September 2001 

Political News

Five presidents of Baltic and neighbouring states who gathered in Estonian capital on September 18 denounced terrorist attacks on US and confirm readiness to unified battle against international terrorism. The annual meeting of Baltic state heads includes presidents of Lithuania, Latvia, Estonia, Finland and Poland. Valdas Adamkus said he hoped the recent events in US would not slow down enlargement of NATO or European Union. A five-party presidential conference discussed NATO and EU expansion, relations with adjacent countries and regional co-operation. Finnish state head Tarja Halonen briefed her counterparts on the recent visit of Russian President Vladimir Putin to Helsinki this month. Polish President Alexander Kwasniewski said the upcoming NATO enlargement phase should take in the Baltic States, Slovakia and Slovenia. On the economic front, the Baltic leaders conferred on expansion of road and railway infrastructure in the Baltic Sea region and co-operation in the energy sector. 

Social democratic party initiated interpellation to Minister of Agriculture Kestutis Kristinaitis, and shortly after this minister resigned. The most likely reason for interpellation was attempt of new coalition partner, social democrats, to try please farmers who are constantly demanding subsidies to agricultural sector. 

On September 23rd, the people of Lithuania commemorated the day of mourning for the victims of the Holocaust in Lithuania. This day is one of the three officials mourning days of modern Lithuanian State that are being commemorated each year. The Parliament of Lithuania held a special session on September 20, to mark Holocaust anniversary. 

Attacks on the United States have increased Lithuanian public support for joining NATO, Lithuanian sociologists say. A poll conducted by SIC Rinkos Tyrimai shows the number of Lithuanians in favour of joining NATO after the U.S. attacks has grown to 63.1 percent.  Another survey, carried by the same company, found that Lithuanians were also especially positive about the effects of U.S. foreign policy on their country, coming in second only to Israel on that topic. Some 61 percent of Israelis, 50 percent of Lithuanians and 42 percent of Estonians indicated U.S. policy was good for their country. Survey also showed that sympathies towards the US increased significantly after terrorist attacks.

On September 20, Lithuanian foreign vice-minister Mr. NATO Giedrius Cekuolis and security policy department head under the foreign ministry of neighbouring Poland Adam Kobieracki opened bilateral two-day consultations on security policy in Warsaw. The two officials will deal with Lithuanian program 2002 for accession to NATO and exchange views on further NATO enlargement and on European security policy and arms control. In Warsaw, Cekuolis met Advisor of Polish president for national security Marek Siwiec, their meeting focusing on terrorist attacks against US and possible future interaction between Lithuania and Poland. 

Lithuanian Prime Minister Algirdas Brazauskas had official visit to Moscow on September 20. The main goal of this visit was to expand cooperation between Lithuania and Russia, first of all in trade. Lithuania is interested in the long-term and stable supplies of gas, crude oil and petroleum products from Russia, the prime minister said. He hoped that the two countries would sign long-term contracts to the effect. As for Lithuania striving for entry into NATO, Vilnius does not show any mistrust to its neighbours, Brazauskas said. He said he was sure that there is no threat coming from Russia.

Although Lithuanian President Valdas Adamkus began his seven-day visit in the United States on September 10, he had to cancel it after attacks of terrorist in New York and Washington. Terrorist acts were carried out only a little over an hour before the planned meeting of President Adamkus with the U.S. Vice President Richard Cheney. President George W. Bush was also expected to make a brief stopover during their conversation. Meetings were also planned with U.S. Secretary of State Colin L. Powell and members of the Senate, the Congress and the American Jewish community. 

Later Vice President Cheney thanked President Adamkus for his pledge to support the U.S actions against terrorism and expressed hope that there will be an opportunity to continue and finish the visit. 

Lithuania and Poland celebrated the 10th anniversary of restored diplomatic relations in Warsaw on Sep 5. Lithuanian President Valdas Adamkus and Prime Minister Algirdas Brazauskas headed for Warsaw to join the celebrations. On the occasion of anniversary, Warsaw National Museum opened the exhibition of paintings by a famous Lithuanian painter M.K.Ciurlionis. 

The first global congress of Litvaks (emigrated Jews) took place in Vilnius at the end of August. President Valdas Adamkus, Chairman of Parliament Arturas Paulauskas and Prime Minister Algirdas Brazauskas made speeches at the congress events.

On Aug 29, nearly 3,000 troops from 14 countries, including NATO members, began 12 days of peacekeeping exercises in the Lithuania, the largest manoeuvres ever held in Lithuania since independence. Some 2,800 land and air forces troops from Britain, Canada, Czech Republic, Denmark, Estonia, Finland, Germany, Italy, Latvia, Netherlands, Poland, Sweden and the United States participated in the exercise.

