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Political News

After Valdus Adamkus‘ victory in the presidential elections, market players believe that Adamkus‘ pro-western policy will reinforce the economic stability of the country.

Foreign investors who followed Rolandas Paksas impeachment process could have reacted negatively to a possible victory of a candidate supported by the former president. Businessmen and economists said that they hope Valdas Adamkus could succeed in guaranteeing the stability of the economy in the event of victory of the populist majority in the Seimas elections in autumn.

After taking his oath in Seimas, Lithuanian President Valdas Adamkus said that Lithuania is interested in security and stability expanding eastwards and the distribution of democratic values. "Russia's democratic development is very important for us. A closer partnership between Russia and the Western world will open up new possibilities for Lithuania, both in the region and in Europe," Adamkus said.

He said that Lithuania's goal is to help the Kaliningrad region open up to Europe, and to encourage Russia to be more open for European- Atlantic partnership. "We are interested in Ukraine gaining accession to the EU and NATO. Hope remains that Belarus will return to the path of democracy and connect its future with European-Atlantic structures," Adamkus said.

Later Adamkus attended a Lithuanian army parade as the chief commander of the Lithuanian armed forces.

Lithuanian President Valdas Adamkus made an official suggestion to the Seimas to approve Brazauskas as prime minister. After discussing the issue, Seimas Speaker Arturas Paulauskas proposed that this question be resolved immediately.

Seimas approved acting Prime Minister Algirdas Brazauskas as prime minister. 70 deputies voted for appointing Brazauskas prime minister, 5 voted against, and 11 abstained.

According to the constitution, the prime minister is appointed by the president, and is then approved by the Seimas. The president considers the prime minister's suggestions regarding the staff of the Cabinet of Ministers.

Lithuanian President Valdas Adamkus has invited his Estonian and Latvian counterparts to come to Vilnius in the autumn. According to Presidential adviser Edminas Bagdonas, preparations for the meeting of the presidents is currently underway, therefore, the exact date of the meeting and topics of conversations will be announced later.

The meeting of the presidents of the three Baltic States was scheduled to be held in spring this year, however, it was postponed due to the political crisis caused by the office of President Rolandas Paksas. 

Law enforcement authorities – Special Investigation Service and Prosecutor General’s Office have identified the members of Seimas involved in corrupt relations with the company Rubikon Group. Seimas members include the social democrat Vytenis Andriukaitis, the social liberal Vytautas Kvietkauskas and the conservative Arvydas Vidziunas. All of them are denying charges of corruption. Andriukaitis, Kvietkauskas and Vidziunas are suspected of receiving bribes of LTL 95,000, LTL 25,000 and LTL 40,000 respectively from Rubikon Board Chairman Andrius Janukonis for the adoption of favourable laws.

Andrius Janukonis also has denied the charges of bribing. He is saying the interpretations of his telephone conversations with the Seimas members by the Prosecutor General’s Office are misleading. Mr. Janukonis refers to the suspicions presented by law enforcement authorities as “purely political”. According to him, it is quite possible that the Special Investigation Service has heard him talk about money with the MPs, as the politicians have approached him several times seeking financial support for their parties, which Mr. Janukonis finds absolutely normal.

The investigation of the corruption scandal has revealed the company Rubikon Group battling with gas suppliers in the adoption of laws favourable to the group. Andrius Janukonis is facing bribery charges with respect to the passing of the Laws on District Heating and Natural Gas last year. These laws are particularly significant for Rubikon, as the company organises the most important tenders for the power supplier Vilniaus Energija, which is controlled by France’s Dalkia. The group is expected to receive about LTL 56 million from Vilniaus Energija within 15 years. The gas supplier was the company Dujotekana whose prices were the cause of disagreement. 

An ad hoc parliamentary commission, formed to consider prosecutors' request to allow legal proceedings against three Lithuanian lawmakers accused of bribery listened recorded phone calls of the three politicians and reviewed other evidences presented by prosecutors. 

Algimantas Salamakinas, chairman of an ad hoc parliamentary commission, told journalists that the discussion with the three lawmakers, which lasted almost five hours, was sincere and constructive. “They denied what has been told by prosecutors,” said Salamakinas. “Their argumentation is highly solid.”

