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Political News

Six social liberal ministers withdrew themselves from Rolandas Paksas Government on June 18, thus causing governmental crisis. After Chairman of Seimas Arturas Paulauskas and leader of Liberal Union were not able to reach agreement (mostly because different opinions over privatisation of two main energy monopolies – Lithuanian Gas and Lithuanian Energy), two weeks later Seimas voted for the leader of social democratic party, Algirdas Brazauskas, to became a new prime minister. 

Mr. Brazauskas has stressed need to improve the business environment, but it is coupled with discussions to introduce progressive income tax and thoughts to increase social spending. As Brazauskas’ Government support in Seimas is only marginal (84 seats against 79), this may not guarantee long term stability. On the other hand, socialdemocratic party may have better relations with their coalition partners socialliberals, and it is more united, as it’s leader Brazauskas has there big influence.

Brazauskas confirmed that he will continue policy of previous government, including integration to EU, economical reforms and foreign policy. 

Main points of the New Government program are:

·  form same conditions for foreign and local investments, to facilitate investments by flexible tax policy

·  stop privatisation practice when monopolistic companies are sold without determining conditions how to protect Lithuania from outcomes of monopolies

·  better utilize Lithuanian Stock Exchange in privatisation process, allow Lithuanian capital to participate in privatisation under same conditions as foreign capital

· Prepare procedures in order to reduce debt of the State to private enterprises

· Reduce requirement for licensing of businesses, thus ensuring fair competition

· Not to start privatisation of Energy sector without its restructuring and without preparation of clear system of State regulation of this sector

· Increase basis for real estate tax

· Gradually decrease income tax for people with low incomes

· Revise income tax exemptions that do not influence in development of economy

· Demand more responsibility and obligations from companies that are involved in privatization deals; to maintain influence of State in operations of strategic industrial enterprises

Although program is more socially-oriented, compared to Paksas’ Government program, new minister of finances already assured that social programs can be implemented only without violating obligations that were given to international institutions, as IMF. 

Brazauskas formed new, 12-th Government of Lithuania, consisting of following members:

Vytautas Markevicius, minister of Justice, 

Zigmantas Balcytis, minister of Transport, 

Algirdas Monkevicius, Minister of Educatio and Science, 

Antanas Valionis, Minister of Foreign Affairs, 

Linas Linkevicius, Minister of Defence, 

Kestutis Kristinaitis, Minister of Agriculture, 

Dalia Grybauskaite, minister of Finance, 

Juozas Bernatonis, Minister of Internal Affairs, 

Vilija Blinkeviciute, Minister of Social Security and Labour, 

Petras Cesna, Minister of Economy, 

Roma Dovydenaite, Minister of Culture, 

Arunas Kundrotas, Minister of Environment,

Konstantinas Dobrovolskis, Minister of Health

Only one member of Liberal Union, Mr. Linkevicius, retained his position. Five more ministers, members of social liberal party, remained from previous government (Blinkeviciute, Markevicius, Monkevicius, Valionis and Kristinaitis). 

Loosing of power resulted in a friction within Liberal Union. There appeared supporters of Eugenijus Gentvilas, minister of economy in Paksas’ government, who later for a short time replaced Paksas in prime minister position. Gentvilas supporters started to look for ways how can he enter Seimas and thus remain in politics. They blaim Paksas for fall of his government and think that Gentvilas might be a better leader for Liberal Union. 

Despite lobbying activities of Lukoil and oil supply proposals of Russian company TNK, Seimas without bigger discussions adopted necessary laws that were needed for Williams International and Jukos agreement. Although social democratic party were in opposition to Williams, seems that letters signed by US President Bush and US State Secretary Powel supporting Williams International investments in Lithuania convinced new majority of Seimas. It was expected debates on Seimas session, but no one deputy voted against laws necessary for reorganization of Butinge Terminal, Mazeikiai Refinery and Naftotiekis companies that open way for implementation of Jukos and Williams agreement.

Economy

The growth of Lithuania’s GDP is speedier than many experts have predicted. Industry and trade performance indicators, a recovering internal market as well as capital investments contributed to such a rise. The GDP, produced during the first six months of 2001, amounted to LTL 22.8 billion, marking an increase of 5.1% over the corresponding period of last year. Oil and oil related products makes up a significant share of exports, and the relatively high oil price has helped keeping up exports. Moreover, the recent deal between Mazeikiai Refinery and Russian company Jukos secures steady oil supply to Refinery, which has been forced to temporarily halt its production in the past due to supply shortages. 

GDP growth in second quarter was driven primarily by exports. 

Meanwhile domestic demand does not increase, as State fiscal policy is geared towards reduction of the budget deficit and government consumption remains restricted as well. The new Prime Minister, Mr. Brazauskas, has promised that the new Government will maintain fiscal continuity. Besides, new agreement with IMF commits Lithuania to continuing with its structural reforms and fiscal discipline.

However, irrespective to strong grow figures, unemployment rate stands high at 13.2%. It has doubled in the last two years. 

