Mid May – June 2001  Report

Political News

Main political event of last two weeks was crisis of Lithuanian Government.

Situation was changing very fast – initially Chairman of Seimas, Arturas Paulauskas, stated that Prime Minister Rolandas Paksas has to resign, but did not provide concrete reasons what does not satisfy him. When Paksas refused to resign, six ministers who are members of socialliberal party presented their resignation requests, and thus Government became not functional. 

Then negotiations between Socialliberal and Socialdemocatic parties started with idea to create broad coalition involving most of parties that have presence in Seimas, excluding conservative party. 

At the same time Socialliberal party continued consultations with Liberal party, but this process was stopped when it turned out that Paksas does not want his party colleague Eugenijus Gentvilas, minister of economy in his government, to become Prime Minister. 

Some members of Socialliberal party do not agree with turn to the left, and rumours are that it may split. Mrs. Nijole Steibliene already suspended her membership at Seimas fraction of socilliberals. Same may happen with liberal party, as not everybody support Paksas position. 

Although Socialdemocratic party looked like winner in this situation and it was just question of time when they will come to power, serious scandals with their leader Brazauskas hardly hit their reputation. Algirdas Brazauskas, candidate of socialdemocrats to the position of Prime Minister, secretly visited Moscow where he met with top managers of Gazprom and Itera, intermediary of gas supply to Lithuania. He tried to deny this visit and meetings, but reporters caught him lying.

Next scandal happened when Algirdas Brazauskas called Eugenijus Gentvilas, Prime Minister of temporal Government and tried to persuade him not to approve agreement between Williams International and JUKOS, Russian oil company. Gentvilas informed President about this phone call, and Adamkus publicly announced his disappointment about such actions of leader of socialdemocratic party. 

Analysts say that governmental crisis was triggered by privatisation of major state enterprises – first of all Lithuanian Gas, where Lithuanian businessmen who supported political parties during elections and who have close relations with Russian Gazprom, have business interest, Lithuanian Energy and situation with Mazeikiai Refinery. Evidently, friction between business groups and politicians started when Paksas’ Government began to discuss methods of privatization of Lithuanian Gas enterprise and proportions of distribution of shares between gas suppliers, western investors and the State. 

Coalition of socialliberal and liberal parties was fragile from very beginning, and it was question of time when their disagreements will become so evident that it will not be possible to govern country for both parties together.

Just yesterday evening (June 26) socialliberal and socialdemocratic parties reached agreement to form a new coalition. Most likely liberal party will become opposition. New coalition has only one candidate to Prime Ministers – Algirdas Brazauskas, who is supported now by some 80 Seimas deputies, so most likely President will not have any other choice than to accept this candidature.

Lithuania is moving into the last phase of membership negotiations with EU. Lithuania already reached agreements on 17 chapters, ten of which were signed during first half of this year. Totally there are 31 chapters. Lithuanian Committee of European Integration confirmed program of readiness of Lithuania to join EU. It is envisaged that during years 2001 – 2003 Lithuania will need to adopt more than 800 laws that are necessary in order to join EU. Lithuania will need to invest more than 5 billion litas into various projects and preparation of documents. During 2004 – 2009 additional 1.8 billion litas will be necessary. Most part of these resources will be used for infrastructure projects, agriculture development, and environmental projects. It is expected that 30% of money will come from EU. 

On May 27 – 31 Lithuania hosted the spring session of the NATO Parliamentary Assembly. The event was attended by parliament members from NATO member states and associate member countries, representatives of the Council of Europe, the European Security and Cooperation Council, as well as international organizations. NATO Secretary General George Robertson arrived to Vilnius to give a speech. The majority of Lithuanian politicians view this session as the most significant event in Lithuania over the last decade. They have hopes that this session, held before the NATO summit in 2002, would help Lithuania to gain admission to this organization. 

The international conference "Women and Democracy, Reykjavik-Vilnius 2001" was held in Vilnius on June 15-17. It ran under the slogan "Equality Beats Superiority!" and is a continuation of a meeting in Reykjavik in 1999 that discussed women's rights in a modern society. 

Over 600 delegates from 12 countries gathered in Vilnius National Drama Theatre to discuss issues such as gender equality, women in business, trafficking in women and prostitution.