Several of the taped telephone conversations between the three lawmakers accused of corruption and Rubicon Group CEO Andrius Janukonis were published in the press. 

The Lietuvos Rytas and Respublika dailies published Janukonis’ conversations with the deputy speaker of Parliament, Vytenis Andriukaitis, Arvydas Vidziunas, Vytautas Kvietkauskas and Eligijus Masiulis, head of the oppositional Liberal and Center faction. Lithuanian national radio also broadcast the conversations. 

The conversations were released by order of Parliament’s anti-corruption commission. 

The publicized transcripts show that Janukonis had talked with politicians about passing a law on heat economy, which had been vetoed by the president, and asked for mediation in getting financial support for a business project. Respublika also published a facsimile showing that law enforcement officials had established that Andriukaitis mediated Janukonis’ meeting with the leader of the ruling Social Democratic Party, Prime Minister Algirdas Brazauskas, on electricity distribution networks.

With 50 Seimas members voting to revoke the immunity of Vytenis Andriukaitis and Arvydas Vidziunas and 49 against Vytautas Kvietkauskas, the final count fell far short of the one-half (71 votes) necessary to pass the resolution and give way to an investigation. Paulauskas unsuccessfully urged his colleagues to vote in favor of the resolution.

Andriukaitis, who ran in the 2002 presidential elections and is a prominent figure in the ruling Social Democratic Party, announced his resignation immediately following the vote, thus making him eligible for participation in an investigation.

Same was done by Vydziunas and Kvietkauskas later. 

President Valdas Adamkus hailed Andriukaitis' decision as a positive precedent.

Soon after that Prosecuror’s General office resumed investigation and accused Andriukaitis, Vidziunas and Kvietkauskas in bribery. 

The company Rubikon Group has announced its readiness to look for ways of transferring the court case concerning the damage inflicted on the company’s image to another country in the European Union where the proceedings would be conducted in accordance with Lithuanian laws. Rubikon lawyers will adopt an appropriate decision within the next few days after analysing all available information. The company’s management says such measures could help avoid any pressure on the court from the politicians. The claim for damages presented by Rubikon totals 61 million litas.

With two months to go before elections, the Conservatives and the Liberal and Center Union appear prepared to cooperate in an effort to rally right-wing forces and possibly take some votes away from the extremely popular Labor Party. The council of the oppositional Conservatives party chose to cooperate closer with the Liberal and Center Union. According to the party's press service, the decision was approved on condition that the Liberal Centrists not make any agreements with the Labor Party, which based on polls seems certain to win the October ballot.

Socialdemocratic party and New Union also agreed to prepare a joint list of candidates for upcoming Seimas elections. Analysts say that it is first step in merging of these two parties. This agreement was reached mainly by efforts of Paulauskas, while some members of socialdemocratic party doubt in necessity of such step. 

Political scientists say the pre-election coalition of the social democrats and the social liberals has an advantage over the right-wing alliance. According to them, close cooperation between the Conservative Party and the liberal centrists is unlikely for ideological and psychological reasons. 

Forty-nine members of parliament from various parties have suggested holding a special Seimas session on August 16-23. The signatures of parliamentarians backing the initiative were presented to Arturas Paulauskas, speaker of the Seimas. Most of the legislative acts that could be heard during this special session are anti-corruption measures that the Seimas agreed to pass after the start of the ongoing corruption scandal.

Ceslovas Jursenas, the vice-speaker of the Seimas, told that legislators plan to debate the Politician's Moral Code and financing for political parties, political organizations, and political campaigns. He also said that the agenda will include discussion of amendments to the tax administration, income tax, and citizenship laws, as well as several international agreements. 

Bertelsmann Foundation, one of the world's ten biggest media associations, which assesses progress of states of the world has rated Lithuania's advance 9.6 on a 10-point scale in its recent report. The report reviewed progress and political activity of 116 states of the world over 1998-2003. The state of democracy, market economy and the quality of political activity were assessed in detail during the research. Three main factors were examined in detail in all the countries that participated in the research: the rate of development, particular problems and efficiency of political activity. In terms of to the criterion of efficiency of political and economic activity, Lithuania shares the second place with the Czech Republic, Slovakia and Slovenia among the 116 countries. Hungary ranks first with 9.7 points. According to the abovementioned criterion, Estonia ranks 6th, Poland - 7th, Latvia - 12th, Russia - 41st, Belarus is 85th. 

