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Political News
After some hesitance and discussions Mr. Eugenijus Maldeikis, Minister of Economy has resigned from his post. It turned that Russian company XXI Vek (XXI Century ) participated in organizing his trip to Russia and meetings with heads of Russian “Gazprom”. This company reserved hotel, provided car to the minister. According to Interpol, XXI Vek is controlled by Russian mafia. This fact about Maldeikis visit was discovered by media. 

Mr. Bosas, president of Lithuanian Western Industrial Confederation, also participated in this meeting. Confederation is directly interested in results of privatisation of Lithuania state gas company “Lietuvos Dujos”.

Mr. Rolandas Zujevas, adviser to the Seimas Chairman, who was at this trip together with Maldeikis, also was forced to leave his office. 

Mr. Striaukas, Minister of Transportation, also resigned after Lithuanian Service of Special Investigations has revealed facts that he organized not transparent tenders when he was director of Lithuanian Road Direction. 

Both ministers were members of liberal party. Now Liberal party is discussing new candidatures for the posts. Among most likely new minister of economy Mr. Gentvilas, major of Klaipeda, is being mentioned. Other considered candidatures are Arvydas Strumskis, director of investment fund SBD, and Gediminas Rainys, vice minister of Economy. 

Two major left wing parties, Social Democratic and Labour Democratic Party announced about union. The new leader of the party was elected Brazauskas, former president of Lithuania. This union will form a strong opposition for two ruling parties - Liberal and Social Liberal.

Lithuanian Prime Minister Rolandas Paksas discussed objective of Lithuania to become NATO member in the meeting with the US Ambassador to Lithuania John Tefft. According to news reports, the ambassador stressed that the US government supports the economic liberalization policy implemented by Lithuania and ensured that NATO enlargement is one of the goals of the new US administration. 

The Lithuanian and Polish governments signed a treaty on defence cooperation in Vilnius on Feb. 5. Lithuanian national defence minister Linas Linkevicius and Polish defence minister Bronislaw Komorowski signed the document. The treaty replaces the 1993 agreement between the Lithuanian and Polish defence ministries. "We have entered a new level, because strategic partnership binds both states", Andrius Krivas, director of the International Relations Department said. He said the treaty reflects "new realities" -- Polish NATO membership and that country's support for Lithuanian membership in the alliance. 

Georgia and Lithuania legalized the first military collaboration document. This was done within the framework of Georgia Defence Minister's visit to Lithuania, which took place on Feb. 6. At the news briefing, Lithuanian Defence Minister Linkevicius stressed that in the treaty Georgia expressed support to Lithuania's NATO aspirations. Linkevicius said that Lithuania and Georgia would continue cooperating in the sphere, adding that Lithuania would share all documents and information about the negotiations with Russia on the removal of its armed forces from the Lithuanian territory.  
A delegation of NATO officials and experts arrived for a four-day visit to Lithuania on February to assess Lithuania’s readiness to join the military alliance, the defence ministry reported. The 25-member delegation, led by Ambassador Klaus-Peter Klaiber, NATO Assistant Secretary General for Political Affairs, will meet officials from Lithuania's defence, foreign affairs, finance and economy ministries, as well as the state security department. The conclusions reached by the experts are likely to be a key element in the debate between the alliance's 19 members over whether Lithuania receives an invitation to join NATO when it holds its next summit in 2002. 

Lithuania has posted a new ambassador at its mission to NATO and the West European Union, Ginte Bernadeta Damusis. Until now she has been Lithuania's ambassador to Austria, Slovenia and Croatia. The former ambassador of the WEU and NATO mission, Linas Linkevicius, was named national defence minister after elections to the parliament last fall. Damusis, the American-Lithuanian, was graduated from Wayne University in Detroit, Michigan, the United States, in 1979. She worked at the Lithuanian UN mission and entered the Lithuanian diplomatic corps in 1992. From 1996 to 1999 Damusis was head of Lithuania's permanent mission to the Organization for Security and Cooperation in Europe in Vienna. 

About 40 Belorussians were attending a five-day seminar in Vilnius held to teach them offer non-violent resistance to the dictatorial regime in their country. Vilnius forum is attended by representatives of almost all oppositional movements and parties in Belarus and three Belarusian nationals from the United States, including opposition leader Pozniak. The seminar, Non-Violent Democratic Fight and Belarusian Democracy Process, is organized by the Citizens' Defence Support Fund. One of the trainers at the event is the head of the U.S. Einstein Institute, famous theorist of non-violent resistance Gene Sharp, who advised independence movements in the three Baltic countries over a decade ago. In the organization of this seminar Mr. Butkevicius, politician with controversial reputation, took part.

