Mid November - December,  2001 

Political News

On December 11, Lithuanian leaders and the residents of Vilnius commemorated the victims of the September 11 terrorist attacks in the U.S. at the U.S. Embassy building in Vilnius. Lithuanian President Valdas Adamkus, chairman of Seimas Arturas Paulauskas, the heads and staff of foreign diplomatic missions with Vilnius residents honoured the victims of terror by a minute of silence. The officials laid flowers and lit candles at the embassy building. The Lithuanian Seimas also stopped all discussions and debates at 15:46 pm on December 11 to honour the victims of the terrorist attacks.

Lithuania is a functioning market economy and should be able to cope with the competitive pressure and market forces, provided that it makes further substantial efforts in implementing the structural reform program, the European Commission stated in its annual report on the progress made by the EU candidate countries on November  13. Lithuanian Foreign Minister Antanas Valionis said the report shows the direction that the country will be taking towards EU membership. Lithuania was given a more favourable assessment this year as compared to the 2000 report.

Lithuania successfully completed negotiating the chapters on the free movement of labour, customs union, and competition in its EU membership process in Brussels on 28 November. Delegation head Petras Austrevicius said he had agreed to the maximum seven-year restriction on labour movement, but did obtain the right for Lithuania to impose similar measures on workers from current and future EU member countries. Four EU countries -- Denmark, Ireland, the Netherlands, and Sweden -- have announced that they will not place any labour restrictions on new EU states. In closing the customs union chapter, Lithuania agreed to improve its administration of import and export taxes, modernize its customs posts, and invest $12 million for improving the information communications system. Lithuania also agreed to ensure the efficient implementation of the state support mechanism and reinforce administrative capacities in the competition sector. Lithuania has now completed 21 of the 31 membership chapters.

Jeremy Kourdi, an expert with the Economist Group publishing and consultations organization, told a press conference in Vilnius on 17 November that in the opinion of the Economist Group Lithuania will enter the EU not in 2004 but in 2005, because the EU will not be able to accept all 10 probable new members at one time. He said that the countries which began negotiations in 1998 -- Hungary, Estonia, Slovenia, Poland, the Czech Republic, and Cyprus -- will enter in 2004, while those which began negotiations in 2000 -- Latvia, Lithuania, Slovakia, and Malta -- will join the EU in 2005. Kourdi was in Lithuania to chair a two- day international business conference, organized by "The Economist" for the Lithuanian government and local and foreign businessmen. 

Nine right-wing and centrist parties signed a resolution on 23 November, disapproving the proposal by the Social Democrats to hold the elections for president and local councils simultaneously at the end of 2002. They called this initiative a trick of left parties in order to get more favourable election results, as it is likely that if people will vote for Brazauskas as a president, at the same time they may choose to vote for his party as well.

The Christian Democratic party council on 8 December unanimously elected the 78-year-old Bobelis, the oldest parliamentary deputy, to be their candidate for Lithuania's presidential election for next year. National polls indicate that Bobelis is the second or third most popular political figure in the country with a far higher approval rating than his own party. 

The Congress of the Center Union in Vilnius on 24 November re-elected Kestutis Glaveckas as its chairman and adopted a resolution confirming its commitment to remain a party acting together with center-right forces. 

The biggest opposition Seimas fraction has split, after former leader of Liberal Union, Rolandas Paksas announced that he is leaving Liberal Union. Ten more his supporters at Seimas followed him. It is likely that Paksas will create a new fraction in Seimas. 

On November 16 President Adamkus signed a decree nominating Algirdas Kudzys, the former head of Vilnius district, as ambassador to Japan. He will assume his new duties on 17 December.

On December 17-22 the annual meeting of the heads of Lithuanian diplomatic missions will be held at the Ministry of Foreign Affairs. They are planning to discuss the EU and NATO integration, bilateral relations as well as the issues concerning economy, diplomatic service, consular and legal issues. Currently Lithuania has 45 diplomatic missions abroad and 389 diplomats are in the Diplomatic Service of Lithuania. 