According to the criterion of public governance, Lithuania ranks 2nd among the 116 states as well (7.7 points). Estonia ranks first with 0.2 points more.

The report of the Bertelsmann Foundation underlined advance made by Central and Eastern European states: they have successfully developed constitutional democracy and socially responsible market economy. The report especially emphasised achievements of Lithuania, Estonia, Slovakia and Slovenia – all of them have been implementing well-coordinated economic stability policy, and improved economic competitiveness in 1998-2003. As to the assessment of governments, the report stressed that seeking to overcome Russia's economic crisis, the Lithuanian government proved that it was flexible and able to adjust successfully.

On 26 July by joint accord the NATO Alliance decided to approve Lithuania's application for NATO's Contact Point Embassy in Minsk, Belarus. A Contact Point Embassy is NATO's informal representative office. It informs the general public, the media, academic institutions and communities, NGOs of the neighbouring states about Alliance's activities, objectives and tasks. It also promotes cooperation between the Government of the concerned States and NATO. The functions of NATO Contact Point Embassy in Minsk will be performed by the Turkish representative office until 31 August. Lithuania will take over the functions for two years on 1 September.

Lithuanian Air Force Commander Colonel Edvardas Mazeikis is scheduled to be appointed Lithuania's military representative to NATO in Brussels. Colonel Mazeikis' candidacy for the new office had been approved by the Seimas National Security and Defense Committee, the Foreign Ministry and NATO. The officer would take the new office on September. Military representatives are appointed and dismissed by defense minister.

On 28 July Russia's Liberal Democratic Party leader Vladimir Zhirinovsky held a meeting with his electorate at the Lithuanian Consulate General in Kaliningrad. The meeting drew together some 300 people. The organisers criticised Lithuania's transit regime and demanded free passage from the Kaliningrad Region to the mainland Russia.

Lithuanian Consul General in Kaliningrad Vytautas Žalys noted that no incidents were reported, but Zhirinovsky's speech included phrases insulting the State of Lithuania and the Lithuanian nation. The diplomat also observed that the leader of the Russian Liberal Democratic Party had given more attention to Russia's domestic policy rather than Lithuania.

Twelve representatives of the Klaipėda Fire and Rescue Service and the Lithuanian Fire Department attended a NATO-Russian exercise Kaliningrad 2004 in the Kaliningrad region aimed to test the region's readiness to eliminate after effects of a simulated terrorist attack.

The training included a seminar for experts of Ministries of Foreign Affairs and Environment, Klaipėda Sea Rescue Coordination Centre. Lithuanian Foreign Ministry Undersecretary Evaldas Ignatavičius observed the training. Lithuania applauds NATO cooperation with Russia in the field of crisis management.

This was the first civilian crisis management exercise in the region. The training will help to prepare for coordination of NATO - Russian actions of services of civilian protection and rescue. It is important for Lithuania that the exercise scenario included preparations for eliminating a possible oil spill

The expulsion of the Lithuanian military attache from Russia is a response to Lithuania's expulsion of three Russian diplomats in July, Lithuanian Foreign Minister Antanas Valionis told national radio.

Lithuanian military attache Sigitas Butkus has been expelled from Moscow in response to Lithuania's declaration of three Russian diplomats as persona non grata in July, about which the press and society have not been informed, Valionis said.

The foreign minister expressed regret over the non-constructive reaction on the part of Russia.

Russian businessman Jurij Borisov said that he will go to the European Court of Human Rights if he is expelled from Lithuania after being involved in a scandal that led to the impeachment of President Rolandas Paksas in spring this year.

He contributed 1.2 million litas to Paksas's presidential campaign in 2002. After becoming president, Paksas granted Borisov, Lithuanian citizenship.

However, the Constitutional Court qualified this as remuneration for Borisov's campaign support and ruled that this was illegal, a verdict that became one of the reasons for Paksas's impeachment.

