January  - Mid February, 2002

Political News

President Valdas Adamkus met with US President George Bush in Washington. Bush confirmed that Lithuanian efforts to join NATO are being noted and appreciated. 

Repeating that Russia will not have any veto rights against new members, he called Lithuania a front-runner among the applicant states. Bush also thanked Lithuania for its support in antiterrorist activities and its active role in Balkan peacekeeping operations. During this visit Adamkus met with IMF Managing Director Horst Kohler, who informed him about a recent IMF study that affirms that the three Baltic States are financially able to join NATO and the EU while ensuring macroeconomic stability. 

An influential U.S. senator, Jesse Helms said that there were no reasons not to invite the three Baltic countries to NATO during the alliance's summit meeting in Prague. U.S. Secretary of State Colin Powell also predicted a large expansion of NATO at the Prague summit in November.

Former Prime Minister and Liberal Union Chairman Rolandas Paksas announced on 22 January that he and the other parliament deputies who were expelled from the Liberal Union after they withdrew from its parliamentary faction, plan to form a new political party to be called the Liberal Democratic Party. The founding congress of the new party will be held in May and working groups are already drafting its program and statutes. Paksas said that the party program will be similar to that of the Liberal Union, but will devote more attention to government problems, social policy, and rural issues. Former Economy Minister Eugenijus Maldeikis was elected chairman of the new Seimas faction with former Environment Minister Henrikas Zukauskas as his deputy. Deputy Juozas Raistenskis, who had also declared he was leaving the Liberal Union, decided to join the ruling Social Democratic Party

Parliament Chairman Arturas Paulauskas asked politicians and farmers not to demand for a transition period on the sale of domestic farmlands to foreigners, as this may stop EU membership negotiations. Paulauskas position was also supported by Prime Minister Brazauskas, who said that only half of agricultural lands are used, and sale of land could attract necessary investments into agricultural sector. 

Their concerns were confirmed by the head of the Lithuanian division of the Enlargement Directorate of the European Commission, Mr. Anders Henriksson, who informed members of the Seimas Rural Affairs Committee that they should not demand a seven-year transition period for allowing the sale of agricultural land to foreigners. He said a transition period is not needed and would be harmful to Lithuania's interests. Henriksson noted that Lithuania did not ask for a transition period when it completed the relevant negotiations chapter last March, and that to demand one now would be counterproductive, as it would shake the EU's confidence that Lithuania will stand by what was agreed to earlier. Agriculture Minister Jeronimas Kraujelis explained that the transition period is needed to gain the necessary two-thirds support of the parliament for amending Article 47 of the constitution.

Brazauskas told he will try to gain greater EU support for agriculture, but it would not be realistic to expect an economic miracle based solely on EU subsidies. He noted that the protests by farmers' organizations over the EC's draft proposal calling for new EU members to be limited to just 25 percent of the subsidies given to current EU members are not realistic. The proposed EU subsidies would be greater than the support of 40 litas per hectare of grain crops that Lithuania currently provides. Brazauskas estimated that various EU programs would increase this support to 125 litas per hectare in 2004. Brazauskas noted that EU assistance to Lithuania in 2004 through structural and regional funds, direct payments, support for rural development, and for the closure of the Ignalina Nuclear Power Plant would reach about 2 billion litas, or about a third of the national budget, under the proposed plan. 

Lithuanian and Russian Transportation Ministries agreed to set up a joint working group to unify cross-border cargo railway transit tariffs to Klaipeda and Kaliningrad. Presently tariffs for Russian cargo to Klaipeda by railway are 20 - 44 percent higher than those going to Kaliningrad. If agreement will be reached, it is expected that turnover of Klaipeda port will increase. 

Minister of Foreign Affairs Antanas Valionis had a meeting in Moscow where he discussed visa problems of Kaliningrad inhabitants that will arise after Lithuania joins the EU. Also he negotiated with Russian Transport Minister Sergei Frank about transport corridors from Russia to Kaliningrad and the possible construction of a 200 kilometre gas pipeline through Lithuania. 