The event was planned by the European Commission, the Nordic Council of Ministers, the Nordic and Baltic countries, Germany, Poland, Russia and the United States. Lithuanian President Valdas Adamkus addressed the opening session. A keynote speech was delivered by Latvian President Vaira Vike-Freiberga. She spoke about women's right to vote and said it was a shame that the number of independently elected women heads of state or government remains exceedingly small. U.S. President George W. Bush and Senator Hillary Clinton sent messages of greeting to the conference. 

June 14 was the Day of Mourning and Hope in Lithuania. On this day, 60 years ago, Lithuanians, Latvians and Estonians were rounded up and deported to gulags or summarily executed by the Soviets. Parliamentary Chairman Arturas Paulauskas used the occasion to again call for NATO expansion as a guarantee that such tragedies would never happen again. Some 18,000 Lithuanian citizens were deported that day. 

Economy

According to Ministry of Finances, during January-May of 2001 State budget received 2,633 billion litas, or 0.3% less than it was planned (2,6400 bln lt) According to the Ministry, budget target was not reached because incomes of VAT have deceased (VAT plan was met only by 90.7%). 

As of May 31, budget expenses exceeded budget incomes by 265,8 mln lt; expenses were 2,899 mln lt. 

Lithuanian Bank announced that volume of currency in the country has increased by 1.1% (120 mln lt), up to 10,753 billion lt, during May 2001. This was caused by increasing of deposits in the banks, which increased both in hard currency (by 78.5 mln lt) and local currency (by 51 mln lt). 

Vilnius Municipality addressed to main credit ratings agencies – “Standard and Poor’s”, “Moodys Invertors Service” and “Fitch IBCA” with request to give it credit rating. Vilnius Municipality plans to issue emission of euro obligations at the end on 2001. 

Quite unexpectedly Williams International has announced that it finished negotiations with Russian oil supplier JUKOS. JUKOS offers 4.8 mln tones of crude oil per year, also to export 4 mln tones through Butinge oil terminal during next 10 years. In return JUKOS wants to get 26.85% shares of Mazeikiai Refinery. In this case Williams share will decrease also to 26.85%. After this announcement LUKOIL immediately send their offer, but Williams informed that it will not pay attention to proposals of LUKOIL, as negotiations with this company already took two years, but they showed that LUKOIL is not interested in successful operation of oil refinery. 

Government, leaded by Gentvilas, already approved this agreement on June 26. Both President and Chairman of Seimas, Arturas Paulauskas, supported this agreement. 

According to it, Government will retain 40.66% of Mazeikiai Refinery. 

Initially JUKOS required loan of 50 mln USD, guaranteed by Lithuanian Government, but after negotiations withdraw this requirement.

The good news for Mazeikiu Nafta is that following the government's approval of the agreement, Lithuania may start negotiations with the European Bank for Reconstruction and Development over modernization of the oil company's operations.

Mazeikiai Refinery announced that during May 2001 its profit was 38 mln lt; however, result of January-May operations is still negative, 12.7 mln lt of losses. For the same period of 2000 losses were 36.7 mln lt. 

The Danish-Lithuanian oil company Minijos Nafta has discovered new oil deposits near its existing oil fields in western Lithuania. 

One of the deposits, known as Aisenai-1, is currently being exploited and was producing 270 cubic meters a day during its first days of operation. The company believes that the other site, Degliai-8, will produce the same amount and will begin drilling the site soon. Minijos Nafta has invested 12 million litas ($3 million) in the Aisenai-1 site. The company, a leading oil producer in the Baltics, believes that there is quite a bit of oil in Lithuania to be discovered.

Minijos Nafta currently operates 14 production wells producing about 7,000 barrels of oil a day. This figure has increased notably since the inception of Minijos Nafta in 1995, rising from 400 barrels a day that year to 2,000 barrels a day in 1997 to its current level. The company made a profit of 48 million litas last year.

The Lithuanian State Competition Council has announced the findings from its seven-month investigation into high gasoline prices in Lithuania. They found six companies guilty of violating competition laws.

Mazeikiu Nafta, Lukoil Baltija, Statoil Lietuva, Uotas, Pakrijas and Vaizga were all found guilty of the violation. Viazga will have to pay a fine of 29,000 litas ($7,250), Pakrijas will pay 32,000 litas, Uotas 39,000 litas, Statoil 60,000 litas, Lukoil 86,000 litas and Mazeiku Nafta will pay a 100,000 litas fine.