Dalia Grybauskaite, Lithuania’s commissioner in the European Commission, will be in charge of financial programming and budget as from 1 November. “This is a great success for Lithuania and its recognition in the European Union,” said Ms. Grybauskaite. She admits having known of her new post for two weeks already. According to the commissioner, her previous experience as the country’s minister of finance and the fact that Lithuania’s economic growth indicators have been among the best over the recent years had much influence on the final decision. “Ms. Grybauskaite’s post will be extremely important for Lithuania, as we will have to solve the financing of the Ignalina nuclear power plant and Kaliningrad transit,” said Foreign Minister Antanas Valionis, commenting on her appointment. 

Economy

Lithuania's GDP expanded 7.3% year-on-year to 28.279 billion litai in constant prices in the first half of 2004.

Added value created by manufacturers and construction companies surged over 12 percent in the six-month period. The annual rise in added value in domestic manufacturing sector totaled 16 percent in the second quarter. The growth in added value in the construction, trade, hotel and restaurant sectors exceeded the average. 

Backed by a general rise in added value in manufacturing, the country's GDP grew by 6.9 percent in the second quarter of 2004 from the April-to-June period a year earlier, to 15.116 billion litas. GDP per capita amounted to 4,207 litas in the second quarter of 2004, a 7.4 percent increase in comparative prices over the respective period of previous year. In the first quarter, the country's GDP totaled 13.164 billion litas, soaring by 7.7 percent, in year-on-year terms. 

State budget revenues in June topped the target by LTL 44.9 million, while the six-month forecast was beaten by LTL 112 million. The Finance Ministry said the state budget revenues in the first half, excluding aid from the EU, came to LTL 4.753 billion, against a target of LTL 4.641 billion.

In July consumer prices remained on the same level as in June, although food prices went up another 1.5 percent over the month. The highest rise (about 10 %) was observed in the meat group, which can be attributed to increased exports to the EU market. According to producers, meat prices have already stabilized and are to depend mainly on transportation costs over the next few months. Meanwhile Lithuanian road carriers have already announced their readiness to increase the rates if the rise of the world oil prices continues.

The Department of Statistics forecasts annual inflation of 2 percent and believe that deflation will be short-term, and prices will begin climbing again in September.

The Lithuanian government is planning to borrow LTL 650 million on the domestic bond market by the end of the year, LTL 88 million more than in the first six months. The Finance Ministry predicts that the interest rates paid by the government may also increase towards the year-end. “Our borrowing needs in the second half are greater than in the first half because we will need considerable resources to cofinance EU aid,“ said Lukas Tursa, the director of the Finance Ministry‘s Treasury Department.

Statistics shows that exports and imports over I half of 2004 as compared with I half of 2003 went up by 15.5 and 15.2 per cent, respectively . 

According to non-final data gained from Customs declarations and Intrastat reporting data in the I half of 2004 exports totalled LTL 11517.6 million in terms of commodity value. Commodities imports to Lithuania equaled LTL 15721.9 million. The foreign trade deficit made up LTL 4204.3 million and was by 14.6 per cent higher than last year.

Experts say the foreign trade deficit rose mainly due to an increase in the price of oil. Meanwhile Lithuanian exporters increasingly orientate themselves to the EU markets, because they have become more attractive than the Russian markets.

