Mid April  - Mid May  2002

Political News

After talks with Chinese Ambassador Yuming Chen, Defence Minister Linas Linkevicius announced that Chinese President Jian Zemin plans to visit Lithuania this summer. The visit was still being scheduled via diplomatic channels, but it is likely to be in June. It is expected that Chinese President Jiang Zemin's planned visit to Lithuania would give a new boost to bilateral relations. There are plans for the two presidents to sign a declaration on Lithuanian-Chinese relations and for the signing of an extradition treaty. 

At a meeting of chief negotiators for EU entry in Brussels on 22 April, Lithuania closed the two chapters: on Institutions and on Justice and Home Affairs in its negotiations for EU membership. This raised the country's number of completed chapters to 26 of 31. It was agreed that Lithuania would have 12 seats (the same as Ireland) in the 732-seat European Parliament, and seven (the same as Ireland, Finland, Denmark, and Slovakia) of the 345 seats in the European Union Council. The completed justice chapter requires Lithuania to pay more attention to halting corruption, organized crime, drug trafficking, and illegal migration, and to change its visa policies. From 1 January 2003, visas will be required for Belarusian and Ukrainian citizens, as well as train passengers and truckers transiting to Russia's Kaliningrad region. Beginning on 1 July 2003, residents of Kaliningrad will need visas to enter Lithuania. The five chapters not yet completed are Agriculture, Energy, Regional Policy and Coordination, Finance and Budgetary Provisions, and "Other," which deals with issues that are specific to Lithuania. 

Delegations of all 44 Council of Europe's member-states participated in the 110th session of the organization's Committee of Ministers in Vilnius on May 2-3, with 16 of the groups to be led by foreign ministers, the Lithuanian Foreign Ministry reported. The meeting will bring together foreign ministers of Andorra, Azerbaijan, Belgium, Bosnia and Herzegovina, Estonia, Finland, Georgia, Iceland, Latvia, Luxemburg, Macedonia, Malta, Moldova, Sweden, Ukraine and Yugoslavia. The Vilnius session was also attended by Council of Europe Secretary General Walter Schwimmer, and other high officials. Lithuania is to hand over its six-month presidency over the Committee of Ministers to Luxemburg on May 3. Lithuanian politicians consider that it was decision to held this session in Vilnius shows high evaluation of Lithuania efforts to join EU. 

The congress of the Liberal Union in Vilnius on 20 April by a vote of 310 to none with three abstentions named party Chairman Eugenijus Gentvilas as its candidate for Lithuania's president. He said that bureaucracy, taxes, and market restrictions should be lowered, public solidarity encouraged, and the country's foreign policy should be determined by the national interest and internal needs. 

The council of the New Union (Social Liberals) at its meeting in Kaunas on 27 April expressed support for the proposal of its coalition partner, the Social Democratic Party, to move up the date of the elections to local councils from February-March 2003 to December 2002, when the presidential elections will be held. One of the main reasons for the proposal is that holding only one election would save several million dollars. Although the ruling coalition has enough votes in the parliament to change the election date, the opposition Liberal Union is trying to stop this action by declaring that, if the elections are combined, it will not support the passage of amendments to constitutional Articles 47 and 119 pertaining to local councils.

Parliament chairman Arturas Paulauskas and Prime Minister Algirdas Brazauskas, the chairmen of the New Union (Social Liberals) and the Social Democratic Party reached a compromise over educational reform. Paulauskas told reporters that the parliament's Education and Culture Committee will hold a final meeting. When asked whether Education and Science Minister Algirdas Monkevicius will retain his post, Paulauskas said his resignation was not discussed and there is no basis for the rumours that he will be replaced by the chairman of the parliament's education committee, Rolandas Pavilionis. Paulauskas mentioned that it was agreed that the education reforms are necessary, but that no reforms will be carried out if the schools and the local government oppose them. At another press conference the same day, the heads of the parliamentary fractions of the two parties, Alvydas Ramanauskas and Juozas Olekas, said that education issues will not undermine the ruling coalition. 

Public opinion polls 

Data of opinion pool performed by “Vilmorus” and announced on April 20, 2002.

Recent opinion pool showed that Social democratic party retains stable support. Christian Democratic party also should be satisfied with public support, as well as New Union, while both liberal parties lost some supporters, who probably can not choose among two parties, leaded by  Paksas and Gentvilas . 