Economy

Statistics Department Chairman Algirdas Semeta announced preliminary data indicating that the gross domestic product (GDP) of Lithuania in 2001 was 47.8 billion litas, or 5.7 percent greater than in 2000. The Lithuanian Finance Ministry forecasted GDP growth of 4.8 percent, while the International Monetary Fund and European Union had predicted a 4.5 percent rise. The greater than expected increase was primarily due to a rise in GDP of 7.9 percent in the fourth quarter. Total industrial output sales (without valued-added and excise taxes) in 2001 were 26.6 billion litas, an increase of 16.9 percent compared to 2000. However, agricultural production declined by 8 percent. 

Statistics Department announced that the construction sector recovered, with construction projects increasing by 4.7 percent. Exports in 2001 grew by about 20 percent and exceeded the results of 1997 for the first time since the Russian financial crisis.

Preliminary data from the Finance Ministry indicates that the central government collected 6.38 billion litas in revenues in 2001, 127 million litas or about 2 percent less than foreseen. The budget deficit of 735 million litas was below the projected level of 906 million litas.

Government revenues in 2001 increased by 564 million litas over 2000 to 6.35 billion litas, but were some 2.5 percent -- or 164 million litas -- less than planned. The deficit was primarily due to a 187 million litas shortfall in the value-added-tax and 55.8 million litas less in corporate profits tax than anticipated, as well as the failure to gather 25 million litas in gambling taxes because no casinos were yet in operation. 

The Agriculture Ministry announced that in 2001-year food exports rose by 22 percent compared to 2000 to 1.71 billion litas while imports increased by 9 percent to 1.81 billion litas. The negative food products trade balance of 97 million litas in 2001 was much lower than that of year 2000, when negative trade balance was 303 million litas. 
Among 162 countries listed in the United Nations Human Development report, Lithuania raised its index from 0.789 in 2000 to 0.803 in 2001 and rose from 54th to 47th position. The index is calculated from average life expectancy, education, income, and social conditions. Estonia and Latvia were ranked 44th and 50th, respectively.

The International Monetary Fund (IMF) announced that it believes the Baltic States will enjoy the fastest economic growth in the coming years if they are admitted to the European Union in 2004. Assuming that they successfully enter the EU in 2004, the IMF predicts that Lithuania's GDP will grow by 4 percent in 2002 and by 4.8 percent in 2003, by 5.3 percent in 2004, and by 6 percent in 2005 and 2006. The IMF also mentioned a scenario in which the Baltic states are admitted to the EU in 2004, but their economic development becomes hindered by external factors. In this case, Lithuania GDP would increase by 2 percent in 2002, by 2.8 percent in 2003, by 3.3 percent in 2004, and by 4 percent in 2005 and 2006. If the Baltic States are admitted to the EU after 2006, the IMF predicts that Lithuania GDP in 2002 would grow by 4 percent, by 4.3 percent in 2003, by 4.5 percent in 2004, and by 4.8 percent in 2005 and 2006.

The government on approved a draft law liquidating the free economic zone in Siauliai formed five years ago. Economy Minister Petras Cesna said that the zone had accumulated enormous debts and failed to attract any investors. Its debt reached 177 million litas. The governmental Strategic Planning Committee decided to give former Soviet military base in Zokniai to the country's air force. 

Foreign Minister Antanas Valionis sent an official letter to the 15 EU foreign ministers asking that an additional 15 months be granted to Lithuania for its transition period to increase domestic excise taxes on tobacco to EU levels or until 31 December 2010. The extension request was prompted by the EU decision in November 2001 to raise the minimum excise tax on 1,000 cigarettes to 64 euros ($57).

Deputy head of the Social Liberal party's Seimas faction Vytautas Kvietkauskas told a press conference that the ruling party was in consultation with lawyers to develop charges of impeachment against lawmakers who had allowed Williams International to partially privatize the state-owned oil refinery. Leader of conservative party Andrius Kubilius said that this way Social Liberal party wants to increase their ratings before Presidential election. 