Table 1. Main foreign trade partners

	
	Exports
	
	Imports

	
	Million LTL
	%
	
	Million LTL
	%

	Total
	11517.6
	100
	 Total 
	15721.9
	100

	EU-15
	5052.3
	43.9
	EU-153
	7447.9
	47.4

	EU-25
	7154.8
	62.1
	EU-254
	10169.4
	64.7

	CIS
	1783.3
	15.5
	CIS
	3945.6
	25.1

	EFTA
	1424.4
	12.4
	EFTA
	337.5
	2.1

	Germany
	1184.5
	10.3
	Russia 
	3069.4
	19.5

	Switzerland
	1129.3
	9.8
	Germany
	2766.9
	17.6

	Latvia
	1046.6
	9.1
	Poland
	1138.6
	7.2

	Russia
	976.3
	8.5
	Denmark
	642.5
	4.1

	France
	681.1
	5.9
	Latvia 
	617.2
	3.9

	United  Kingdom
	649.6
	5.6
	Netherlands
	608.7
	3.9

	Denmark
	543.1
	4.7
	France
	570.6
	3.6

	Sweden
	539.2
	4.7
	Belarus
	567.5
	3.6

	Netherlands
	492.8
	4.3
	Finland
	552.9
	3.5

	Estonia
	464.6
	4.0
	Sweden
	532.9
	3.4

	USA
	442.4
	3.8
	Italy 
	522.3
	3.3

	Poland
	433.6
	3.8
	Estonia
	518.3
	3.3

	Belarus
	414.0
	3.6
	United Kingdom 
	407.5
	2.6

	Belgium
	289.1
	2.5
	Belgium 
	336.2
	2.1

	Norway
	284.7
	2.5
	China 
	313.0
	2.0

	Other
	1946.7
	16.9
	Other 
	2557.4
	16.4


Diagram 1. Exports and imports over January–June 2000–2004 
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At the end of July 2004, international reserves made up LTL 9.657 billion after increasing 3.4 percent over the month. According to the Bank of Lithuania, the reserves were pushed up mainly by the bank's operations with central government institutions. 

The central Government debt fell by LTL 65.1 million over June and stood at LTL 11.996 billion at the end of the month. According to the Ministry of Finance, this accounted for 20.1 percent of this year's projected GDP. 

Over June 2004 international reserves shrank by LTL 0.429 billion or 4.4 percent and made up LTL 9.342 billion at the end of the month. The reason behind this was larger purchases of foreign currency by commercial banks from the Bank of Lithuania

Boosted by a rise in money in circulation and deposits, the total money supply in Lithuania grew by 3.8 percent or 687.5 million litas in June, compared with May, to reach 18.848 billion litas, the Bank of Lithuania has announced. The money supply increased by 21 percent or 3.267 billion litas over the year from June 2003 to June 2004. In month-on-month terms, currency in circulation grew by 2.6 percent or 119.7 million litas to 4.704 billion litas. Demand deposits rose by 4.9 percent or 288.3 million litas, to 6.169 billion litas. Time and savings deposits increased by 4.6 percent or 187.7 million litas to 4.27 billion litas, while foreign currency deposits went up by 2.5 percent or 91.7 million litas, to 3.705 billion litas.

According to the Bank of Lithuania, the banks' loan portfolio enlarged by LTL 1.06 billion or 8.1 percent over the second quarter of this year. Loans to financial institutions went up by LTL 303 million or 22.4 percent over the same period.

Information provided by the Lithuanian Social Security Fund shows that the life of the country’s population in the first half-year of 2004 improved, as compared to the same period last year. The government budget received about LTL 1.45 billion in income taxes from residents over January-June, up from the LTL 1.25 billion that flowed in over the same period in 2003. This year the official income of all employed population has gone up by nearly 15 percent.

Investments in Lithuanian company shares at the end of June stood at LTL 5.004 billion, up 20 percent from LTL 4.169 billion at the end of last year. According to the Central Securities Depository, resident investments soared by 25.4 percent in the first half up to LTL 2.518 billion.

Forecasts of decline in the number of incoming tourists after Lithuania's accession to the European Union has not come true. According toe the Lietuvos Rytas daily, the hotels in major Lithuania's cities are 80-percent full, whereas rooms at seaside hotels have been reserved until the end of the summer. The rise in the incoming tourist flow has been favorable for the whole domestic economy. The contribution of restaurant and hotel operators into the gross domestic product (GDP) rose by 9 percent in the second quarter of 2004, compared with the April-to-June period a year before. The Bank of Lithuania has announced that the expenses of foreigners in Lithuania amounted to approximately 413 million litas  in the first three months of 2004, a rise of almost 30 percent from the expenses of 319 million litas recorded for the January-to-March period of 2003. Revenues on incoming tourism currently comprised approximately 10 percent of total Lithuania's export revenues.

International rating agency Fitch has assigned long-term ratings for obligations in foreign currency to the three Baltic States.

