October – mid November,  2001 

Political News

Liberal party elected new chairman – Mr. Eugenijus Gentvilas, former major of Klaipeda and Minister of Economy, replaced Rolandas Paksas. This decision was made after the vote at Congress of Liberal party. Paksas was critisized because of fall of coalition  between socialliberal and liberal parties. As a result, liberal party lost power, and socialliberal party made coalition with socialdemocrats. Paksas also resigned from position of Seimas opposition leader and leader of Seimas liberal fraction, and his party colleague Gintaras Steponavicius took both these positions. 

Coalition of socialliberal and socialdemocratic parties remain quite stable, and one of reasons is that opposition still remains disintegrated. On the other hand, new coalition was able to reach consensus in solving such problems as choosing of model for privatisation of ‘Lithuanian Gas’ and interpellation to the minister of agriculture Mr. Kristinaitis. 

Some signs of preparation for elections of President have appeared. Thus, Government assigned money for construction of house for Adamkus in Turniskes, but President’s office denied that they asked for such budget money and said it will not be taken. Also Prime Minister Brazauskas started discussion with Adamkus about reconstruction of Palace of Kings, building that was ruined in 18-th century. In Brazauskas opinion, this building must be reconstructed, as it is symbol of the State, while Adamkus thinks that spending of 120 mln litas would not be reasonable. Elections will take place in autumn of 2002. 

According to opinion pool, socialdemocratic party remains the most popular, supported by some 19.6% of population. Liberal party is supported by 6%, Christian Democrats – by 6%, socialliberal –  by 5.7%. Other parties would not be able to overcome 5% threshold necessary to obtain seats in Seimas. 

Brazauskas also remains one of the most supported persons for Presidential election – 20.2% of citizens of Lithuania would vote for him, Valdas Adamkus would get 13.1% of votes. 

In the end of October  4 right-wing parties  - Homeland party, Democratic party, Independence party and League of Lithuanian Freedom - united and formed “Union of Right parties” (Lietuvos desiniuju sajunga). All these parties are not influential and do not have representatives in Seimas. 

Lithuania planted cherry trees on October 2 in honour of Japanese diplomat Chiune Sugihara, who saved 6,000 Jews in the country during World War II. “Sugihara worked as his conscience told him. We have planted a park which is a symbol of life and hope,” said Lithuanian President Valdas Adamkus, who planted the first of 100 cherry trees along the banks of the Neris river along with Sugihara’s widow, Yukiko. The planting of the Japanese cherry trees in the center of the capital, Vilnius, marks the 100th anniversary of Sugihara’s birth on October 2. A stone monument with a bas-relief of Sugihara and a metal tablet with a picture of a visa he issued were also unveiled at the site. 

On October  8, the Lithuanian foreign ministry announced an official posture in support of the military actions of US and international coalition against terrorist groups and their sponsors in Afghanistan. It said that anti-terrorist alliance implements the right to self-defence outlined in article 51 of UN Charter. "Both terrorists and their sponsors must get retaliation they deserve. Lithuania which condemns terrorism as a serious threat for peace and security does its utmost to bolster the anti-terrorist efforts of US, NATO and international community," the ministry said. The foreign office added that Vilnius is working on a national anti-terrorist program, which outlines a complex of measures to implement domestic and international commitments. The Lithuanian parliament also expressed its support. On October 9, the parliament adopted a resolution supporting military action by the U.S. and allies against the Taliban government in Afghanistan and terrorists hiding there. 

On October 22, Foreign Minister Antanas Valionis and US Ambassador to Vilnius John Tefft signed a bilateral extradition agreement and exchanged ratification letters of a two-track accord on investment promotion and protection. To become effective the document will have to be ratified in both parliaments. The document ensures international investment guarantees to American investors on the territory of Lithuania and vice versa. It protects investments from unlawful nationalization, expropriation or other similar measures. 

