocratic coalition. 

Prime Minister did not promise quick changes, but said that going the way of liberalization of economy and compromising with opponents will show results in 2-3 years. Opponents of program say that it will increase gap between poor and rich, while supporters think that Paksas' Government is capable to lead economy out of the crisis. 

Some main declared tasks of the new Government are as follows:


- Reduction of VAT to 5% for construction works (starting 2001)


- Reduction of VAT to 9% fir heating (starting 2001)


- Eliminating of profit tax for companies (starting 2002)


- Gradual reduction of income tax to 24%


- Gradual elimination of various tax privileges and exclusions


- Introduction of total declaration of incomes (starting 2004)

Paksas confirmed that the new Cabinet will proceed market economy reforms, privatization and continue seeking membership in the European Union and NATO. 

Economy

Ministry of Economy reviewed its macroeconomic prognosis for year 2001 and confirmed that figures announced earlier this year are not likely to change. In 2001 GDP growth is forecasted at 2.1 %. According to preliminary data during last 9 months of 2000 GDP grew by 2.2%. Ministry of Economy plans that sectors of wood processing, textile, fur, chemicals, radio and TV equipment will grow, and this growth should be stable. 

Unemployment lever remains high, and, according to Labor Exchange, was 11.1%. Study, done by Lithuanian Free Market Institute states that unemployment during first half of the year increased by 1.7% and reached 14.1%. Study predicts that it should not increase. Experts agree that biggest problems of Lithuanian economy remain decreased foreign investments and high unemployment. 

European Commission reviewed reports of candidate countries and confirmed that progress of Lithuania complies criteria set by European Union and Lithuania has working market economy. European Commission stated that in year 2002 it can finish negotiations with most advanced candidates, and Lithuania, if it will continue implement reforms, could be among them. 

European Commission confirmed that Lithuania maintained macroeconomic growth, improved fiscal discipline and decreased State influence to economy, especially refusing protectionistic measures that were taken after Russian crisis. 

Commission pointed that business climate is improving, but financial sector is still weak, labor market is not enough flexible and unemployment reached dangerous level. Overall evaluation of Lithuania was similar to evaluation of Latvia and Slovak Republic, but worse than Estonia. 

Consumer prices have increased by 0.2% in October, compared with September. 

For the 10 months of 2000 inflation reached 0.8%. Inflation was noticed after a break of three months. Experts agree that this is a good sign. It is likely that some small inflation will remain in November and December, as during cold period more energy resources will be utilized. The bigger impact of October inflation had increased prices of fuel:  diesel by 4.3%, gasoline - by 1.8%, liquid gas - by 2.6%. 

Negative trade balance is reducing mostly because of successful exports. 

In the 2nd quarter of 2000, compared with 2nd quarter of 1999, negative balance of exports decreased from 1.34 billion lt to 0.6 billion lt. Evidently increasing exports remain the leading factor of economical recovery in Lithuania. 

Lithuania finalised its negotiations on a membership in the World Trade Organisation (WTO). Until May 1, 2001,Lithuania must ratify all negotiation documents and main agreements of WTO, and then will join the organisation. After becoming a member of WTO, Lithuania will not need to sign bilateral economic agreements with the organisation ’s representatives (the total number of which is 140).

In the 1 st half of 2000 indicators of foreign trade have improved.  According to data of the Balance of Payments, in the 1 st half of 2000, as compared with the respective period of last year, the foreign trade deficit shrank by 35.7 % and accounted for 1,659.8 million lt or 7.8 %of GDP. The foreign trade balance radically enhanced due to rising exports by 31.6 % to 8,068.1 million lt and not as sharply increasing imports by 11.7 % to LTL 9,727.9 million.

Lithuanian Bank says that inflation of 2% during year 2000 would be desirable figure. 

Ministry of Economy established new department that is targeted to protect Lithuanian producers from negative influence of imports. It is expected that when Lithuania joins World Trading Organization and EU, customs duty protection will be the only way to protect local producers. 

During 9 months of this year, Mazeikiai oil refinery processed 3.76 mln tones of oil (last year - 3.88 mln tones). 

Butinge oil terminal exported 2.5 mln tones of oil, and imported 0.3 mln tones to Mazeikiai oil refinery. 

Ministry of Economy plans that this year Mazeikiai refinery will process 5.019 mln tones of oil. Williams plans to process 7.019 mln tones, but this number can be hardly achieved because of not reliable supply of Russian crude oil. 

Association of Carpenters and Joiners of Lithuania organized conference "Prospectives of wood products export to Japan". Almost 40 Lithuanian companies are willing and capable to participate in this project. The only obstacle is crediting. Representatives of Japanese companies "Terada", "Ikegami", Mitsui", "Maruki" visited potential Lithuanian wood product exporters and highly evaluated quality of their products, especially those where lot of hand work is applied. 

German company "Continental" is considering building a tire factory near Klaipeda. Now negotiations are going on at Ministry of Economy, and it is expected that "Continental" will make decision in December this year. 