The investigation found that these companies came to an agreement to purchase oil from Mazeiku Nafta and limit imports into Lithuania from other companies.  According to Mazeiku Nafta, there was an agreement but only for a certain amount of oil. The company and others punished by the council believe that the punishment was unfair and without basis. 

Prices of the most widely used grades of gasoline rose by some 0.32 litas to 0.34 litas and diesel fuel price increased by 0.11 litas per litre over the past month, reaching their historical highs in Lithuania. The prices of diesel fuel in Lithuania were ranging from 1.93 litas to 1.99 litas per litre. 

The competition council's decision came just one week after the Lithuanian Free Market Institute released a report on their investigation with very different results. The institute believes that the fault for high prices at the pumps falls not on oil companies or gas retailers but solely on the government's shoulders. According to Free Market Institute, existing taxation and the government's involvement with Mazeiku Nafta have resulted in the high prices."

Company Ekranas, manufacturer of color picture TV tubes announced that during January-May its net profit was 25 mln lt. In 2001 company expects to reach turnover of 500 mln lt and net profit of 60 mln lt. It looks that crisis in Turkey did not have major impact on company operations, although most of production is exported to this country. 

Lithuanian Investment fund “NSEL 30 Index Fund”, company's minority shareholder holding 0.07 percent of shares, filed claim against Ekranas for its decision to issue new shares and sell them at the lower price than market value, giving first right to acquire shares only to main shareholders of Ekranas – companies Farimex and Henley Trading.  Such decision does not have precedent in history of Lithuanian Stock Exchange. According to investment fund, by this decision smaller shareholders were discriminated and their stock will depreciate. 

After issue of new shares Ekranas' authorized capital will increase from 151 million litas to 174 million litas, as the company will issue up to 4.6 million shares worth about 23 million litas. The decision to place a new share issue was made at the shareholders' meeting. Ekranas announced that if decision of the court will be favourable to small shareholders, it might stop investments to the company.

Privatisation

Temporal Government decided to postpone decision about privatisation of Lithuanian Gas until all political parties will present their opinions. It is planned to privatize 75% of the company. Strategic investor should get 34% of shares, 41% - supplier of gas and other investors. Socialliberal party does not agree with such scheme of privatization. 

The Estonian bank Hansapank, who recently acquired Lithuanian Savings Bank, has announced that it is ready to buy remaining shares of Savings Bank. Hansabank decided to increase share capital of Savings Bank by issuing new emission of shares. Hansapank transferred LTL 150m into the account of the State Property Fund for shares of Lietuvos Taupomasis Bankas and became its official owner. On 4 June 2001, the Securities Commission of Lithuania registered a mandatory tender offer of Hansapank to buy up minority shareholdings of Lietuvos Taupomasis Bankas at LTL 9.88 per share. It is expected that then number of small bank shareholders will decrease.
At the general shareholders’ meeting of Lietuvos Jūrų Laivininkystė (LISCO) it was decided to reorganise LISCO by way of division by establishing two new companies, namely Lisco Baltic Service and Lietuvos Jūrų Laivininkystė. On 27 June 2001, statutory shareholders’ meetings of companies which will operate after reorganisation of LISCO are to take place.

The Securities commission announced its decision that under the amendments to the Law on Public Trading in Securities, the Danish company DFDS Tor Line is not required to announce a tender offer for the buyout of shares of minority shareholders. Recently this Law was amended to include clause, that if more than 50% of shares are bought from the State, company is not obligated to announce official proposal and buy remaining shares of the company from small shareholders. DFDS informed State Property Fund that it might cancel the deal of 47.6 mln USD if it will be required to buy remaining shares, and likely it was the reason why decision of Securities Commission was favourable to foreign investor. Small shareholders already informed that they will appeal this decision in the court. Linava, association of Lithuanian transport companies, said that it would consider possibility to establish alternative ferry lines. Linava wanted to participate in privatisation of LISCO, but was not allowed.

Important Legal Acts

On 1 May, 2001, the Agreement between the Government of the Republic of Lithuania and the Government of the Republic of France on the Avoidance of Double Taxation of Income and Capital took effect. 

According to this agreement, companies that withheld and paid taxes specified in the agreement and under its terms now have the possibility to get a refund of such taxes. 