It was announced that Lukoil president Vagit Alekperov was holding talks at Williams' central headquarters in Tulsa, Oklahoma. Lukoil management has said publicly that it would buy a controlling interest in Mazeikiu Nafta if Lukoil was granted management control of the refinery. However, Williams denied that it will sell stock of Mazeikiai Refinery to Lukoil. 

The oil company Mazeikiu Nafta (Mazeikiai Oil Refinery) announced an unaudited loss of 277.2 million litas for the year 2001, based on U.S. generally accepted accounting principles. The company's general manager, Jim Scheel, said that a fall in refining margins on world markets, a sharp decline in crude oil and oil product prices, and a fall in light product sales in Lithuania were the most important factors for the losses. Leader of Central Union Glaveckas said that government should initiate bankruptcy procedure to Mazeikiai Refinery, as its debts already exceed its own assets. 

Mikhail Khodorovsky, the president of the Russian oil firm Jukos and Keith Bailey, the executive director of Williams International, resumed discussions in Tulsa, Oklahoma on the agreement signed 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 in exchange for a 26.85 percent share of Mazeikiai Nafta. Williams had unilaterally broken off the negotiations in December after Jukos reported that the Russian government was blocking access to oil pipelines for future exports to Lithuania and other countries.

The power utility Lietuvos Energija sold 44 million litas of the outstanding debt for electricity owed by the Belarus state-owned utility, Belenergo, to four buyers for 24.3 million litas. Belenergo still owes Lietuvos Energija $34 million. Lietuvos Energija resumed electricity exports to Russia's Kaliningrad region and Belarus after the first reactor of the Ignalina nuclear power plant was put back into operation at the end of December. 
Russia announced that some Lithuanian transport companies had carried goods to their customers in Russia without paying customs duties, and that Russia was establishing tighter control over Lithuanian carriers as a result. In January, Russia introduced a mandatory convoy procedure for all trucks from Lithuania, which resulted in greater costs and delays. Recently Lithuania succeeded in obtaining a suspension until 30 April of the tightened customs control measures on Lithuanian commercial trucks and agreed that the Lithuanian national road carriers' association, Linava, and the Russian carriers' association, would draw up a schedule for the payment of compensation to Russia for the lost revenues.

Privatisation

The flow of foreign direct investment grew by 11.5 percent or 1.08 billion litas in the first nine months of 2001 and totaled 10.41 billion litas. The largest investments during the year came from Denmark, Sweden, Estonia, Germany, and the U.S.

Privatization Commission Chairman Eduardas Vilkas announced that the commission has approved the sale of a 76 percent shares of Lithuanian Agriculture Bank to the German bank Norddeutsche Landesbank Girozentrale (Nord/LB). The State Privatization Fund also approved the sale and submitted it to the government for approval. Nord/LB will pay 71 million litas  for the shares and invest a further 65 million litas in the bank. According to preliminary data, Agricultural bank posted a preliminary net profit of 8.46 million litas in 2001, making it the second most profitable bank in Lithuania for the year. 

The Vilnius City Council approved agreement on leasing the city's heating system for 15 years to the French company Dalkia. Dalkia has promised to invest about 700 million litas into the heating network while retaining the existing heating fees until 2004. The agreement has been very controversial and some politicians opposed it. It is likely that Vilnius Major deputy Mr. Imbrasas will be released from its post because of opposing to this agreement. 

Important Legal Acts

President of Bank of Lithuania Reinoldijus Sarkinas announced on 1 February that the Lithuanian litas will be pegged to the euro at a rate of 3.4528 litas to one euro. The rate was determined by taking the U.S. dollar/euro exchange rate ($0.8632 per euro) announced by the European Central Bank earlier that afternoon and dividing it by four. Litas had been pegged to the dollar at a rate of four to one since April 1994, when Lithuania adopted a currency board arrangement that will be retained. The decision to shift the peg was made so that there would not be any more exchange rate fluctuations in trading with the EU, which Lithuania hopes to join in 2004. However, some experts commented that date chosen for re-pegging was not good, as at that time Euro exchange rate was very low. If Euro will start to grow, this may have negative impact on Lithuanian export. 