Finances

During October incomes to the budget were 13% (64.4 mln lt) higher than planned, however, during last 9 months budget did not receive 4209 mln lt or less than planned by 280 mln lt. Experts say that increase of incomes in October was result of changed VAT refunding procedure for exporters, as now fact of export has to be confirmed by Tax Inspection. 

Lithuanian Bank confirmed its position not to repeg litas from USD to Euro and to discuss this question only in the second half of year 2001. Mr. Raimondas Kuodis, director of Lithuanian Bank policy Department, thinks that tying litas to USD still has advantages, as it is possible to import cheaper raw materials from Russia, salaries are stable despite decreasing of Euro, and companies that have credits in Euro can decrease their expenditures. Opponents, mostly exporters, think that strong litas stops growing of GDP and businessmen may start moving factories out of Lithuania. 

Banking

Scandinavian SEB bank increased bid price for Vilniaus Bankas shares from 40 lt to 50 lt. SEB decided to increase the price when quite a lot of shareholders of Vilniaus Bankas refused to sell their shares at 40 lt. The premium amounts to 70% compared to market value of Vilniaus Bankas before announcement about SEB intention to buy up out standing shares of Vilniaus Bankas. 

Financial experts used this case to prove statements that prices of shares at Lithuanian Stock Exchange not necessarily reflect market value of shares. This may have indirect impact on privatization of LISCO, as State Property Fund said that company shares were sold at the price, higher than price at National Stock Exchange, while opponents accused State Property Fund that LISCO value was underestimated. 

Estonian “Hansapank” continues negotiations with Lithuanian State Property Fund regarding privatization of Lithuanian Savings Bank.

In the first bid Hansapank offered 130 mln lt for the 90.73% of Savings Bank stock owned by the State, but State Property Fund asked to improve offer. Then Hansapank offered  options:  

· price of 200 mln lt, but with separation of non-liquid property and doubtful debts of Savings Bank. Such property and debts accounts to 60 mln lt.

· price in the range of 130 mln lt,  then acquiring non-liquid property and doubtful debts of the bank.

Financial specialists think that the most favorable proposal would be to pay 130 mln lt and invest 150 mln lt, acquiring bank with all its problems. 

If Hansapank will acquire Lithuanian Savings Bank, it will become the biggest bank in Baltic States. Lithuanian Savings bank has 35% of deposits market and 425 branches in Lithuania. Then it could make serious competition to SEB bank, which owns Vilniaus Bankas (and former Hermis) and is banking sector leader in Lithuania. 

Hansapank is controlled by Swedish bank Swedbank. 

Some ten German, Polish and Scandinavian financial institutions showed interest in Savings Bank, but Lithuanian Government decided that offer of Hansapank was worth continuation of negotiations. 

Restructurisation of Lithuanian Savings Bank should be quite expensive, as it is necessary to reduce number of its branches and to invest to electronic banking. 

State Property Fund opened negotiations with Finnish Sampo Insurance Company on the sale of Lithuanian Development Bank, Lithuania's smallest state-owned bank. The SPF has rejected the bid submitted by local bank Snoras. State owns 59% of development Bank. 

Privatisation

Lithuanian Constitutional Court announced that some parts of agreement between Williams and Lithuanian Government do not comply Lithuanian Constitution. 

Ruling majority announced will not question the privatisation agreement with Williams International, but will insist on Williams to fulfill their investment and other obligations that were stated in the Agreement. 

Director of State Property Fund, Mr. Stasys Vaitkevicius has resigned from post of director. He received a lot of critics for badly managed privatization of shipping company LISCO. Agreement with buyer, Danish company "Bredo B.V." was signed on last day of acting of Kubilius government, and rose rumors that privatization was artificially speed up in order not to wait for new Paksas' Government decisions regarding privatization. 

Director of State Control informed that privation of LISCO was not transparent and did harm for State interests. He requested General Prosecutor to initiate research. 

New Seimas also requested SPF to provide LISCO privatization documents and will do analysis of this privatization.

UK textile company "Shiloh Spinners Ltd" will move their production equipment to Klaipeda company "Trinyciai'. It is estimated that investment will be 1.2 mln UK pounds. After modernisation of equipment "Trinyciai" will produce better quality yarns, mostly for export. 

Important legal acts

The new Civil Code, which will come into effect on July 1, 2001, will radically reform the Lithuanian civil law by introducing numerous changes. New Civil Code will replace old on from soviet times and will consist of six volumes - General Provisions, Persons, Family Law, Property Law, Inheritance Law and Law of Obligations. 

Information Technologies

Lithuanian Telecom introduced new Internet service. Now all internet users within Lithuania despite of their location will be able to connect to Internet with one number. Tariffs of this service are among the cheapest in the Baltic market and are aimed at consumers who spend more time on the internet. IT specialists agree that this Telecom service will sharply increase number of 'home' internet users. 

"Toshiba", the biggest manufacturer of portable computers, announced that it significantly increased sales and sold in Lithuania 4 times more computers compared with last year. 