Estonia's was raised from 'A-' to 'A', Latvia's from 'BBB+' to 'A-' and Lithuania's also from 'BBB+' to 'A-'. The outlook for all three ratings is "positive," a Fitch press release says. One of the main reasons for the ratings increase is these countries' continual movement toward the euro, it says. Furthermore, Fitch increased ceiling ratings for the three countries by one step: Estonia's to 'AA-', Latvia's and Lithuania's both to 'A+'.

With the exception of Lithuania (from 'F3' to F2'), the Baltic States' long-and short-term forex obligation ratings were left as is.  According to the most recent world rating of economic freedom, with 6.8 points Lithuania now ranks 44th together with France, Malta and other countries. However, it has gone up by 25 places over the year, but still lags behind Latvia and Estonia.

The latest quarterly macroeconomic report of the World Bank (WB) says Lithuania’s economic growth is related to the rise in the Russian economy. Lithuanian experts and market participants are skeptical about the opinion of WB’s analysts that the country would fail to maintain the existing GDP growth rate in view of the fall of world oil prices and the slowdown of the economic growth in the East.

Residents of Lithuania will not feel any direct effect from the country being a party to the Exchange Rate Mechanism (ERM-2), a waiting chamber before joining the euro area. However, the mechanism will help solve the remaining macroeconomic problems so that the country is stable when it joins the area, Raimondas Kuodis, the monetary policy director at the Bank of Lithuania, told ELTA.

The finance officials of the European Union blessed the admission of Lithuania, Estonia and Slovenia to the ERM-2. 

Central bank officials have mentioned many times that Lithuania could enter the euro zone in late 2006 or early 2007.

The ECB recommended that the Baltic state set more ambitious fiscal objectives for itself, because, as it put it, it is abnormal to have a state budget deficit against the backdrop of such significant economic growth. The European institution also cautioned Vilnius to oversee the loan portfolio in the context of the growing number of loans. One more highlighted point suggests carrying through structural reforms that could increase the flexibility of the national economy. Kuodis stated that Lithuania would continue to stick to a fixed exchange rate, which has been in place since 1994 as a major factor ensuring the inflation-free, steady economic growth of the country. 

The monetary policy official, however, acknowledged that joining ERM-2 was no guarantee that Lithuania would be within the euro zone in two years time. 

Kuodis expressed optimism that Lithuania would spend the minimum period of two years within the Exchange Rate Mechanism because it complies with all the Maastricht criteria for the states applying for membership in the euro area.

Lithuania is among the few EU member states complying with these criteria, its budget deficit being kept below the benchmark 3 percent with respect to gross domestic product. The country estimates its state debt at no more than 60 percent of GDP, has a stable national currency, and keeps the inflation rate down to meet the average 1.5 percent rate of the three EU member states with the lowest inflation.

Lithuania's public and private sectors are not fully ready for aid from EU structural funds, as many entities have no clear vision of its benefits. The Lithuanian Economy Ministry predicts that aid worth LTL 1.1 billion will be issued to companies and the public sector by the end of August 2006. However, many potential bidders are still hesitant with requests. The Lithuanian Business Support Agency is beginning to accept applications for aid. During the entire period until September 1, 2006, the agency expects about 3,000 applications and plans to process aid for about 1,000 projects. According to the Economy Ministry, the most active interest in structural aid has been displayed by the furniture, wood-processing and tourism sectors.

The Lithuanian Agriculture Ministry has reported that 214,000 farmers have declared their crop areas in order to receive EU aid. The total area of the fields declared exceeds 2.3 million hectares, enough for Lithuania to claim the LTL 500-million aid the EU has pledged.

Lithuanian farmers are to receive  608 million euro in financial aid under a rural development plan in the years 2004-2006, of which around  183 million euro in support funds should come this year. 

The EU contribution amounts to 489.5 million euro. The rest will be financed by Lithuania. Lithuania was among the first EU member states to approve the rural development plan.

After EU membership Lithuania has joined its structural policy, the purpose of which is to reduce economic and social differences among the regions and to improve competitiveness of less developed areas through the use of financial measures. According to the Ministry of Social Security and Labour, which administers the European Social Fund in Lithuania, these finances are used for investments into human resources and employment. EU assistance for Lithuania is to total about EUR 147 million in 2004-2006.