	Valuation of political parties - For which party you would vote
	
	

	
	%
	
	

	
	April 2002
	March 2002
	January 2002

	Social democratic party
	22.4
	22.7
	23.1

	Liberal Union
	5.0
	7.9
	6.7

	Christian Democrats
	10.0
	7.6
	6.5

	New Union
	7.0
	7.5
	6.1

	Conservative party
	7.9
	6.3
	7.9

	Central Union
	4.4
	4.4
	3.9

	Liberal democratic Union
	3.3
	4.1
	

	Union of Agricultural party and New Democracy
	2.8
	2.6
	4.9

	Lithuanian freedom Union
	0.9
	2.2
	2.2

	Modern Christian Democrats
	0.8
	1.6
	1.9

	Russian Union
	0.6
	1.0
	0.5

	 
	 
	 
	 

	Would not vote, does not know
	32.6
	 
	 



[image: image1.wmf]0

5

10

15

20

25

Socialdemocratic party

Liberal Union

Cristian Democrats

New Union

Conservative party

Central Union

Union of Agricultural party and New

Democracy

Lithuanian freedom Union

Modern Cristian Democrats

Russian Union

April 2002

March 2002


	Confidence in Institutions
	

	
	%
	

	 
	Trust
	Do not trust

	Church
	60.6
	10.4

	Mass media
	59.3
	12.1

	President
	53.4
	19.5

	Army
	46.4
	19.9

	Health Care
	47.1
	24.7

	Army
	41.6
	22.6

	Sodra
	43.5
	26.5

	Municipalities
	31.3
	27.9

	Banks
	31.5
	36.0

	Police
	30.8
	36.9

	Government
	20.5
	43.4

	Courts
	16.1
	44.6

	Seimas
	8.5
	59.9

	Parties
	5.5
	73.1
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	Valuation of Politicians
	
	
	
	
	

	
	April 2002
	
	
	March 2002
	

	 
	Positive
	Negative
	Difficult to say
	Positive 
	Negative
	Difficult to say

	V. Adamkus
	65.1
	15.6
	19.3
	67.4
	12.7
	19.9

	K. Bobelis
	64.4
	13.4
	22.0
	64.2
	12.6
	23.2

	A. Brazauskas
	52.5
	28.4
	19.1
	58.6
	24.3
	17.1

	K. Prunskiene
	49.9
	24.0
	26.1
	45.7
	27.4
	26.9

	C. Jursenas
	44.6
	26.2
	29.2
	43.4
	28.1
	28.5

	A. Paulauskas
	38.2
	36.6
	25.2
	38.4
	33.7
	27.9

	K. Glaveckas
	40.3
	17.9
	41.8
	37.7
	18.6
	43.7

	R. Paksas
	39.1
	30.3
	30.6
	39.6
	30.0
	30.6

	E. Gentvilas
	40.5
	16.2
	43.3
	37.4
	19.0
	43.6

	L. Linkevicius
	37.3
	12.4
	50.3
	33.4
	13.5
	53.1

	V. Blinkeviciute
	30.9
	24.5
	44.6
	30.2
	26.7
	43.1

	D. Grybauskaite
	27.3
	14.3
	58.4
	26.5
	15.6
	57.9

	A. Zuokas
	32.3
	21.9
	45.8
	28.5
	25.6
	48.6

	V. Andriukaitis
	25.4
	34.4
	40.2
	23.3
	36.8
	39.9

	A. Valionis
	17.3
	12.2
	70.5
	16.5
	13.7
	69.8

	G. Vagnorius
	18.4
	46.5
	35.1
	15.1
	51.5
	33.4

	V. Sustauskas
	17.5
	58.9
	23.6
	14.9
	59.2
	25.9

	V. Lansbergis
	16.9
	64.7
	18.4
	14.1
	68.1
	17.8
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Top three politicians remain the same for quite long time, although Brazauskas lost considerable amount of supporters. Most likely it happened because of his secret holiday trip to Egypt with his friend and later marriage. 

Economy

Statistical data of 2001 was announced: 

According to corrected data of Statistics Department, GDP in 4-rd quarter of year 2001 grew faster than expected and growth was 7.9%. Total GDP growth in 2001 was 5.9%, and amounted to 47.968 litas. Unexpected value for 4-rd quarter was mainly caused by the reason that companies used opportunity to invest into long-term assets and thus reduce taxation of profit. 

