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Political News

Three presidents, leaders of international organizations and world's most eminent scientists and artists gathered in Vilnius for a four-day seminar, Dialogue Among Civilizations. The conference intended to bring together scientists and artists who have already participated in discussions on civilizations and have dealt with the issue in practice. The participants of the Vilnius event exchanged opinions about the present communication among different civilizations and decided on the ways to improve understanding in today's world following Iran's initiative to announce 2001 the year of dialogue among civilizations. The international April 23-26 forum was patronized by Lithuanian and Polish presidents, Valdas Adamkus and Alexander Kwasniewski, and UNESCO Secretary General Koichiro Matsuura. The leader of Ukraine Leonid Kuchma also attended the event in conjunction with his official visit in Lithuania.

U.S. Congressman John Shimkus has registered a draft resolution at the Congress recommending the integration of Lithuania, Latvia and Estonia into NATO, BNS reported on May 1. Shimkus said in the draft document that the three Baltic countries are in line with NATO standards, have been consistent in their respect for human rights and civil liberties, have been active participants in the Partnership for Peace programme and NATO's peace support operations. According to the resolution, Lithuania, Latvia and Estonia are consistently increasing their defence allocations, have clearly demonstrated their ability to operate with the military forces of NATO nations, are creating market economies and maintaining good relations with their neighbours. Whereas each of the three Baltic states has satisfied NATO membership requirements, Lithuania, Latvia and Estonia should be invited to become full members of the alliance during its 2002 summit in Prague. The draft resolution is supported by another 10 members of the Congress including several other advocates of the Baltic nations. Presentation of the document for a vote at the Congress is not planned yet, with efforts made to rally more support for the motion in the nearest future. 

Lieutenant General Ove Hoegh-Guldberg Hoff, commander of NATO's Joint Headquarters Northeast, arrived to Lithuania with a three-day visit on May 2. While in Lithuania, he met Lithuanian Army Commander Brigade General Jonas Kronkaitis and Defense Minister Linas Linkevicius. He also visited the headquarters of the Motorized Brigade, Iron Wolf, the Training Detachment in Rukla and the Regional Air Observation and Control Center in Karmelava. He also met with the members of the National Security and Defense Committee and its chairman, Alvydas Sadeckas in the parliament. 
Lithuanian President had official visit to Russia, where he met with President of Russia Mr. Putin. Lithuanian Foreign Minister Antanas Valionis described the presidential trip to Moscow as an important event in bilateral relations, which changed Russia's attitude towards Lithuania. "I got the impression that Russia is starting to realize that Euro-integration processes cannot be avoided, so now it is not making requirements or obstacles but is trying to find a pragmatic solution of problems that will come up amid Lithuania's integration into the European Union (EU) and NATO," Valionis told a news conference on Apr 2.

After Moscow, Mr. Adamkus visited Kaliningrad region.  In his opinion, the future of Kaliningrad is related with the enlargement of the European Union (EU) and the processes taking place in Europe, which Lithuania has recently become an active part of. Lithuania is the leading foreign investor in Kaliningrad region. Lithuania's exports in Kaliningrad totalled at 67.41 million US dollars last year, indicating an 11.3-percent increase since 1999. The imports from the Russian enclave reached 25.12 million US dollars in 2000. A total of 322 joint Lithuanian-Kaliningrad companies were registered in the region in 1999, putting Lithuania in the second place in these terms following Poland.
Summing up the results of his three-day visit in Russia, President Adamkus said on Lithuanian Radio that trip to Moscow reinforced Lithuanian security. Adamkus commented on the communiqué adopted with Russia's Vladimir Putin last week, which identified Lithuania and Russia as equal partners in development of good neighbour cooperation. The Lithuanian leader gave a similar assessment to the point in the presidential statement that the two neighbours "recognize every country's right to choose its ways to ensure stability." Adamkus noted that during the last week's meeting Putin made no secret of his negative outlook to the NATO, but did not accentuate Russia's opposition to the alliance's enlargement. "The fact satisfied me, and Lithuania had a chance tell the president our position with regard to NATO," said Adamkus. 