Lithuanian defence minister Linas Linkevicius and the Israeli Defense Ministry's head of mission to Germany, retired brigadier general David Shoval discussed the military cooperation when they met in Vilnius. The Lithuanian National Defense Ministry reported that Shoval is the most-senior Israeli defence official ever to have visited Lithuania. Linkevicius talked about priorities in expansion of the Lithuanian military, NATO integration and bilateral cooperation in the defence field with his guest. Shoval said Israel supports NATO enlargement. 

On October 17 Polish President Aleksander Kwasniewski together with Lithuania's President Valdas Adamkus opened the Polish national exposition Pol-Export 2001 in Kaunas. During a press conference he said that he is convinced Lithuania will be invited to NATO at next year's summit in Prague, especially taking account new situation the world faces after 11 September tragedy. 

Economy

According to preliminary data of Statistics Department, in 3-rd quarter GDP increased by 5.1%, compared with 3-rd quarter of 2000. It is expected that this year, despite terror acts in USA, GDP in Lithuania will increase not less than 5%. So far GDP growth during January- October was the same as in 3-rd quarter, 5.1% (4.4% in 1-st quarter and 5.7% in second quarter). Positive influence on GDP had construction industry, gas and water supply companies, negative – agricultural sector. 

Vilnius Bank also announced that it changes its forecast of GDP growth from 4.2% to 5%. Experts of Statistics Department expect even 5.3% growth. 

Government started to discuss project budget for year 2002. Planned budget incomes are 8.726 billion lt, expenses – 9.858 billion lt. Compared with year 2001 budget, incomes increase by 34%, expenses – by 34.4%. However, such significant change is fictious, as in year 2002 budget will additionally include Road Fund, also State will resume some responsibilities that in previous years were delegated to municipalities. Because of these changes budget incomes will increase by 2 billion lt. 

Experts note that budget project is not socially oriented, as one could expect. Expenses for social infrastructure, health and education system either will not increase, or increase only insignificantly. Defence and agriculture are sectors that expects biggest rise of budget assignations. 

Export during 9 months of this year has increased by 20.8%, import –  by 13.3%, compared with the same period of last year. Some specialists note that restructuring of export markets has started – more Lithuanian companies are coming back to Eastern markets. They say that potential of rapid export growth to Western countries is most likely exhausted, and during next year export will not grow that fast. During January- October 2001 export from Lithuania was 13.633 billion litas, import – 17.836 billion litas, and total balance of foreign trade remained negative, 4.204 billion litas and was lower by 5% compared with the same period of year 2000. Main trade partners are UK (14.2% of total export), Latvia (13.7%), Germany (13.1%), Russia (9.3%). 48.4% of export goes to EU countries, 18.3% - to NIS. 

According to Statistical Department, in October level of unemployment has increased and amounted to 12.2%. However, this increase was caused by new methodology Department started to use. If old methodology were used, level of unemployment would be 11.9%, or 0.1% less that in September 2001. However, this figure is slightly higher with data of October 2000, when unemployment in Lithuania was 11.7%. There are 213.500 unemployed people who are registered at labour exchange.

In October Statistical Department has recorded inflation of 0.3%, while in September there was deflation was 0.2%. It was caused by increasing prices of food products, winter clothes, and transportation services. Vilnius bank estimates that in 2001 inflation should be around 1.8% (in 2000 it was 1.4%).

Direct foreign investment in the Lithuanian economy reached $2.53 billion in the first six months of this year, the Lithuanian Statistics Department announced on October 1. Direct foreign investment in Lithuania went up 8.4% in the period between January and June, while in the same period last year it went up 6.9%. In the first half of this year, direct foreign investment in Lithuania was $685 per capita, compared to $632 at the beginning of 2001. The most investments (19% of the total amount) came from Denmark. Then follow Sweden (14.9%), the U.S. (9.7%), Germany (8.9%), and Estonia (8.0%). Some 28% of the direct foreign investment went to the processing industry, 20.3% - to trade, 17.7% - to the financial sphere, and 16.3% - to communications. At the beginning of this year, direct foreign investment in Lithuania was over $2.33 billion. Direct foreign investment in Lithuania rose 13% in 2000. 