Economy

Specialists of German Bank “Landesbank-Schleswig-Holstein Goizentrale” did research of economies of Baltic States and announced that Lithuania most likely will retain long-term growing prospective. In Landesbank opinion, main indicators will be as follows in years 2001-2002. 

	Year
	2000
	2001
	2002

	GDP,%
	3.3
	4
	5

	Unemployment, %
	11.5
	12
	11.5

	Fiscal deficit, %
	-2.8
	-1.5
	-1.0


However, specialists of Vilnius Bank say that these prognoses are somewhat pessimistic, as GDP may grow by 5.2% in 2001. During the first half of the year 2001 it increased by 5.1%. However, recession of world economy my have some negative impact. 

According to the International Monetary Fund, the Lithuanian government's aim to pursue tight fiscal policy while working towards the priority goals -- the accession to the EU and NATO and pension reform, would promote Lithuania's economic image. "The Lithuanian authorities are following an appropriate approach of preparing a medium-term fiscal framework, determining priorities, and seeking ways to achieve the medium-term goal of a balanced budget. In this context, the authorities' strategy to rationalize the tax structure while accommodating expenditure priorities, would bolster confidence in the path of economic policies," Shigemitsu Sugisaki, deputy managing director of IMF said in the statement. On Aug 30, the executive board of IMF approved a memorandum of Lithuania's economic policies for the period by the end of 2002. "The Lithuanian authorities made remarkable progress in achieving their objectives under the program supported by the previous stand-by arrangement. Policies of fiscal tightening and structural reforms led to a resumption in growth, a sharp external current account adjustment, and renewed confidence in the currency board arrangement," Sugisaki said. Progress in structural reforms including the completion of banking privatization and in the areas of energy and agriculture remain crucial. The authorities' efforts to make the labour markets more flexible and efforts to create a more business-friendly environment will make Lithuania attractive for investment, which would lead to higher growth and employment, he added. The third economic policies memorandum with IMF aims to maintain macroeconomic stability, promote private sector activity, and strengthen external viability in order to attain sustainable growth and create employment opportunities. Under the memorandum, Lithuania commits itself to reducing its fiscal deficit to 1.4 percent of the gross national product this year and cutting it further to 1.3 percent of GDP in 2002. IMF forecasts a GDP growth of 3.6 percent this year and of 4.7 percent in 2002. According to IMF, Lithuania's current account deficit will stand at 6.7 percent of GDP this year and 6.6 percent in 2002. In 2000, the current account deficit accounted for 6 percent of GDP.

Sodra announced budget plan for year 2002, according to which budget deficit will be 34.365 mln litas. This deficit is almost twice lower than it was planned in a middle of the year, as Ministry of Finance agreed to take part of Sodra liabilities – Ministry agreed to return loans of 120 mln litas that Sodra took from commercial banks, and not to take interest on 117 mln litas loan that was given to Sodra. It is foreseen that Sodra incomes in 2002 will be higher by 3%, expenses – higher by 1.9%. At the end of 2002 Sodra liabilities may reach 630 mln litas, but most part of it, 561 mln litas, will be budget deficit of year 2001. 

Association of Lithuanian transportation companies, Linava, has announced that it is ready to launch first ferry from Klaipeda to Vismar port in Germany. Linava will start to compete with Danish company DFDS Torline, which recently bought Lithuanian ferry fleet from State Property Fund. It is planned that new ferry line will serve around 30.000 trucks per year, or ¼ of total truck flow to Western countries. 

Association of Lithuanian grain processors appealed to the court in order to cancel fixed prices of grains that were introduced by the Government. Association say that regulation of prices is not compatible with free market economy and Government should stop such practice. Such case, when association of private enterprises started trial against government does not have precedent in Lithuania yet. 

Lithuanian wood processing company has signed agreement with big Swedish furniture trader company IKEA. According to this agreement, IKEA will invest up to 75 mln litas in construction of three furniture factories in Lithuania and Kaliningrad region during the next two years. Western Lithuania Financial corporation will be operator of these factories and invest around 25 mln litas in this project. 

Privatisation

State Property Fund announced that it does not plan to speed up privatisation of Lithuanian airlines. Director of Fund, Povilas Milasauskas, even said that privatisation may be halted if it will turn out that possibilities to sell airlines at acceptable price are low. Such statement was caused by terror acts in USA, as immediately after that big air companies started to reduce number of flights and release employees. However, privatisation of Lithuanian Airlines is already started and this week Fund will choose privatisation consultant. 11 companies submitted their proposals to participate in the tender for privatisation consultant. It is planned to sell up to 49% of shares in a first phase of privatisation. State owns 100% of Lithuanian Airlines. Such companies as KLM, Finnair, SAS, LOT showed their interest. 