The leader of the Homeland Union-Lithuanian Conservatives Party, Vytautas Landsbergis, said that "the visit was meaningful, important and, undoubtedly, will give impulse to Lithuania's continued execution of independent policies". "Russia again confirmed the right of each country to chose on the issue of security". Landsbergis said he believed these kinds of declarations showed Russia has come to terms with NATO enlargement. Deputy chairman of the Lithuanian parliament and one of the leaders of the Social Democratic faction Ceslovas Jursenas echoed Landsbergis' thoughts, saying Russia is gradually getting used to the idea that Lithuania is an independent state with the right to make independent decisions. Jursenas said the Russian elite's acceptance of the idea is important, just as much so psychologically as politically.

Kazakhstan President Nursultan Nazarbayev paid a state visit to Lithuania on April 3-6. President of Kazakhstan Nursultan Nazarbayev and his Lithuanian counterpart Valdas Adamkus signed a common declaration on expansion and reinforcement of friendly relations between both countries in Vilnius on April 5. The text of document reads that Kazakh-Lithuanian bilateral relationship should embrace political, economic, humanitarian and other aspects. Kazakhstan recognizes the right of Lithuania to integrate into NATO and European Union, and Lithuania - the bid of Kazakhstan to build democratic society and market economy, the declaration text says. The document also welcomed the work of joint trade and economic co-operation commission and approved the aspiration of Lithuania to enhance Kazakh oil transit and import. On Apr 6, both presidents went to Butinge oil terminal to survey the capacity of national oil complex. Nazarbayev sounded positive about prospect of oil refining in Mazeikiu Nafta plant and crude export via Butinge terminal. Both presidents instructed transport and economy ministers, and Kazakh energy minister to hold immediate consultations on terms of crude supply to Lithuania. Nazarbayev also stated the understanding on behalf of Kazakhstan for Lithuanian NATO bid, saying that against the background of constructive relations with neighbours participation in the western defence bloc would mean an extra safeguard of security and further Lithuanian economic development, also would be a positive factor for general picture of the Baltic region.

President of Lithuania paid official visit to Japan in April 2001. He met with Prime Minister Yoshiro Mori, who said that he will assist Lithuania in establishing closer relations with Japan. President was accompanied by other Lithuanian officials and businessmen who tried to use this opportunity to make closer connections with Japanese companies. It is considered that Japanese market would be the most interesting for Lithuanian food processing companies, also furniture manufacturers. 

Economy

Statistics Department announced that GDP grew by 3.3% in year 2000. This figure exceeded expectation of most of experts. For instance, Vilnius Bank estimated that growth of economy in 2000 should be 1.9%, later they corrected this figure to 2.6%, but even that turned to be too pessimistic estimate. Prognosis for GDP growth in 2001 thus are more optimistic, and, according to Vilnius Bank, should be 4.2%. Economy growth in the first quarter of 2001 was 2.8%. Main source of growth remains export, but internal market of Lithuania should became more healthy too. Vilniaus Bankas suggests Government to implement measures that increase consumption, first of all to reduce income tax of physical entities and increase non-taxable minimal salary. 

In 2000 export to EU increased very significantly, by 21.2%, despite the strong dollar. 

Inflation in 2000 was 1.4%, average level of unemployment – 12.6%. According to Vilniaus Bankas, inflation in 2001 will be 1.8%, unemployment will remain quite high at 13%. 

Inflation in Lithuania in April was only 0.2%. Inflation during period of 12 months – from April 2000 to May 2001 was also quite small, 0.8%. For comparison, in Latvia it was 1.4%, Estonia – 6.4%. 