A new public body, American Institute, is to settle in Kaunas Technological University soon. On Jan.22, with participation of US Ambassador to Lithuania John F.Tefft, a well-known American-Lithuanian businessman Juozas Kazickas, representative of US-Baltic Fund Jolanta Taruskiene and University Rector Prof. Ramutis Bansevicius signed the agreement on foundation of a public body named the American Institute. This non-governmental organization will represent a center for science, industry and business people believed to step up the Lithuanian economic development. There will be joint research carried out by Kaunas University and US scientists, and programs created to promote co-operation of Lithuanian and US companies. The Institute also has an ambition to attract as sponsor the US Rockefeller Foundation.

Lithuania has decided to help India that was hit by earthquake. The cabinet of ministers allocated 50,000 USD from the government reserve fund to the Lithuanian Health Ministry for sending medicine and medical equipment to victims of the recent earthquake in India. Lithuania's president Valdas Adamkus is scheduled to make a state visit to India on February 19-23. 

Lithuania's government announced a program of tax cuts, structural reforms and privatization on February 7 aimed at energizing the country's business sector and making good on campaign promises. "We simply want to promote business by all these measures," Prime Minister Paksas said, announcing the program, which runs through 2002 and includes some 70 legal acts to be approved in that time. Tax relief, a top campaign pledge of Paksas's in last October's general election, would come in three parts, with guidelines planned to be presented in the first quarter of 2001.

Paksas said he wanted to scrap the 24 percent corporate profit tax from the start of 2002 and pledged gradual individual income tax reduction from 33 to 24 percent starting in 2003. 

Paksas’ government abolished the capital gains tax from the start of this year. 

The program also includes a timetable for privatization, pledging the reorganization and complete privatization of power and gas utilities Lietuvos Energija and Lietuvos Dujos by the end of 2001. The administration will also push for more funds from privatization deals to be used to encourage the development of capital markets. Part of the stakes (in firms being privatized) should be privatized publicly, either through the stock exchange or through auctions," said Paksas. The size of the state budget deficit would also be kept under control. 

Lithuania has pledged to decrease its 2001 fiscal deficit to 1.4 percent of GDP from a projected 3.3 percent in 2000. The plan also seeks to amend the country's constitution to allow foreigners to buy farmland, currently forbidden by law. 

Program includes Lithuania's pledge to finish European Union negotiations in 2002 and join in 2004, consistent with the previous government's plans. The EU goal also enjoys broad support in parliament, PM Paksas said, as "Some 138 out of the 141 members of Seimas agreed that euro-integration legislation should be a priority”.

New major and Deputy chairman of the Lithuanian Liberal Union party of Vilnius, Mr. Arturas Zuokas, started active campaign of attracting foreign investors to the capital of Lithuania. He sent letters to main US entertainment industry companies, suggesting them to take advantage of to-be-introduced law that will legalize casinos in Lithuania. 

Also he invited representatives of the company BMW, which is looking for location for new factory in Eastern Europe, to come for discussion. 

Arturas Zuokas met with the US ambassador to Lithuania John F. Tefft. The Vilnius Municipality reported they also discussed the importance of Lithuania's domestic politics in the context of foreign policy and the economic expansion of Vilnius. According to the report, Tefft noted positive trends at work in Lithuanian politics, state institutions and the city of Vilnius. The mayor said guaranteeing transparency in privatising state assets is the most important task before Lithuania at the moment.

A study of transparency carried out by the international auditors' firm PricewaterhouseCoopers put Lithuania ahead of many central and eastern European countries surveyed in the report. In the first report on a new Opacity Index, which provides an estimate of the adverse effects of opacity on the cost and availability of capital in 35 countries, the O-Factor for Lithuania is 58. This shows a slightly higher degree of opacity than in Hungary (50 percent) but indicates a lower degree of opacity than in other central and eastern European countries, including Poland (64), the Czech Republic and Romania (71 each) and Russian (84). The O-factor is a composite measure of five factors, including legal protection for business, macro-economic policies, corporate reporting, corruption and government regulations. The results of the study, which was carried out by a group of economists and researchers brought together by PricewaterhouseCoopers, were published on Jan. 25.