The European Bank for Reconstruction and Development (EBRD) said that a decade of reforms in the Baltic States had made them resistible to a possible global slowdown. President of the development bank for Eastern Europe and the Soviet Union Mr. Jean Lemierre said that EBRD is strongly confident on the Baltic states, and ready to assist to sustain it in the coming years, and, if there will be a need, to provide more financing without a sovereign guarantee. Over the last 10 years, the bank has invested three billion euros into Estonia, Latvia and Lithuania. 

Chairman of Seimas Ignalina Nuclear Power plant commission, Mrs. Prunskiene, asked Lithuanian Government to speed up formulating its position on future of second block of Power Station. She said that previously it was considered that EU wants Lithuania to close this block in 2009, but now it turned out that it is only recommendation of EU Commission and negotiations are possible. She said that it will be much easier to negotiate with EU if Lithuania will have own position about closing of this block and suggested to consider closing date of second reactor in 2012 or even 2015 year. 

The Economist Conferences, a leading provider of interactive meetings for senior business executives, is organizing the first roundtable meeting with the Lithuanian government in Vilnius on November 15-16. The meeting is aimed at discussing new possibilities for foreign business in Lithuania, privatisation, economic reforms, domestic demand growth prospects and other issues with the country's top policymakers. Among those invited to participate in the roundtable discussions are Lithuanian Prime Minister Algirdas Brazauskas, Foreign Minister Antanas Valionis, Finance Minister Dalia Grybauskaite and Economy Minister Petras Cesna, as well as representatives from over 80 international companies. Based in Vienna, the Economist Conferences is a subsidiary of the Economist Group, the largest foreign business analysis source. 

Lithuania Bank has announced that it is ready for re-pegging of litas to euro on February 1, 2002. According to the chairman of the bank, all necessary laws are adopted by Seimas. Board of Lithuanian bank issued decision that starting December 1, 2001, margin of commissions of commercial banks for exchanging of cash should not exceed 1% (currently maximal margin is 2%). LB once more confirmed that litas will not be neither revaluated nor devaluated. Decision of litas to euro exchange rate will be made on February 1, based on euro-usd exchange rate in Central Bank of Europe. 

Losses of Mazeikiai Refinery continues to increase, and during 9 months of 2001 amounted to 162.2 mln lt, or almost twice more compared with losses during January- September of 2000, when they were 89.5 mln lt. This was caused by decrease of oil product prices in the markets and inability to produce more high quality gasoline – for technical modernization Refinery needs at least several hundred million litas, while only during this year it needs to return 180 mln litas to the banks as loans and interest on loans. 

Klaipeda port announced that investments to the port infrastructure next year will be 154 mln. litas. Most of them will be spent for reconstruction of northern part of the port. Investments this year were 131 mln lt, that was mostly loans of WB and EBRD. Turnover of the port in 2001 is estimated at around 17 mln tones and it is expected that it will remain at the similar level next year. 

The Baltic-American Enterprise Fund has recently injected 1.3 million US dollars in a Holiday Inn hotel under construction in the center of Vilnius. The fund has subscribed to one-third of shares in the hotel, which is expected to open its doors in half a year. Holiday Inn Vilnius will be the first hotel of the chain in the Baltic countries. The total value of the hotel project is estimated to be 7.5 million dollars. The Baltic-American Enterprise Fund has invested a total of 4.3 million dollars in four real-estate projects in the Baltic States. The fund’s overall investments in the Baltic States have reached around 60 million dollars. The largest portion of the resources goes towards providing residential mortgage loans of up to 20 years and investment in private businesses.
Japanese company “Yazaki”, one of the biggest suppliers of car parts,  is exploring Lithuanian market for possible investments. Recently “Yazaki” bought company “Baltijos Automobliu Technika” from Siemens. This company manufacturers electrical installation parts for cars. 

Privatisation

Strategic Committee of the Government started to review amendments to the Law of Alcoholic Drinks. These amendments envisage abolishment of State monopoly of manufacturing of alcoholic drinks. If these changes will be approved, monopoly will be abolished in 2003, and 4 main manufacturers of alcoholic drinks, companies “Alita”, “Stumbras”, “Vilniaus degtine” and “Anyksciu vynas” will be privatised. 