Lithuania has thus recovered from the Russian crisis but due to remaining structural bottlenecks growth will not be as strong as in Estonia or Latvia. Currently all major export sectors, such as agriculture, energy and foodstuffs, have structural problems. Officials believe that in the medium term the country will reach 5%-6% GDP growth, while this year 3%-4% growth is possible. Fiscal deficit shrinked to 2.6% of GDP from over 8% in 1999. Tax collection improved with especially good progress in the VAT sector. This year there should be no such sharp improvements in tax collection, while the privatisation revenues at USD 200m are scheduled to be almost twice as low as last year. The government base scenario suggests that the fiscal deficit will be 1.9% this year and that a balanced budget will be reached in 2003. However, the planned pension reform, expected to cost some LTL 500m or 1% of GDP from 2003, can undermine this target. Also, in the future Lithuania does not have much scope for lowering taxes as the share of tax income to GDP at 31% is already one of the lowest among the EU candidates. As one of the “last breath” moves, the corporate income tax on reinvested profits will be abolished by 2002, and the government will loose some LTL 300mln lt. 

Should economic growth slow unexpectedly, in order to be able to keep up with the planned budget, the government can only rely on cutting spending by abolishing e.g. the promised transfers to the population, which would certainly be an unpopular move. The sharp improvement of last year’s current account position mainly came from fiscal adjustments. As the future reform is not likely to have many secondary effects, while domestic demand slowly but surely grows, we forecast a growing current account deficit in the coming years. In light of the long-awaited economic upturn, we expect the coalition to stay together in the short term despite its undeniable weaknesses. The Liberal Union (LU) needs the New Union-Social Liberals (NU) to stay in power, and the NU has more influence over policy as a relatively equal partner in the New Policy bloc than it would have as a much weaker junior partner in a government led by the Lithuanian Social Democratic Party. Support for the New Policy coalition relies to a large extent on the popularity of the LU and its leader, Rolandas Paksas. This could easily be undermined in the event of a severe economic downturn but this is not baseline scenario. 
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Lithuanian ministry of finances forecasts faster expansion of the Lithuanian economy pointing out that the average annual growth of the gross domestic product (GDP) should make up approximately 5 percent in upcoming four years. The forecasts had been revised up due to good results of 2000, the expected growth in exports, stronger confidence of foreign and domestic investors into situation in Lithuania. Growth in manufacturing output is expected to be prompted by higher income level of 2000 that should boost consumption on domestic market. Furthermore, reduced interest on loans and bonds will predetermine a drop in prices of credit resources, which should have a positive impact on the economy, too. The ministry of finance expects that the biggest growth will be posted by transportation, communications and storage sectors, manufacturing, mining and quarrying spheres as well as the sector of financial mediation. Hotel and restaurant business, wholesale and retail sectors should post average growth in the nearest future.

The International Monetary Fund (IMF) praised Lithuania for stabilising its economy last year and urged the government to proceed with fiscal, energy and banking reforms. IMF Deputy Managing Director Shigemitsu Sugisaki also said in a statement Lithuania's economic recovery was stronger than expected, although rising unemployment continued to pose concerns. "The Lithuanian authorities are to be commended for the successful implementation of their macroeconomic programme that helped restore macroeconomic stability in 2000," IMF's Deputy Managing Director Shigemitsu Sugisaki said in a statement.
The ministry of economy has arranged a comprehensive review of Lithuania's economy in 2000. The new analysis of economic and social situation that encompasses data on gross domestic product, prices, investments, social issues, employment, national budget fulfilment, state debt, foreign trade, payment balance is available at the Website of the ministry of economy at the address http://www.ekm.lt. Furthermore, the review covers analyses of separate sectors of the national economy including industry, energy sector, agriculture, forestry, construction, transport, communications, informatics, domestic trade. The review provides information of privatisation, development of small and medium businesses, corporate bankruptcy procedures, and integration into the European Union. The review summarizes essential problems and outlines possible solutions.

On Apr 6, Prime Minister Rolandas Paksas stated that there was no need to make any drastic amendments to the agreements clinched by the predecessor Conservative Government with the US company Williams International on investments into the Lithuanian oil concern Mazeikiu Nafta. He added that such an opinion was based on preliminary conclusions of legal expects. But on the other hand during press conference Paksas did not deny that Government may consider  selling of refinery shares it posses to Lukoil. 