Lithuanian President Valdas Adamkus will visit the United States and Mexico in January, his office announced on December 17. Adamkus’ preliminary visit agenda includes talks with US President George Bush and other officials in Washington on January 22-23, a trip organized after the Lithuanian leader was forced to cancel and earlier US visit in September due to the terrorist attacks on New York and Washington. He will then leave for a two-day visit to Mexico, the first trip to that country by a Lithuanian president.

The United States, after talks with the three Baltic countries, renewed on December  11 a pledge to leave open the door to NATO membership. The United States also thanked Estonia, Latvia and Lithuania for financial and security steps adopted to support the U.S. war on terrorism, the State Department said in a statement on the two days of meetings. The foreign ministers of the three countries - Toomas Hendrik Ilves of Estonia, Indulis Berzins of Latvia and Antanas Valionis of Lithuania - had meetings with Deputy Secretary of State Richard Armitage in Washington in the fourth annual meeting of the Baltic Partnership Commission. 

A study prepared by the U.S. Brookings Institute in November suggests that the best possible scenario for NATO enlargement includes inviting the Baltic states, Slovakia, and Slovenia to membership at the summit meeting in Prague in November 2002.

International Security and NATO Information Center has been opened at the National Martynas Mazvydas Library in Vilnius on November 19. The center was established at the initiative of the Lithuanian Atlantic Treaty Association (LATA) and Mazvydas Library. The Czech, Canadian, Norwegian, Turkish, Danish and U.S. embassies in Lithuania as well as the Foreign Ministry contributed most to the implementation of the project. The center is opened a year left till the Prague NATO summit during which Lithuania expects an invitation to join the alliance.

Lithuanian and U.S. officials signed an agreement on procurement of a modern medium range anti-tank weapon system Javelin for 38.5 million litas. The intergovernmental contract for the deal was signed by Lithuanian Defence Minister Linas Linkevicius and Major General Bruce Scott from the U.S. Army Security Command. Speaking at the signing ceremony, Lithuanian and U.S. officials stressed that Lithuania is the first European country to purchase the modern medium-range anti-tank system from the U.S and noted that Lithuania’s decision to buy Javelin indicates the readiness and ability of its armed forces to work together with NATO forces. 

About 3.5 million dollars have been allocated for the purchase of missiles this year and another 6.5 million dollars in 2002. Lithuania is planning to buy short-range air-defence missiles, and is considering acquisition of French Mistrals, Swedish RBS-70’s or US Stingers. “Stingers seem to be coming out as the most cost-effective weaponry, but RBS-70 could be integrated into our radar system, so we could buy both”, said Kronkaitis. Lithuania’s draft 2002 budget has allocated two percent of gross domestic product (250 million dollars) to finance military needs.

Economy

Lithuania’s Seimas adopted the 2002 state budget on December 13 by a vote of 72 to 51, with two abstentions. Budget respects a pledge to NATO to set defence spending at 2.0 percent of output and the fiscal deficit at 1.5-percent of GDP as agreed with the IMF. The budget is based on forecasts that gross domestic product will grow 4.0 percent in 2002 and inflation will be 2.6 percent. Budget will redistribute 34% of GDP. 

The budget foresees revenues of 10.33 billion litas and expenditures of 12.26 billion  litas. Seimas also approved the 2002 budgets for the State Social Insurance Fund (SoDra), which predicts a deficit of 34 million litas arising from revenues of 4.58 billion litas and expenditures of 4.61 billion litas, and for the Compulsory Health Insurance Fund, which foresees a balanced budget of 1.83 billion litas. 

Prime Minister Brazauskas on his press conference said that one of main priorities of his Government is to implement year 2002 budget and continue integration of Lithuania to EU. According to him, in year 2002 Lithuanian economy should grow by 5%. Also he mentioned that decision whether he will run for president’s office will be made in the middle of 2002. 

The Statistics Department announced that the consumer price index remained steady in November, but rose by 1.9 percent in comparison to November 2000. Lithuanian officials had expected falling gasoline prices to lower the price index, but costs of clothing and footwear increased much more than expected. 