The Government expressed an approval on 14 January for the draft amendment to Article 47 of the Constitution, which would allow foreigners to purchase agricultural land, inland waters, and forests. If adopted, the measure would become effective only once Lithuania becomes a member of the European Union. The main incentive for the amendment is Lithuania's desire to comply with EU requirements. Amending the Constitution require the approval of two-thirds of Seimas in two votes separated by a minimum of three months. Fearing that foreigners would buy a significant amount of farmland, Seimas Agricultural Committee has recommended that the government should try to obtain a seven-year transition period from the EU before land sales to foreigners are allowed. 

Then Seimas approved on 15 January changes to Article 47 of the Constitution, which will allow foreigners to purchase farmland, but postponed debate on the question of whether a transition period is needed for the law to come into force. On 24 January the parliament agreed to debate the issue of a transition period at an extraordinary session of parliament to begin on 28 February. It also voted to amend the Constitution's Article 119 to extend the term of local governments from three to four years, and to allow all residents and not just citizens to vote and run in local elections. To complete the amendment process, it must be approved a second time in three months by two-thirds of the parliament (94 deputies). The session also voted to give to the Jewish society in Jerusalem more than 300 rescued Jewish Torah scrolls, which were stored in the National Mazvydas Library in Vilnius.

Seimas overturned the veto by President Valdas Adamkus of amendments to the law that Seimas adopted in December weakening the restoration of ownership rights to nationalized real estate. All the members of the ruling coalition made up of Social Democrats and Social Liberals, as well as the factions of the Peasants and New Democracy Party present at the session voted to override the presidential veto. The chairman of the recently formed Independent faction, Eugenijus Maldeikis, said its members boycotted the vote, since they "did not wish to attend an anticonstitutional act." On 22 January deputies who support the president's veto forced a vote on a resolution asking the Constitutional Court to rule whether the amendments comply with the constitution, but this vote failed. If the resolution had been approved, the disputed law would have been suspended until the court made its ruling. Nevertheless, 52 deputies signed an appeal to the Constitutional Court asking it to rule on the constitutionality of the amendments. 

The parliament adopted a resolution approving the national program for fighting corruption. The program provides for measures to limit political and administrative corruption, creates regulations for investigating violations of corruption law, and increases public awareness of corruption. It proposes to prohibit legal persons from supporting political parties, currently the major financing source of parties during elections. The program proposes to simplify the procedure of issuing various permits and licenses as well as the customs procedures and to create a system for protecting persons who inform about cases of corruption at work. 

Seimas Chairman Arturas Paulauskas signed the amendments to the Higher Education Law. President Adamkus said that although this Law has serious drawbacks, he will not veto it. The amendments will go into effect beginning January 2003 and introduce uniform tuition fee of 500 litas per semester. As defined by the amendments, half of the daytime and one- third of evening students receiving the highest grades will be exempt from paying tuition, while others will be entitled to low-interest loans with 15- to 20-year payment plans. Prime Minister Brazauskas expressed doubts as to whether the funds required by the amendments will be found, as the real costs for each student is about 5,000 litas per year.
After Seimas amended Law of social Insurance, starting January 1, 2002, individual companies are obligated to pay additional 15% tax to SODRA. This law, initiated by member of Social Democratic party A. Sysas, was criticised by Liberal Party and Central Union, as very non-favourable to small business. Law already created immediate reaction of individual companies that started to de-register and close. 

Information Technologies

Lithuanian IT Trade mission visited  the United States. Mission was intended to highlight the latest IT commercial opportunities in Lithuania. Led by the Lithuanian Development Agency, twenty-one representatives from the leading Lithuanian IT companies came to the US to introduce themselves to the U.S. business community and discuss specific partnership and sales opportunities. 

The Lithuanian information technologies company Alna has been granted the status of Microsoft Gold Certified Partner. This is the highest evaluation for achievements in one of the Microsoft solutions areas. According to the news report, Alna has become the first company in the Baltic states to have been granted Microsoft partner status for solution integration. 
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