Top management of “Williams international”, operator of Mazeikiai oil refinery, had a meeting with Prime Minister and Minister of Economy. During first quarter of year 2001 refinery had losses of 84.7 mln lt, and this is 4.5 times higher compared with same period of year 2000. This caused a serious Government concern, and it said that more attention will be paid to management of the company. Mr. Gentvilas informed that Government can initiate meeting of shareholders and discuss possibility of changing of the board of the company, if situation at the refinery will not improve. He agreed that main reasons of losses are objective and related with obstacles that are created by Lukoil in supply of crude oil, but said refinery should look for alternative supply sources. 

Mr. Gentvilas also said that Government does not plan to accept Lukoil proposals and allow it participate in operation of the refinery. In return Lukoil promises stable supply of crude oil. Mr. Vagit Alekperov, president of Lukoil, plans to visit Lithuania in May, it is expected that some important decisions can be made during this meeting. 

Jim Scheel informed that Williams plans to invest 80-100 mln USD and install equipment that allows make gasoline which complies to EU requirements; now only 40% of gasoline made by refinery meets EU standards. 

Masterfoods Lietuva, a Lithuanian division of privately-held U.S. foodstuffs firm Mars Inc., said it is starting operations at a new pet foods production facility in the Lithuanian city of Klaipeda. Masterfoods said in a statement the new facility, which cost the company 60 million lt, will help it to triple production this year. In 2000, the firm produced 40,000 tonnes of pet food. Masterfoods Lietuva, created in 1993, employs 670 workers and has invested around 130 million litas to date in its facilities.

 
Privatisation

“PriceWaterhouseCoopers” became adviser in privatization of Lithuanian Agricultural Bank. In an international tender it bypassed UK company “Daiwa Securities SMBC” and Austrian financial group “Raiffeisen Investment”.  State will sell 76.02% of the shares of the Bank.  Privatisation adviser will need to evaluate bank and determine it should be sold – in an open tender or in direct negotiations with potential investors. Agricultural Bank is third commercial bank by size in Lithuania.

Board of Lithuanian Bank agreed to allow “Hansapank” to acquire Lithuanian Savings Bank. However, it set certain conditions, one of which is that if Swebank and SEB will merge, Hansapank will need to sell its shares to buyer not related with Swedbank or SEB, and that buyer must have permission of Lithuanian Bank. This is because new bank merger will have too big share of banking market in Lithuania. Hansapank also pledged to invest 150 mln lt during 1.5 years. 

Government is discussing ways of privatization of Lithuanian Gas company. Among interested companies are Russian Gazprom, Stella Vitae (owned by Financial Corporation of Western Lithuania), Viachema (under influence of Confederation of Industrialists, chairman Bronislovas Lubys). Among foreign companies are German Rurhgas and E.oN, French ‘Gas de France’. Mr. Gentvilas said that one of the main conditions for investors will be to guarantee supply of gas at least for next 5 years. Government plans to retain no more than 34% of Lithuanian Gas shares, and to offer to strategic investor not less than 34% of the shares. 

Lithuanian State Property Fund finally completed negotiations and signed agreement with Danish company DFDS Torline that acquired Lithuanian shipping company LICSO. It was done despite of protests of Lithuanian association of transportation companies Linava, that said that DFDS has plans to cut Lithuanian transporting companies from profitable routes in the Western Europe. 76% of the shares were sold for 47.6 mln lt, also Danish company promised to invest additional 60 mln USD during next 3 years. 

Important Legal Acts

On April 24, the Lithuanian parliament ratified 25 agreements to formally conclude Lithuania’s integration into the World Trade Organization (WTO). Lithuania will  become a member of the WTO 30 days after notifying the body it has ratified these agreements. Vilnius began negotiations to join the trading body in 1995 and they were formally concluded in December 2000.