The Lithuanian Finance Ministry forecasts that the country's real gross domestic product growth rate will be 4.8 percent in 2001 and 4.0 percent in 2002. Its earlier growth projections were 4.5 percent and 4.7 percent respectively. According to the latest estimates released on November 26, the GDP growth rate should rise to some 4.9 percent in 2003 before reaching 5.3 percent in 2004. The ministry's annual inflation level projections have been revised upwards: from 0.6 percent to 1.3 percent this year, and from 2.1 percent to 2.6 percent next year. The inflation rate is expected to reach 2.1 percent in 2003 and increase further to 4.2 percent in 2004.

Lithuanian industrial output soared by 41.6 percent in October from a year ago, the Lithuanian statistics department said on November 27. The large increase was due to a 129 percent increase in oil refining to 600,000 tonnes. Lithuania's Mazeikiu Nafta oil refinery accounts for about one-fourth of total industrial output. At 2.437 billion litas in October, industrial output grew by 15.6 percent from September. In the period from January to October, industrial output in Lithuania totalled 22.55 billion litas, and increased by 17.7 percent compared to the same period in 2000. 

The unemployment rate increased by 0.3 percent to 12.5 percent in November. In early December the number of officially registered unemployed people was 217,370.

The European Commission announced that it was accrediting the Lithuanian National Paying Agency to administer funds under the EU Special Accession Program for Agriculture and Rural Development (SAPARD) program. Lithuania should receive 30.34 million euros this year. Bulgaria, Estonia, and Slovenia are the only other EU candidates who have met the criteria to administer SAPARD funds. 

Prime Minister Brazauskas, on a working visit to Sweden on 21 November, discussed the closing of the nuclear power plant at Ignalina and other environmental issues with King Karl XVI Gustav. After talks with his Swedish counterpart Goran Persson, he announced that Lithuania would decide on the fate of the second reactor at Ignalina in 2002 and stressed that his country could not afford to close the plant without EU financial assistance. 

In the early morning of 23 November an oil spill occurred at the floating oil terminal at Butinge during the loading of a Norwegian tanker. The pumping of oil was halted immediately and it was later ascertained that the leakage came from an underwater hose. Unlike an earlier spill in March, the oil did not move north into Latvian waters, but south toward Lithuania's resort town Palanga. The weather was initially favourable and nearly 10 tons of oil was pumped to ships. Mazeikiai Nafta, the owner of the Butinge platform, confirmed on 29 November that it agreed with the figures of the Environment Ministry that at least 40 tons of oil had been spilled. Environment Minister Arunas Kundrotas estimated that the damages from the spill will amount to more than 2.5 million litas. He said the accident was caused by misuse of the terminal facility, lack of sufficient regulation and legislation, and lack of defined accountability among institutions for the terminal's use and the consequences of accidents. 

Mazeikiai Refinery received preliminary information from Kazakhstan that this country can supply up to 3 mln tones of crude oil per year. This supply may improve financial results of the company, as it is less expensive than Russian oil, while Mazeikiai has technology that allows to make good quality products of this oil, despite its lower quality. Agreement between Mazeikiai Refinery and Kazakhstan oil company “Karazanbasmunai” was signed in the end of 2000, but so far supplier was not able to find means to deliver oil to Lithuania. 

Quite unexpectedly Williams International stated that they terminated negotiation with Jukos regarding oil supply and investments into the company. This announcement came as a complete surprise to the Government and Seimas, as the latest news were that negotiations are coming to the end and agreement should be signed before Christmas. This may seriously affect year 2002 budget incomes. 

Jukos and Williams signed an agreement in June by which Jukos agreed to pay $75 million, loan another $75 million, and supply 4.8 million tons of crude oil per year to the refinery in exchange for a 26.85 percent share of Mazeikiu Nafta. Randy Majors, the board chairman of Mazeikiu Nafta, told that the main problem was the failure to reach an agreement on whether penalties would be imposed if Jukos failed to supply the promised quantity of crude oil. Jukos officials argued that the situation was made more complicated by Russia's recent agreement with OPEC to reduce oil exports. Majors said he expects the negotiations with Jukos to be continued next year. Prime minister Brazauskas said Government will not mediate or facilitate negotiations between Williams and Jukos. 

Conservative Party suggested to President Adamkus that an independent audit be carried out on the operations of the Williams International-operated Mazeikiu Nafta.