Main stimulus for GDP growth remained export, but increased import also showed that internal markets are reviving. Experts believe that this year GDP growth must slow down, and this assumption is confirmed by data of Statistics Department for first quarter of 2002 – sales of goods increased only by 1.7% during this period. 

Ministry of Finance forecasts that in 2002 GDP will grow by 4.4% (they increased forecast from previously stated 4%), Vilnius Bank – 4.5%, European Committee – 4%, Nordea Bank – 4.0%. 

Below is table of main statistical indicators for 1998 – 2001 and Nordea Bank forecasts for years 2002 and 2003
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Direct foreign investment (FDI) increased by 14.2% and reached 10,662 billion litas. 

FDI per capita amounted to 3,062 litas, the Statistics Department announced on March 29. According to the statement, the largest amount of investments last year came from Denmark (1.983 billion litas or 18.6 percent of the total amount), Sweden (1.721 billion litas or 16.1 percent), Estonia (1.072 billion litas or 10 percent), Germany (984.5 million litas or 9.2 percent) and the United States (882.6 million litas or 8.3 percent). The largest portion of investments went into the manufacturing industry (25.6 percent), trade (20.4 percent), financial intermediaries (19.9 percent) and communications services (14.7 percent).

Average unemployment rate in 2001 was 12.5%. In December of 2001 it was even 12.9% and this value was 0.3% higher compared with year 2000. Forecasts of Labour Exchange that unemployment rate should go down in 2001 did not come true. High unemployment resulted in a very slow growth of average salary, which increased only by 1.3%. 

Lithuanian Labour Exchange expects that this year average unemployment will decrease to 11.3%, and so far statistical data confirms this trend – unemployment in March 2002 was 12.6%, that is 0.6% lower compared with March 2001.  As of 1 April the number of officially registered unemployed was 221,100, or 6.9 percent fewer than a year ago.

Export grew by 20.3%, import - by 16.4%, and deficit of foreign trade mounted to 7.081 billion litas, or 7.5% higher than in year 2000. Main portion of both export and import consisted of mineral products, and this is closely related to operations of Mazeikiai Refinery.  Without mineral products export grew by 16.7%, import – by 17.9%. Most likely such growth rate will not be possible in 2002, as during first two months of this year export grew by 4.2%, import by 6.2% only. 

Main foreign trade partner of Lithuania remains European Union (export - 47.9% /20.4% growth compared with year 2000/, import – 44% /18% growth/). Export to NIS was 19.5%, import – 29.7%, and import products were mostly resources of energy and raw materials. As European economy is slowing down, it is expected that this year role of Russia will continue increasing. In 2001 export to Russia improved drastically, by 84.3%, and made 10.9% of all Lithuanian export. 

State budget received 6.345 billion litas, that is 9.7% more than in 2000, but still 2.5% less than planned. Budget plan was not met because of slow growth of consumption. Thus VAT plan was not met by 5%, incomes of juridical persons – by 17.7%. Other taxes were collected according to the plan, and excise tax even exceeded plan by 0.9%. 

Situation with tax collection in 2002 is improving - during January – March 2002 budget received 2.097 billion litas and exceeded plan by 1.2%. VAT collection surpassed plan by 2.8%. However, expected excise taxes were no collected by 11.6% due to decreased consumption of oil products. 

During 2001 State debt increased by inconsiderable amount – from 12.725 billion litas to 12.903 billion litas, and GDP/Debt ratio decreased – it was 26.9%, while in 2000 it amounted to 28.2%. During first months of 2002 State is borrowing money almost exclusively in local market, and its debt almost did not change and is 12.923 billion litas. This is 25.3% of forecasted GDP of year 2002 (51.127 billion litas). Also it is important to mention that re-pegging of litas from US dollar to Euro was smooth and any negative reaction of markets was not observed. 

Consumer price index in March was 0.7 percent lower than in February, but 1.6 percent higher compared to March 2001. 

Lithuania's gross domestic product (GDP) grew by 4.1 percent in the first quarter of 2002 compared to the same period last year according to a preliminary estimate, the National Statistics Department stated on April 30. GDP in real prices totalled 11.055 billion litas (2.9 billion dollars) in January-March 2002. 

The Finance Ministry announced that the international investment banks JP Morgan and UBS Warburg will handle Lithuania's planned 10-year Eurobond issue worth 400 million euros ($350 million) in the second quarter of this year. 