On Apr 5, Lithuanian Seimas voted solidly to adopt amendment to national currency litas law, thus laying groundwork for re-pegging the litas to euro. The official rate of litas during the shift in peg from US dollar to euro shall be fixed according to the exchange rate between euro and former base currency in the currency market. Minister of Finance Jonas Lionginas stated Lithuanian population would receive advance information and know the date of disassociating the litas from dollar to euro. Most likely neither devaluation nor revaluation of litas will occur, the bank deposits will not be affected.

Re-pegging of litas should take place some time in the beginning of 2002. Legally, the shift is quite simple, as the central bank’s board will only have to decide on the date and pass a resolution on the base currency and re-serves. In addition, the government will have to accept that. There should not be any more major delays in the re-pegging plan as the Lithuanian economy has lately developed according to plan. Devaluation is also hardly possible. The only things that the Lithuanian authorities are now looking at before the re-pegging are the stabilisation of the economic recovery, transparency in the market and political stability. As the re-pegging is most beneficial for Lithuania at the time when the EUR is weakening against the USD, the timing for re-pegging could be some Friday in January 2002. The shift requires an official statement in the major gazette plus a weekend to give the markets enough time to absorb the news.

Seimas Committee of Budget and Finances approved Insurance Law of means of transportation. According to this law, all means of transportation must be insured with civil insurance. It is estimated that average sum car owners will pay for insurance per year will be around 350 lt. 

Although Seimas approved law of gambling games, President did not sign it and returned back asking to include more protection measures. President’s PR informed that this was advised in expertise done by Service of Special Investigations. 

Seimas initiated creation of laws that are necessary to demonopolize market of fixed telecommunications after January 1st, 2003. Other telecommunication companies ask to allow usage of internet telephony not waiting year 2003, also start provide licenses for data transmitting in broad band frequencies. They think that without similar preparations Lithuanian Telecom may be able to keep monopoly after year 2003.

Amendments to Law of Tax Administration is debated in Seimas, and should come in force on July 1, 2001. It will allow individual income tax delays, forgive companies their late interest, cut by half penalties on sales and introduce a five-year limitation on debt recovery. Draft also reduces list of malicious tax-related violations and extends list of forgiven penalties. A 20% fine on sales is to be cut down to 5% and a minimum fine of 20.000 lt should be reduced to 2.000 lt. 

One of the steps in implementing the Government programme for 2000 – 2004 includes the social security contributions collection reform to be launched from October 1st this year. The main objective of the reform is to create the unified system of social security contribution and tax collection. Currently, such collection is administered by two different institutions. The State Tax Inspectorate is planning to take over SODRA’s functions for administering collection of social security contributions as there is some overlapping of certain functions. This elimination would speed up and improve process of customer care.

Information Technologies

Lithuania's fixed-line telecom Lithuanian Telekom launched a new venture with U.S. company Nexcom Telecommunications to break into the growing Internet telephony market. Telekomas said in a statement its Voicecom venture was launched on May 1 under the brand name Erdve and will enable customers to make international calls over the Internet. Telecom said that this joint venture was established as a result of the constantly growing interest in Internet protocol (IP) products. It is expected that in the future up to 20% of international calls from Lithuania will go through Internet. 

Telecommunication supervising service immediately asked Telecom why right for this service was given to third party, while Telecom fights with Lithuanian companies that try to provide this service. 

Association “InfoBalt” suggested Government to wait with licenses of 3-rd generation of mobile networks (3G) until 2003. Association said that because of necessary investments services will be too expensive, there is not enough demand for these services in Lithuania yet, licenses will be expensive too, also it is necessary to pay attention to the policy of implementing 3G services of neighbouring Baltic countries.

International market research company ”Datamonitor” announced that share of illegal software in Lithuania is constantly decreasing and now is 76%. According to their estimation, because of illegal software state did not collect incomes of 643 mln lt and taxes of 166 mln. lt. Prognosis of “Datamonitor” states that market of legal software will rise 53% by year 2005. Level of illegal software should decrease to 45%, and became same as in other countries of Easter Europe. 
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