Bank of Lithuania governor informed that the official fixed exchange rate of the litas against the euro will be established at between 4 p.m. and 5 p.m. local time on February 1, 2002. The board of the Bank of Lithuania will pass a resolution setting the official fixed exchange rate after the European Central Bank announces the exchange rate of the euro against the US dollar as of 2:15 p.m. Frankfurt time on February 1, Reinoldijus Sarkinas said in a news conference. The rate of the litas against the euro, which will come into effect on February 2, will be calculated by multiplying the US dollar and euro exchange rate announced by the ECB by four. Sarkinas said this would be the key and final decision ahead of the switch to the euro as the anchor currency on February 2. The Lithuanian national currency has been pegged to the US dollar at a fixed rate of four to one since April 1994. 

An extraordinary general meeting of the Free Market Institute, an influential consulting group, on 23 November elected Vice President Ugnius Trumpa as the institution's next president to replace Elena Leontjeva who retired.

Privatisation

On November 19, Lithuania launched the privatisation of the Lietuvos Dujos gas distributor with a request for statements of interest in a strategic 34-percent stake, published on the Internet and in the Financial Times. When approving the program the government banned Russian companies and their subsidiaries from bidding for the stake, seeking an investor that complies with the criteria for Lithuania's European and trans-Atlantic integration. The tender for a strategic investor, who is likely to get management rights in the company, is to be concluded in the second quarter of 2002, and then the government will seek a gas supplier to take a 34 percent stake in the company. The government will retain 24 percent in the company, but may sell it later on the local stock exchange, where eight percent of the company is listed. The market value of the 34-percent stake is about 200 million litas. 

On November 15, Norddeutsche Landesbank Girozentrale was named as the winner of a privatization tender for Lietuvos Zemes Ukio Bankas by the Lithuanian property fund. The German bank will be invited to start direct negotiations for 76.01 % of shares in Lithuania's last state-owned bank in the near future. It is expected that the sale of the bank could be concluded as soon as in the first quarter of 2002.
Important Legal Acts

On November 20 the Government  approved a draft law which would reduce the rate of the tax on profits from 24 to 15 percent. The tax reduction in practical terms would not be applied until 2003 when profits for the year 2002 would be due. The law also abolish the zero tax rate on reinvested profits that has been in effect since 1997. In an effort to promote the development of small companies with less than 10 employees and annual revenues under 500,000 litas, such companies would be subject to a 13 percent tax on profits. 

On December Seimas approved this law, despite objections of opposition and industrialists, which gave arguments that this law will slow down development of economy and additional taxes for reinvested profit will not encourage companies to invest and finally will make Lithuanian economy less competitive. 

Seimas amended the personal income tax law by increasing the monthly tax-free minimum from 214 to 250 litas, beginning on 1 April 2002. 

Information Technologies

Voicecom, a subsidiary of Lietuvos Telekomas, founded jointly with Nexcom Telecommunications LLC of the US, plans to control a 30% of the international telephone calling market in Lithuania by the end of 2002. Currently Voicecom has 10% of the market. The company began offering international telephone calling services using the internet at the beginning of March, 2001. Tariffs for international calls abroad using Voicecom are among the lowest in Lithuania. In the near future company plans to offer phone calls from personal computers that have microphones. 

After meeting with Prime Minister Algirdas Brazauskas on December 4, Lietuvos Telekomas director Tapio Paarma announced that telephone rates will be increased only once next year instead of the previously planned two increases. Beginning on July1 2002, call connection fees will be raised from 0.12 to 0.14 litas, and the monthly subscription fee from 19 to 23 litas. The rates for local calls will increase from 0.11 to 0.12 litas per minute during the day, and from 0.06 to 0.08 litas in the evening. While the rates for personal users will not be as great as previously planned, Paarma noted that Lietuvos Telekomas does not expect lower revenues. 

Lithuanian telecommunications company Omnitel predicts 40 percent of Lithuanians will use mobile telephones by the end of 2002, and that by the middle of that year the number of Lithuanians using mobile phones will equal those using fixed telephone lines, BNS reported on Nov 24.
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