International Monetary Fund European Department director John Odling-Smee told visiting Finance Minister Dalia Grybauskaite in Washington that the IMF would no longer require Lithuania to sign another economic policy memorandum after the current one expires at the end of the year.

The international credit rating agency Standard & Poor's upgraded the long-term foreign-currency rating for Lithuania from BBB- to BBB on 22 April, BNS reported. It was raised due to the country's achievements in maintaining tight fiscal policy and increasing the pace of structural and fiscal reforms as well as successful harmonization of national legislation with EU law.

Vilnius Mayor Arturas Zuokas and European Bank for Reconstruction and Development (EBRD) Infrastructure Business Group Director Gavin Anderson signed a preliminary financing agreement in Vilnius on 8 April for an up to 10 million euro loan to finance the development of the city's transport system. The EBRD is expected to extend the loan for up to 12 years without requiring state guarantees.

The international rating agency Standard & Poor's announced that it had assigned the city of Vilnius a credit rating of BBB- for long-term borrowing in foreign currency and BBB+ for borrowings in national currency. This first credit rating obtained by Vilnius is the same as the rating given to Lithuania and may help gain greater investments for the city. 

U.S. company Williams International and the Russian oil company Yukos, after three months of intense talks, handed the government draft agreements on cooperation in Mazeikiai Refinery.  The two companies signed a preliminary agreement in June in which Yukos 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 Mazeikiai  Refinery, but Williams cancelled the agreement in December after Yukos could not guarantee oil deliveries. Officials of the two companies expressed their hope that the government will approve the agreement and that it can be finalized by June. Minister of Economy Petras Cesna expressed scepticism as to whether that deadline can be met. 

Mazeikiai Refinery announced on 29 April that its pre-audit losses in the first quarter of the year according to domestic accounting standards was 81 million litas or 104.4 million litas according to U.S. generally accepted accounting principles. The company's managing director, Jim Scheel, told a news conference that the losses were due to the decline in the oil-refining margin by $22 per ton since the first quarter last year, the halt in the activity of the Butinge oil terminal, and 24 percent lower sales of light oil products on the Lithuanian market.

Statoil, Norway's state oil company, announced that its has signed preliminary agreement with Shell Europe Oil Products about buying the entire chain of Shell service stations in the Baltic states. At present Statoil has 90 full-service gas stations and nine automatic gas stations in the Baltic states. With the additional Shell stations, its network will grow to some 160 gas stations in the region.

The Ignalina Nuclear Power Plant produced 3.89 billion kilowatt-hours of electricity in the first quarter of this year, compared to 1.98 billion kWh produced in the same period a year ago. 

Austria's President Thomas Klestil who had its first official visit to Lithuania during the meeting with President Adamkus praised the progress Lithuania has made in completing EU membership negotiation chapters, but stressed that Lithuania will have to comply with the EU's recommendations that the first reactor of the nuclear power plant at Ignalina be shut down in 2005 and the second reactor in 2009. Adamkus responded by saying that the greatest problem in closing the reactors is obtaining the necessary funding to complete it. Klestil also discussed the issue of closing the nuclear power plant with Prime Minister Algirdas Brazauskas. 

The government approved and sent to Brussels a document estimating that the costs for decommissioning the nuclear power plant at Ignalina would total 2.4 billion euro ($2.1 billion) by 2020. Deputy Economy Minister Arturas Dainius noted that the government has not allocated any funds from the state budget for these expenses, but there are 40.5 million euros accumulated in the international fund for the closure of the first bloc of the reactor.

Belarusian President  Lukashenka, while visiting Chernobyl-affected areas on 26 April, said he is ready to consider purchasing the Ignalina nuclear power plant from Lithuania.  Lithuanian Prime Minister Brazauskas noted that the government had not received any official proposal from Belarus and that the Belarusian concern Belenergo still had not paid the 36 million-euro debt to Lithuania for electricity supplied in 1998 and 1999. 

A total of 4.69 million tons of freight were handled at the Klaipeda port in the first quarter of the year, a 13.45 percent increase from the same period a year ago. Excluding fuel oil and other oil products, the freight in the quarter was 2.85 million tons, or only a 0.38 percent year-on-year increase.

Holiday Inn Vilnius, a business hotel controlled by Six Continents Hotels, the world's second-largest international hotel chain, has opened in Vilnius. The hotel houses 134 rooms, 4 conference halls, underground and above-ground parking, a bar and restaurant. The Holiday Inn chain covers around 1,500 hotels in 100 countries of the world. Holiday Inn will be the eighth hotel chain operating in Lithuania alongside Le Meridien, Minotel, Radisson SAS, Best Western, Relais & Chateaux, Reval Group and Scandic Hotels chains.