According to Department of Statistics, GDP during first quarter of 2001 increased by 4.4%. The biggest positive influence in it had quarrying and processing industry, which has increased by 14.5%, trade (7.4%), communications 93.8%). Prognoses predict overall growth of Lithuanian economy at 3-4% this year. 

Lithuanian Bank announced day and conditions of re-pegging litas to Euro. This gives businesses half year to prepare for this event. Experts agree that devaluation of litas during re-pegging is very unlikely. 

Commission of Ministry of Economy confirmed plan of restructuring of “Lithuanian Energy”, which was prepared by consortium headed by Canadian Bank “CIBC World Markets”. This project was confirmed by Board of “Lithuanian Energy”. In September it will be presented for confirmation to the Government, later – to Seimas.

Foreign direct investments as of April 1, 2001 were 9,523.0 million litas (2,380.7 million USD), of which 1,661.6 million were long term and short term loans provided by foreign direct investors. FDI per capita amounted to 2,579 litas. 

Sweden is the most important investor with 17.5% (1,668.1 million litas) of total FDI, followed by Denmark (17.4%, or 1,662.2 million litas), Germany (7.3%, 695.4 million litas) and UK (6.8%, or 646.3 million litas). 28.5% of total investments were in manufacturing industry, next is trade (22.3%), communications (17.6%) and financial mediation enterprises (16.6%).

During first half of year 2001 investments made by State and private sector were 2,054 million litas, that is 7.2% more compared with first half of the year 2000. State investmens were 30%, private – 70%. Most of investments were in construction industry (54.2%), 45.4% were spent for acquisition of equipment, real estate, means of transportation. 

Mazeikiai Refinery announced that its losses during first 7 months of year 2001 were 122.1 mln litas, which is 40.4 mln litas more compared with same period of last year. Only in July losses were 50.7 mln lt. According to Jim Scheel, general director of Refinery, main reason of losses were low margins for oil processing, also company decreased production volume due to repairs of equipment. In January – July 2001 company processed 3.97 mln tones of crude oil, or 1.07 mln tones more than during same period of last year. Export through Butinge terminal was 3.14 mln tones (last year – 1.98 mln tones). Soon company will receive first batch of crude oil from new shareholder and supplier – company Jukos, which obligates to supply 4 mln tones per year. Also Mazeikiai has agreement with Lukoil on supplying additional 1.4 mln tones of oil until the end of the year. 

Ministry of transportation is still not able to reach agreement with Russia on railway tariffs. Effective August 1, Russia again decreased railway tariffs for cargo that goes to Russian ports. These decisions has direct negative influence on turnover of Kaipeda port, which during last 7 months handled cargo 17.7% less compared with the same period of 2000. 

West Lithuania Industrial and Financial Corporation plans construction of oil and chemical products terminal in Klaipeda. Capacity of terminal will be 2 million tones per year, required investments – 79 million litas. Another plan is construction of grain terminal and soya processing plant with capacity of 0.5 mln tones per year, together with Russian company Roschelbproduct. West Lithuania Industrial and Financial Corporation owns 30 companies, net profit during first half of this year was 72.8 mln litas. 

The Finnish retail group Stockmann is exploring Lithuanian market and plans to launch operations in Lithuania. As Stockmann director of foreign development said, company is really interested in Lithuanian market. 1/3 of their turnover makes clothes. At the moment it operates in Finland, Russia, Estonia and Latvia.

The national air carrier Lietuvos Avialinijos (Lithuanian airlines) carried 108,000 passengers in the first five months of this year. Compared to the year earlier, there was a rise by 11%. Lithuanian Airlines runs 1,711 flights, which is 1.9% more than the same period last year. The number of chartered flights grew by 13%, to 72. The company load factor rose to 49%, up by 1.73% compared to the last ear. The Lithuanian Government intends to privatise the company in early 2002. 

According to State Tourism Department, some 1,389 million tourists visited Lithuania in the first five months of the year. This is 0.2% more than in the same period of year 2000. Arrivals from Latvia increased by 6.9%, from Poland – by 24.5%. The number of tourists coming by railways and sea has decreased by some 12%, while number of those coming by road and air has increased. 

Six new hotels were opened in Vilnius since the beginning of the year, and number of rooms increased by 12.4%. The number of rooms should be grooving further this year, as construction of Holliday Inn has started, also several hotels are undergoing reconstruction. 

Soon first casinos will start operations in Lithuania. These will be “Joker Club” – network of gambling machines, that belongs to “Grand Casino International”, also Estonian“ Olympic Casino”.

Vilnius city opened internet site (www.vilnius.lt) where it presents investment projects of total value around 1 billion litas. Foreign Direct investments into Vilnius are 5.8 billion litas, 70.44% were invested by European countries. 87% of investment were attracted by service sector. 

Lithuanian leading chain of supermarkets (operates 114 shops), Vilniaus Prekyba, has announced that it will invest 150 million litas in construction of the biggest in Baltic States trade centre in Vilnius, called ‘Akropolis’. Its total area will be 70 thousand square meters, and will include entertainment facilities, as cinemas, water attractions. Vilniaus Prekyba plans to start building similar centre in Riga in second quarter of 2002.