Although Lithuanian Bank informed that it will announce about re-pegging of litas at least six months in advance, so far it keeps silence. Could be that it is related with governmental crisis and banks waits for new government. Earlier it was said that most likely litas will be pegged to euro in the beginning of January 2002. 

The Law on Gambling has been adopted and will take effect from 1 July, 2001.

From the day this Law takes effect, Article of the Lithuanian Law on Enterprises that prohibited establishment and running of gambling houses and organization of games of chance will not be effective any more. 

The Law on Tax Administration is amended to include new tax - gambling tax. Games of chance are included in the list of goods and services exempt from VAT in the Law on VAT. Lithuanian Provisional Law on Income Taxes of Natural Persons has been modified by indicating that winnings of games of chance will not be subject to income tax. 

After long discussions Seimas passed Insurance Law of Means of Transportation. According to it, every mean of transportation has to be insured. So far only Lithuania in Eastern Europe did n not have such law, which again it is quite unique, as it allows State to control profit of insurance companies (it can not exceed 4%), and determines tariffs of insurance. 

Information Technologies

Government has created conception of E-business. Electronic business is determined as business operations and organization of company activity using information technologies and data transfer. This covers banking, marketing, sales, teleservice, distance education and other business areas that are performed in the internet, also activities that are only possible in the virtual environment. This conception determines long-term policy of electronic business. After its approval Ministry of Economy will need to prepare plan of its implementation. 

Following a sluggish performance in 1999, Lithuanian ITC market was up by 18% in 2000 reaching LTL 4.1 bln, according to Infobalt, the IT&T Association. Telecommunications sector contributed most to the growth of the market with consolidated revenues of LTL 3,0 bln, up by 36% compared to 1999, while IT sector reached LTL 1,1bn in 2000, an increase by 15%.

The number of cellular users reached 508,915 at the start of 2001, which gives a penetration rate of 14.4% considering Lithuania’s population of 3.52 million. More than 165,000 of new service subscription contracts were signed during 2000, compared with 76,300 in 1999. A decrease in minute tariffs, which followed the entry of the third cellular operator were the key factors that enlivened the market in 2000, after a two-year long slowdown caused by the economic downturn in Russia and its adverse impact on Lithuanian economy. At the end of 2000, Omnitel, controlled by a consortium of Telia and Sonera, had 309,000 subscribers, Bite GSM, a subsidiary of TeleDenmark, and Tele2, a daughter company of NetCom, had 170,000 and 30,000 users respectively. In Lithuania the penetration rate is expected to reach 21-22% by the end of 2001.

Lietuvos Telekomas captured the largest share of the telecommunications sector in 2000 with revenues of LTL 1,036 mln, followed by cellular operator Omnitel, whose sales were LTL 340 mln, and Bite GSM with annual sales of LTL 168 mln. Capital investments by cellular operators and Lietuvos Telekomas into the development of their infrastructure were also important factors of the market growth. Both Omnitel and Tele2 invested nearly LTL 120 mln each, while Bite GSM spent LTL 100 mln for the development and modernization of their networks and systems. Lietuvos Telekomas’ capital investments amounted to LTL 516 mln in 2000.
However, value of Lithuanian Telekom shares at Stock Exchange decreased to 1.64 lt, its all-time record. 

Lithuania, which is seen as the country having the largest Internet usage potential among the Baltic countries, fell behind Latvia in terms of Internet adoption speed during 2000. Although, at the start of 2000 Internet penetration rate in both countries was the same (6%), in twelve months of 2000 Latvia’s Internet penetration increased to 13%, whereas in Lithuania it only reached 9%. Low computerization, absence of affordable flat rate tariffs and DSL or cable broadband alternatives combined as well as a larger and more widespread rural population are the main reasons why Lithuania still lags behind its neighbours. Although the number of PCs in the country increased from 220.000 to 280.000 during 2000, a growth of 25%, computer penetration in household sector reaches only 5%, according to the Department of Statistics.

Penetration is up to 10% among households in 10 largest cities, however just 3% of households in other towns and 1% in rural areas have personal computers. Of all households that own personal computers 43 % have access to the Internet or e-mail. Nearly 50% of households that do not have Internet access indicated both high tariffs and absence of flat rates as the main reasons for their staying out of the web.
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