Economy

Moderate growth of economy expected this year with exports continuing to lead the development. Poor domestic demand will keep inflation low. 

Last year Lithuania managed to finally overcome the effects of the Russian crisis in 1998. 

Growth was based almost solely on exports as domestic demand remains negligible after austere fiscal measures were introduced in order to handle the country’s budget deficit to the current relatively healthy levels. 

The deficit should further decrease this year but will stay slightly above the target agreed with the IMF, which is 1.4% of GDP. The IMF’s last assessment of the country’s economy was very positive. The Fund said that the Lithuanian authorities’ strategy of achieving an orderly current account adjustment through fiscal tightening and structural reforms brought significant positive results in 2000. Economic growth resumed while inflation remained low, the current account deficit declined faster than expected.Structural reforms advanced significantly, including the areas of energy sector restructuring, privatisation, trade policy, and budget and treasury management.” 

Lithuanian government is aiming at international financing in Q1 2001 with a maturity of 5-10 years. Given the improving global emerging markets sentiment and more healthy domestic economy, Lithuania should be facing relatively good borrowing prospects with a possible Moody’s upgrade forthcoming in 2001. 

Lithuania's 2000 exports grew 28.1 percent to 15.391 billion litas and imports expanded 13 percent to 21.851 billion litas, the statistics department said on Feb.8. The department said in a statement the full-year 2000 foreign trade gap was 6.46 billion litas ($1.62 billion), down from a 7.32 billion litas shortfall in 1999. 

Export growth remains the main engine of Lithuania's recovery after the economy plunged into recession in 1999, contracting 4.2 percent, when its goods became too expensive to sell in once key eastern markets after the autumn 1998 Russian rouble devaluation. 

Lithuania's exports to the European Union - now the country's most important trade partner - increased 21.6 percent in 2000 to 7.3 billion litas from 6.0 billion litas in 1999. Imports from the EU rose 5.6 percent in 2000 to 9.5 billion litas from 9.0 billion litas in 1999. In 2000, 47.6 percent of all exports from Lithuania and 43.4 percent of imports were with EU countries. 

Lithuania's statistics department announced preliminary data for 2000 GDP growth, which stands at 2.9% versus a 4.2% decrease in 1999. Statistics Department estimates suggest that 4-th quarter growth was 4.7% versus a 4.8% decrease in quarter 4 of 1999. During the first three quarters the GDP was earlier reported to have grown 2.4%. 

According to the official forecast GDP is seen growing some 2.1% in 2000 and officials predict the economy will grow by an annual 3.2% this year. 

Merita Bank announced its own forecasts that is 2.4% growth for 2000 and 3.1% for 2001.
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Lithuanian central bank Governor Reinoldijus Sarkinas said that planned shift of the litas currency's peg from the dollar to the euro should be on or around January 1, 2002. "The most realistic date is January 1 or about a month later, when the psychological effects of the introduction of the euro into circulation wane," Central bank chief Sarkinas told parliament's budget and finance committee. Analysts said the timing of the move was about right given the euro's recovery against the dollar and given Lithuania's ambition to win European Union membership.  

It is not likely that officials will adjust the exchange rate while re-pegging. The effect of a small currency adjustment in Lithuania could be marginal but result in a lack of trust in the financial markets, which could prove to be a long-lasting problem. Devaluation will only take place if economic growth fails to pick up, which seems unlikely.

Minister of Finance Jonas Lionginas informed that it is not planning to abolish the currency board before joining the EMU. This was the first time the Lithuanian authorities have made such a statement. Earlier there was a plan to abolish the currency board system and gradually deepen the financial markets. He also said the only change thus remaining in monetary policy is a re-peg to the EUR at the beginning of 2002, which he promised the markets will be informed of "several months in advance". According to estimates, the EUR/LTL peg should be at a rate of 3.88, which is consistent with forecast of EUR/USD ratio at end of 2001. 

Merita (Nordea) bank stated  that these news are stabilizing for the Lithuanian financial markets and supportive of the upcoming Eurobond issue.
Finance Ministry announced that incomes plan in January 2001 was met. However, only new method of accounting, when incomes of February 1st were added to January incomes, allowed Ministry release this statement. In reality budget still does not receive projected amounts, and for February 8th budget incomes were 539 mln lt, expenses – 591 mln lt, so difference was still negative – 52 mln lt. 