In 2004-2006 the European Union will finance the upgrading of Lithuania's transport infrastructure with LTL 1.5 billion to be absorbed by businesses. The major part of the funds will go to road builders and companies engaged in the production of railway management systems and equipment.

The Lithuanian government's Tourism Department has approved plans to build the European-gauge Rail Baltica stretch along the eastern side of Kaunas. In addition, an intermodular terminal will be built at Karmelava to service the European railway stretch.

About LTL 166 million is to be invested in the construction of a new railway station and checkpoint at Kena on the Lithuanian-Belarussian border. After the country joined the EU, this station has turned into the European Union‘s gateway to the East. The new Kena station has already been designed to meet EU requirements. The construction project is to be completed by the end of 2005. The construction work being carried out is not impeding traffic, as about 53-54 freight trains and 16 passenger trains cross the station in one day. “After the construction is completed, the throughput of the station will increase up to 80 freight trains a day,“ said Transport Ministry secretary Liudmila Lomakina.

Algirdas Brazauskas, prime minister of Lithuania, received Dalia Grybauskaite, the country's former finance minister and now its EU commissioner, to talk about the closing of the Ignalina Nuclear Power Plant.

Brazauskas and Grybauskaite also discussed the meeting of the European Commission on July 14, which is to consider the financial perspective for the European Union for 2007-2013. Soon, the commissioner said, Lithuania will have to submit its adjusted position on the decommissioning of the power plant. Brazauskas assured Grybauskaite that the government will necessarily send its estimate of the project by the deadline.

In Grybauskaite's words, the European Commission gave a good evaluation to Lithuania's preparedness to administer the money from the EU Structural Funds. According to the commissioner, Lithuania, which submitted the biggest number of applications for financing, is the leader among the new members of the bloc.

The donors for the decommissioning of the Lithuanian Ignalina nuclear power plant have approved EUR 225 million in funding.

Philip Morris Lietuva intends to invest USD 20 million into the expansion of the subsidiary in Klaipeda. As PML representatives say the resources will enable within two years increase the capacities of the subsidiary up to 20 billion cigarette units per year as compared to 5 billion units last year. 

Mazeikiu Nafta audited consolidated net profit for the first half of the year was LTL 232.242 million according to the US GAAP standards. The financial statement for the first half, audited by Pricewaterhouse Coopers, will be published by August 31, the National Stock Exchange announced.

Mazeikiu Nafta intends to expand their petrol stations network: the company negotiates with a couple of operators as regards petrol station management by way of franchise. Recently Mazeikiu Nafta has started changing the design of 29 petrol stations under their management according to the JUKOS standards.

The first petrol station renovated according to the JUKOS standards is already in operation in Siauliai. The company will invest 5 million litas in total into the renovation of petrol stations this year.

The record high oil prices and plans of the Russian oil concern Gazprom to sell gas for euros rather than US dollars at the same price for all EU members are expected to push up gas prices in Lithuania as well. According to Raimundas Paliukas, general director of the gas supplier Dujotekana, the price of natural gas will most probably begin climbing steadily from 2006 and reach the European level over a few years. However, the conversion to the euro would help avoid fluctuations of the exchange rate and ensure the stability of prices for users, he says.

The Lithuanian Government is ready to react to changes at the Russia’s oil concern Yukos if they are directly related to the refinery Mazeikiu Nafta. However, it rejects the possibility of buying out MN’s shares held by Yukos. Prime Minister Algirdas Brazauskas says Lithuania knows what steps should be taken about MN, but he refuses to comment on any retaliatory measures. PM does not see it as a misfortune if MN’s shares were taken over by the Russian Government or other companies in that country. However, PM Brazauskas is set to go to Moscow any time to defend the Lithuanian refinery where the Government controls a shareholding of 40.66 percent.

The right wing Conservatives have pounced on Algirdas Brazauskas, for what they see as his weak reaction to a possible fall of the Russian oil giant Yukos. 