Privatisation 

The Privatization Commission on 11 April named the consortium of German energy companies, EON Energie, and Ruhrgas the winner of the contest to gain the 34 percent stake as strategic investor in the natural gas company Lietuvos Dujos (Lithuanian Gas). Another 34 percent share will later be sold to a Russian natural gas supplier, probably Gazprom. According to non official data, it is expected that German companies will pay 116 mln litas for 34% of Lithuanian Gas shares, and 34 million litas will go to a special government account from which it could later claim back the funds if it is not satisfied with the changes being made to the mechanism regulating natural gas prices in Lithuania. 

Important Legal Acts

Valdas Adamkus vetoed the amendments to the government law adopted by the parliament on 26 March that would have changed the administrative structure of ministries by leaving only one politically appointed deputy minister and handing the leadership of the ministry administration over to the new post of state secretary. The 13 ministries currently have between two and five deputy ministers, all of whom are political appointees. Adamkus proposed that the post of deputy minister be totally eliminated and that the posts of state secretary and secretaries be established in the ministries and selected through open competition. He also suggested that the changes in the law go into effect on 15 June.
Bank of Lithuania Chairman Reinoldijus Sarkinas told President Valdas Adamkus that the bank's board will discuss the amendments to the monetary and foreign-currency laws that would end the requirement that all payments within domestic markets be made only in the national currency, the litas. Sarkinas said the amendments would allow the settlement of accounts in any currency upon the agreement of the parties involved. Sarkinas also said that the bank wants to cancel the provision in the foreign-currency law requiring the central bank's permission for the opening of an account in a foreign bank. The President's Office later issued a press release indicating that Adamkus supports the amendments and hopes they will improve the business environment in the country.

The parliament by a vote of 46 to 17 with 77 abstentions adopted a new civil service law. The new law, which will go into effect from 1 July, specifies major civil service principles, work payments, and social guarantees. 

Law on Income Tax

The Government approved a new version of the law on personal income tax drafted by the Ministry of Finance.

The following changes are contemplated in the draft: 

- Replacement of the various currently effective eight income tax rates by only two, 33% and 15%

· Reduction of the current personal income tax 33% and 35% rates to 29%

- Taxation of other personal income at either 29%or 15%rates

- Taxation of life insurance benefits

- Reduction of the income tax base for individuals: the tax will be calculated on the taxpayer ’s taxable income less expenses for studies, interest on loans for housing, contributions to pension funds and life insurance premiums.

The draft also proposes the idea of introducing general declaration of income. The law will come into force from 1 January 2003. 

VAT Law

The new VAT Law, to become effective from 1 July 2002, introduces the following major changes:

 - Import VAT will not be deductible for motor vehicles unless the motor vehicle is intended for sale, lease, commercial carriage of passengers or driving lessons.

 - From 1 January 2003,newspapers and magazines, except for publications of erotic and violent nature, will be subject to a reduced 5%VAT rate (their current exemption from VAT will terminate on 31 December 2002).

 - From 1 January 2004,medicines and pharmaceuticals will be subject to a reduced 5%VAT rate (their current exemption from VAT will terminate on 31 December 2003).

 - Purchasers of goods and services, who are Lithuanian legal entities and individuals registered as VAT payers, will have to calculate and pay to the budget VAT on goods and services (e.g.,copyrights, consulting, legal, auditing, accounting, recruiting and advertising services) acquired from foreign individuals or entities.

 - Foreign tax residents will be able to obtain a refund of VAT paid by them in Lithuania. Such right will be conferred on foreigners from countries where VAT may be refunded to tax residents of the Republic of Lithuania.

Increase of the basic tax allowance
From 1 April this year, the basic tax allowance of 214 litas has been increased to 250 litas. The ruling faction of the Social Democratic Coalition intends to propose that next year the Government further increase the basic tax allowance. The amount has not yet been set, but it could be 290 litas. 

Information Technologies

The International Intellectual Property Alliance, stated in its annual report that Lithuania remains one of the largest transportation hubs for pirated goods and is the main re-exporter of pirated goods in the region. Alliance reported that 90 percent of video cassettes, 85 percent of sound recordings, and 75 percent of business software sold last year in Lithuania were pirated versions.
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