Privatisation

Despite recent agreement among all political parties on privatisation of Lithuanian Gas, seems that new government was influenced by Russian Gasprom. Initial agreement was that Strategic investor will get 34% of shares, gas supplier – 25%, and State will retain 34% in order to protect its interests. Opposition requires government to be firm and not agree to demands of Gasprom to increase its share in Lithuanian Gas. Gasprom says that it may increase price of gas to level it is selling gas to its western clients. 

There is a thread that German Ruhrgas who participates in privatisation and expects to increase its share in the company in the future buying it from the State, may withdraw from privatisation, if Gasprom will get company control in the initial stage of privatisation. Privatisation of Lithuania Gas will be a serious test for Brazauskas government.

Board of Lithuanian Savings bank (which was recently acquired by Estonian Hansabank) informed that Savings Bank will merge with Lithuanian branch of Hansabank and will be named Hansa-LTB. This decision also must be confirmed by meeting of shareholders of Lithuanian Saving Bank. Hansabank also informed that during next 1.5 years it plans to invest 50 mln litas into computerization of Savings Bank to rise it to the level of Hansabank group. 

Important Legal Acts

Ministry of Finance informed that it is considering imposing tax on reinvested profit (currently this tax rate is 0%). This raised a big opposition among members of Lithuanian Confederation of Industrialists, who said that recent growth of economy was mostly determined by private investments into industry. Ministry of Finances said it is ready for compromises, but in its opinion even 10% rate will not be acceptable for industrialists.  Also new Tax law envisages reduction of taxation of dividends to 15%, as this may force enterprises to pay dividends, not transfer money overseas or hide profit and, as a concequence, increase domestic demand. This clause is also criticized by industrialists, who say that it is better to allow employees earn bigger salaries. 

New minister of economy, Mr. Petras Cesna said that he supports position of Industrialists. 

The Seimas has adopted amendments to the Law on Value Added Tax that will establish equal provisions to be applied to all VAT payers regarding the refund of the difference between input and output VAT.

These provisions establish that VAT will be refunded not only for goods exported or fixed assets acquired but also for goods and services used in construction of fixed assets. 

Lists, which are currently compiled by tax authorities and include companies entitled to the refund of the balance in the difference between input and output VAT for the tax period, will be abolished. Under the new procedure, all VAT payers will be entitled to the refund of VAT, irrespective of their activities and legal status, if they appropriately fulfill their obligations to the budget and funds (pay taxes in due time, submit declarations, etc.).

Head of the State Tax Inspectorate had approved new forms related to the application of international treaties on the avoidance of double taxation were approved. These forms are: 

· Application Form of a Foreign Resident on the Reduction of the Withholding Tax 

· Application Form of a Foreign Resident on the Refund of the Tax Withheld 

· Statement Form on the Income Received and Taxes Paid in the Republic of Lithuania 

· Statement Form Supporting the Place of Residence of a Lithuanian Resident. 

Seimas approved program of new Government. The program section related to taxes and tax administration provides for the preparation of the Tax Code and gradual reduction of income tax of natural persons for those who receive low income. It is also planned to gradually increase the tax allowance and differentiate it in respect of the number of dependants or handicapped persons in a family.

In addition, there are plans to:

- Review the zero-rated profit tax relieves, which do not stimulate the growth of the economy

- Expand the real estate tax base 

- Introduce declaration of property and income for all persons

- Reduce VAT rates on the most necessary foodstuffs, goods for children and agricultural products

- Improve the Law on Tax Administration
Some amendments to the Law on Tax Administration were made. Due to changes made in the Civil Code, effective from July 1, 2001, the law on Tax Administration contains such concepts as “legal entity” and “natural person”, and no longer an “enterprise without the status of legal entity”. Also procedures of taxpayer’s tax verification have changed. Now it can not take longer than 90 days for an officer of tax authorities, and taxpayer must provide the officer not only all documents, but also computerized data (that was not mandatory before).

Information Technologies

Lithuanian Telekomas announced that as of September 1, it will decrease price of ISDN (Integrated Services Digital Network) services. These services were mostly used by small enterprises for internet, data transfer, voice and fax communication. Prices will be reduced approximately by 33%. Analysts say that this was caused by low interest to that service among private users, and number of clients did not fulfil Telekomas expectations. 

Providers of GSM services, companies Omnitel and Bite GSM announced about fast growth of client base. Their prognosis is that until the end of year 2001 up to 20% of inhabitants of Lithuania will be using mobile phones, and this number will increase to 50% during next two years. 

Ministry of Finances signed agreements with all GSM providers, Omnitel, Bite GSM and Tele2 giving them status of strategic investor. According to this agreement, every company obligates to invest 200 mln litas and to create 300 work places during next 3 years. Ministry of Finance obligates not to increase taxes to these companies during 5 years. Also they will pay lower income tax, 12% (with exception of Tele2, which came to Lithuanian market later and did not get tax incentive – tax rate for this company is 24%). 
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