Government confirmed model of privatisation of “Lithuanian Gas” – Western investor and gas supplier will be able to acquire up to 34% of shares each, and Government will keep 24% of shares. In this model Lithuania took into consideration request of “Gazprom” to have same amount of shares as Western investor. Possible strategic investors are “Gaz de France” and German “Ruhrgas”. Supplier of gas should be Russian “Gazprom”. 

State Property Fund announced winner of the tender for the Lithuanian Airlines privatisation adviser. It became consortium headed by German consulting company “Inecon Consulting”. Consortium consists of US engineering company “Korsac”, Finnish law company “Sorainen” and consulting company “PricewaterhouseCoopers”. Estimated price which will be paid to this consortium is 600.000 litas. 

State Property Fund is finishing negotiations with German bank “Nord/LB” which intends to purchase Lithuanian Agricultural Bank. “Nord/LB” was the only bank that showed interesting in privatisation of Agricultural Bank. State Property Fund expects to finish negotiations with “Nord/LB” and sell 76.01% of shares until next year. According to unofficial sources, State Property Fund is not satisfied yet with price that was offered by German bank – 50 mln lt and expects to increase it. Independent expert say that real price of these shares could be 100 mln lt. 

Important Legal Acts

Government made decision  to introduce following tax changes effective from January 1, 2002:

· Corporate tax profit will be reduced from 24% to 15%

· Application of tax advantages for reinvested profits will be abolished

· Accelerated depreciation will be applied to newly acquired assets

· Taxation of dividends will be reduced from 29% to 15%

· The basic tax allowance for personal income will be increased to 250 litas (from 214 lt)

Also there are plans to reduce the personal income tax rate from 33% to 29% and introduce real estate tax amounting to 1.5% of the taxable value of property. 

From November 1, 2001, private and public companies will be free to employ their own chief financial officers or outsource the accounting function to a company which provide such services. 

Requirement to have an independent accounting function will remain applicable only to state companies and governmental institutions. 

State Tax Inspectorate has launched a campaign aimed to identify foreign companies that carry out business activities in Lithuania and that should register a permanent establishment in this country.  Information about such activities reaches Inspectorate when it is analysing data provided by banks, as required by law, to the Tax Police and Tax Authorities, or when reviewing agreements with foreign companies for provision of services in Lithuania, supply contracts signed by foreign companies’ representatives that are working in Lithuania. This action is aimed to increase base for taxation. 

Government accepted decision to increase rates of land rent to the companies that lease land from the state. Starting January 1, 2002, rate will increase 4 times, from 1.5% of land value per year, to 6%. Ministry of Finance said that by this change they want to force companies to buy land instead of lease. However, main reason of such change may be willingness of Ministry of Agriculture to collect more money that are used to pay to former owners of land as compensations. 

Information Technologies

State Tax inspection announced about plans to install new software that will enable to scan about 40,000 tax documents per month.  Currently all tax returns document filled by taxpayers are processed manually. New software is expected to reduce labour and time costs, also minimise possibilities of errors. 

Omnitel announced its estimation that 24% of population of Lithuania are using mobile telephones, and this number already exceeded that of Latvia (23.4%). However, it is still far from leading country, Estonia, where even 48% of population are using mobile network services. Omnitel has 500.000 clients, Bite GSM – 250.000, Tele2 – about 90.000 clients. 

Lithuanian Telecom announced that its net profit during 3-rd quarter was 35.7 mln lt, or 2.8% more than during same period of year 2000. Turnover during this period increased by 2.3% and was 259 mln lt. 

IT market in Lithuania continues to grow – incomes of IT companies in the first half of 2001 were 140 mln lt, profit before taxes – 15.5 mln lt, while for the same period of last year these figures were 118 mln lt and 2.7 mln lt respectively. More IT companies switched to providing of programming and other services to the clients. This tendency also showed trade fair InfoBalt that took place in the end of October and attracted around 80.000 visitors. 
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