Minister of Economy plans to accept model of privatisation of Lithuanian Gas that was offered by World Bank. Although final decision is not made yet, it is expected that formula 34%+25%+9% will be applied, meaning that 34% will be offered to Western investor, 25% - to the supplier of gas and 9% sold in Stock Exchange. Remaining 32% of the company that belongs to the State and employees of Lithuanian Gas, will remain in possession of their current owners. Lithuanian company Achema already announced that it will start buying shares of Lithuanian Gas at Stock Exchange. Two other companies, Stela Vitae and Itera that have interests in gas supply business may follow Achema’s example.

Mr. Robin Renvick, vice president of JP Morgan, visited Lithuania and expressed an interest to participate in investment projects here, especially in privatisation of gas and electricity companies. He assured that JP Morgan Group supports Lithuania in its way to NATO and EU. Recently JP Morgan successfully distributed 100 mln lt of Lithuanian State Securities. 

Important Legal Acts

Seimas approved amendments to the Law of tax of physical entities, and, starting year 2002, non-taxable minimum will be 250 lt instead of 214 lt. For some categories of people, like people with physical disabilities, this minimum will be higher. It is planned that because of this change budgets of municipalities will receive 130 million litas less incomes, and Sodra will receive 50 mln litas less. Dalia Grybauskaite, minister of finance, assured Seimas that most part of this shortfall will be covered from State budget.

Ministry of Finance offers radical change in taxation of reinvestments of profit – cancelling of current 0% tariff. Arguments are that current situation allows companies to invest only in their own activities, and not facilitate flow of capital to other businesses. Dalia Grybauskaite, Minister if Finances, thinks that 0% profit investment tax tariff is one of main reasons why number of small and medium companies is decreasing in Lithuania, as bigger companies are not interested in creating subsidiaries. IMF agrees with such proposals, and similar exemptions does not exist in EU. 

New Draft Law on Taxes on Profits of Legal persons is prepared. It foresees gradual reduction of corporate tax rate that will be reduced to 23% starting from 2002. It also introduces new procedure of taxing dividends – new tax rate will be 15%. 0% rate of dividends taxation should be applied for companies paying out or getting dividends, if their stock in other companies exceeds 10%. 

According to the draft, lower corporate tax rate of 15% will be applied to small companies who’s income not exceed 100.000 lt. It also introduces such new concepts as ‘related persons’, ‘group of companies’, ‘company under control’, also new procedures of income recognition. 

Lithuania plans to make changes in Law of Value Added Tax. The objectives of these changes is to create conditions for implementing Lithuania’s commitment to bring national VAT legislation in line with the appropriate EU directives by January 1,2004. Object of VAT is defined as provision of goods and services, also import of goods. It is planned to establish a single reduced rate VAT, 5%, which would be imposed on pharmaceutical goods, books and publications, transportation of passengers. General VAT rate will remain the same, 18%. List of goods and services subject to zero-rated VAT will also be expanded. 

Amendments to Law on Excises were prepared. These amendments provides dates when excises for tobacco and fuel will go up. Excise for petrol will increase from July 1, 2002, from 1210 lt/tone to 1250 lt/tone, for liquid fuel it will grow from 20 lt/tonne to 45 lt/tone.

Prices of tobacco goods will increase from October 1, 2002. Law proposes excise of 30.2 lt per 1000 cigarettes plus 10% of their retail price. Total excise will be around 40.2% of the retail price. In European Union excises are higher, and Lithuania plans to reach this level by gradual increase of excise. Draft law plans to increase excise for alcohol, but it is not planned for next year. 

Information Technologies

Lithuanian Telecom and operators of mobile communications started implementation of National Plan of telephone numbering. After its completion, by end of year 2003, total capacity of numbers will increase to 100 millions, while now it is only 10 millions, and this fact already started to make obstacles to introducing of new services in IT market. This plan also foresees expiration of Telecom monopoly on January 1, 2003, as it will allow client to retain his phone number even if he will change service provider. 

Association of IT companies, InfoBalt, suggested to establish a new ministry that may be called Ministry of New Technologies and that will be responsible for coordination of information technologies and communication on the state level. Now responsibilities of supervising of IT sector is distributed among Ministry of Transportation, Ministry of Internal affairs and Service of Telecommunications. This situation creates friction and does not help to develop this sector. 

Bite GSM, provider of the mobile communications network, announced that it will decrease its tariffs of prepaid ‘Labas’ service up to 30% effective October 1 2001. Recently major GSM company, Omnitel, decreased prices of its prepaid ‘Extra’ service, and their main competitor, Bite, had to react accordingly. Tele2 also announced that it will review its tariffs and decrease them too. 
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