Sodra announced that decision to reduce pensions to working pensioners will allow it save some 9 mln lt per month. As of January 2001, Sodra started to pay only base salary for working pensioners: 218 lt, and for those who earn more than 645 lt – only 138 lt. 

A EUR 400 mln high-voltage energy bridge between Poland and Lithuania will be ready by 2003, Poland's Prime Minister Jerzy Buzek said during a Feb. 5 visit to Vilnius. Buzek was quoted as saying: The 400 kV energy bridge will link Poland's and Lithuania's energy systems, thereby enabling the transmission of electricity between the two countries and allowing surplus Lithuanian energy to be sold in Western Europe. The transit system between Poland and Lithuania is also part of the so-called "Baltic ring”, which concerns the exchange of energy and trade between countries located in the Baltic Sea basin. 

Lithuanian Energy signed agreement with Latvian, Estonian, Belorussian and Russian energy enterprises regarding parallel work of electrical energy systems of these countries. Lithuanian Energy planned to sign such agreement in 1999, but then Chairman of Seimas, Mr. Landsbergis, opposed saying that such agreement may be dangerous for independence of Lithuania. 

Recently, the president of Williams International acknowledged serious problems in the negotiations with the Russian LUKoil on long-term crude supplies to Mazeikiu Nafta. The importance of Mazeikiu Nafta in the Lithuanian economy is huge as the company contributed almost a quarter of the country’s gross tax revenues last year. At the same time LUKoil supplied some 35% of Mazeikiu’s crude oil. 

Russian oil company Jukos informed that it may take place of Lukoil in its negotiations with Mazeikiai refinery regarding crude oil supply. Negotiations of Williams International and Lukoil are lasting 1.5 years, but no agreements were reached so far. 

Friction between top management of Mazeikiai Refinery and Lithuanian Government has increased after Mr. Paksas became Prime Minister. He had to resign when he refused to sign agreement with Williams at Kubilius government.

Klaipeda port handled less cargo compared with January 2000 – 1.33 mln tones, or 13% less than year ago. Main reason is decrease of Russian transit, after Russia increased railway tariffs. 

Privatisation

Government PR service announced statement that it is not satisfied by attempts of Hansabank to interfere into internal operations and management of Lithuanian Savings Bank. Hansabank was announced as a winner of international tender for privatization of Lithuanian Savings Bank. Government said that negotiations with Hansabank are not finished yet and such Hansabank actions may destabilize bank management and financial situation.

Government announced tender for Lithuanian Airlines (LAL) privatization consultant. It was decided that Government should not necessarily offer all 49% of shares to one investor. There are thoughts to privatize LAL according to special privatization law, because current law does not limit possibilities of foreigners to acquire more shares.

If Lithuania will loose major part of shares, it may loose right to determine flights of LAL according to international agreements. 

Previous scenario of State Property Fund was to sell 49% of shares for symbolic price. There were suspicions that such proposal was fitted especially for one concrete buyer. 

Dutch company KLM is interested in acquiring part of LAL shares. It said that portfolio of less than 49% would be also of interest. Also companies Iberia, SAS show interest. 

Government plans to prepare privatization program in 3-rd quarter of year 2001, and to announce it on January-March 2002. 

Government is discussing model for privatization of the company “Lithuanian Gas”. Until middle of February Consultants of BNP Paribas should prepare proposals what percentage of the company should be sold in order to get maximal price per share. 

State Property Fund continues to negotiate with potential buyer of LISCO, Danish company DFDS Lines. It took place of Bredo BV, which failed to fulfill privatization conditions and delayed with payment. SPF planned to finish negotiations by middle of February, but now new date of finishing is announced, which is May. This shows that negotiations are quite tense. Main goal of SPF is to increase price of LISCO. SPF was blamed by State Control and small LISCO shareholders that it is selling company below its real value.

Important legal acts

From January 1, 2001 Lithuania has added two more countries, the Netherlands and Turkey, to the list of the double taxation treaties. It is expected that a number of companies will especially benefit with the execution of the treaty with the Netherlands, as investments from companies registered in the country are quite substantial. 

To harmonize the current Lithuanian Law on VAT with EU directives, Ministry of Economy is drafting an amendment to the Law on VAT. A special VAT taxation model will be applied to travel agencies. The taxable value of services rendered by a travel agency will be calculated on a basis on travel agency’s margin. The margin will be determined as a difference between the amount end-user has to pay for the services and the amount travel agency has to pay for the same services to third parties. 

If travel agency sells its end-user tourism services provided by third parties outside of Lithuania, the margin of the travel agency will be exclusive of VAT. New amendment should take effect from March 1, 2001. It is expected that it will serve tourism sector development. 

State Tax Inspectoriate informed that it plans to tax entertainment expenses incurred by employees of representative offices of foreign companies by 20% personal income tax, as such expenses should be treated as income in kind. Specialists believe that such step of the State Tax Inspectoriate may stop further development of representative offices of foreign companies in Lithuania and speed up removal of registration of existing units of foreign companies. Also this could lead to increased informal payments to employees of representative offices for entertainment expenses. 

As from January 2001, new license fees are applied for import and retail/wholesale trade in certain products. License for alcoholic drinks with up to 22% of alcohol will cost 20.000 lt (before January 1, 2001 it was 40.000 lt). Fee for import of beer is also reduced from 10.000 lt to 2.500 lt. 

License to import tobacco gods now costs 4.000 lt (was 15.000 lt).

Significant reduction was made for license to buy ferrous metal scrap. It was in the range of 65.000 lt – 45.000 lt, depending on quantity of metal scrap allowed to buy. Now license costs only 1.000 lt.

However, license fee for import of alcoholic beverages remained unchanged – 80.000 lt, while initial plan was to reduce it to 5.000 lt. Even ministry of Finance and Tobacco and Alcohol Control Agency had agreed to this reduction, but Government meeting decided differently. It is very likely that this happened because of lobbying of biggest local alcohol importers. 

The Lithuanian Government is coordinating the draft procedure for recognition and evaluation and calculation of taxable benefits for in kind incomes. It is planned that it will force employers to take a closer look for what purposes company cars, mobile phones, etc. are used. 

Minister of Finance signed an order which will establish procedure how bad debts should be accounted and written off. Although Law on Corporate Profit Tax included such possibility, but procedures of writing off of bad debts had not been officially approved. 

If the amount outstanding included in sales income does not exceed 100.000 lt per one debtor during single accounting period, such amount may be considered a bad debt without a special ruling of the court. It will be sufficient to have documents proving that debtor does not own real property or vehicles that must be registered. 

This procedure will not be applicable to the writing off of internal bad debts between banks and related companies. 

The Minister of Finances signed an order defining what may be regarded as foreign companies’ permanent business activities in Lithuania. This order will assist tax administrators to determine whether foreign company carries out any business activities through its permanent establishment.

At the end of last year Seimas adopted an amendment to the new Company Law and determined that it will come to force on January 1, 2001. Now it is decided that effective date will be the same as that of new Civil Code, July 1, 2001, although certain sections of the Civil Code have even later effective dates. 

Law of declaration of the Property and Income of Residents was amended. Now individuals who granted loans or gave gifts exceeding 10.000 lt have to submit declarations of their property and income for the year 2001. Also now heads and deputy heads of structural divisions of companies and commercial banks will have to declare property and income. 

Information Technologies

Lithuanian Telecom after some pressure of Ministry of Transportation agreed to install equipment that will be able to account length of conversations with accuracy of seconds. This new system must start working on May 1, 2001. Mr. Tapio Parma said that such term is not realistic, because normally they would require 3-5 years. Investment to necessary equipment is estimated at 150 mln lt. 

Also from July 1 2001 Telecom plans to start sending information about bills by mail. 

However, Telecom strike back and announced that it will introduce connection fee, 0.17 lt per call, also starting July 1. 

Mr. Savinis, vice minister of Transportation, said that Telecom can not introduce additional fee, as it is not foreseen in their license. 

On the other hand, there are problems with establishing of Service of Communications, which should supervise this market, as its rules are not finally prepared, and President has doubts about the candidate to director position, Mr. Barakauskas. 

Lithuania's largest information technology firm Alna informed that it had signed an open subscription agreement with U.S. Microsoft that makes it the first in the Baltics to lease Microsoft software. “Software leasing service will help Lithuanian firms precisely plan their software expenses and ensure the software's legality," the firm said in a press release. Alna said that the leasing programme would make software from two to three times cheaper, and is oriented to IT firms with 25 or more employees. Alna said its 2000 revenues increased 63 percent, to 95 million litas ($23.75 million), with its IT services and solutions making up 56 percent of the firm's income. 
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