Arturas Paulauskas, the speaker of the Seimas, has asked the Competition Council of Lithuania to investigate whether the fact that petrol and diesel prices are higher in Lithuania than in Latvia or Estonia is a violation of rules of competition and the result of abusing a dominant position in the market.

Paulauskas noted that, after entering the European Union on May 1, 2004, all three Baltic countries coordinated their fuel taxes and custom tariffs, but the differences in fuel prices remain. 

"Recently, a common topic of discussion is why the price of petrol and diesel are much higher in Lithuania than in Latvia or Estonia, though the main supplier is the same -- Mazeikiu Nafta," reads the letter of Paulauskas to the Competition Council.

The UNESCO World Heritage Committee announced that it planned to list Lithuania's Curonian Spit as endangered on Feb. 1 next year if Lithuania and Russia failed to sign an agreement on the independent evaluation of environmental effects, accident prevention and the elimination of consequences of oil drilling at the D-6 deposit.

Although the average stock turnover on the National Stock Exchange (NSE) fell nearly by half in the second quarter of this year, the Bourse is still optimistic about attracting new investors for companies in the future. “Normally in Q2 stock prices in securities markets drop due to the payment of dividends, the value of which is deducted from stock market prices,” explained NSE’s President Dalia Jasulaityte. NSE pins large hopes on a new trading system to be launched next year. According to Ms. Jasulaityte, the system will allow combined trading by local and foreign investors. She also said trading on the Lithuanian Bourse will be cheaper for market participants.

Lietuvos Mediena, the Lithuanian Association of Wood Processing Enterprises, and Kaunas Technological University have set up a special company, Koordinacinis Medienos Technologiju Tyrimo ir Pletros Centras (KMTTPC), which will coordinate the training of required wood processing specialists at the country’s educational institutions. Nearly LTL 2 million are to be invested in state-of-the-art equipment that will be installed at the new centre. KMTTPC will contribute to the training of highly skilled specialists that higher schools are sometimes unable to prepare appropriately due to their outdated technologies and facilities. The centre also expects to receive assistance from the EU structural funds and the Lithuanian Government.

The Baltic power companies, Estonia’s Eesti Energia, Latvia’s Latvenergo and Lithuania’s Lietuvos Energija, and Finland’s Pohjolan Voima and Helsingin Energia have signed a shareholders’ agreement on the NordLink project. The EUR 110-million project deals with the construction of a submarine cable. 

After a year’s delay, Polish power specialists are completing the documentation necessary for receiving EU assistance for the EUR 434 million Lithuanian-Polish power project. The Poles are requesting assistance not only for the strategic line connecting Lithuania with the West, but also for the upgrading of the Polish power transmission system and the shortening of the line between Poland and Germany. Lithuanian energy experts believe that the country has already lost the possibility of exporting Lithuanian power to Europe, as the shutdown of the Ignalina nuclear station may result in shortages of power for the local needs. The power bridge connecting Lithuania with Poland and the West will be built by 2009 at best.

Due to a 7-minute power failure at the substation in Jonava, the automated emergency system shut down Achema, the Baltics' largest plant of nitrogen fertilisers. The plant should be back to its normal mode of operation in the afternoon today. The local environmental specialists say the concentrations of ammonia in the air did not show any higher than permitted levels. However, the town's inhabitants claim they could feel a sharp smell of ammonia outdoors for about half an hour after the blackout. Jonava's health care officials advised the residents to stay indoors.

September should bring forth the names of financial investors of the retail chain Iki, which controls the companies Palink and Baltisches Haus in Lithuania. The retailer is expected to begin negotiations with them on the purchase of the company’s new EUR 50-million share issue. The financing itself is scheduled to reach Iki by the end of this year. Management of the company has not disclosed the price of the new issue. Iki’s representatives and the London-based consulting firm Sindicatum have already visited several potential investors, but are still waiting for more favourable conditions. The foreign mutual funds Amber Trust and Firebird have expressed their interest in the new issue.

The caution of some Lithuanian companies will allow them to avoid the bank crisis that is gaining momentum in Russia. On the eve of the crisis the Lithuanian businesses prudently moved their accounts to other banking institutions. “I do not know if they had received some information before the difficulties began,” says Andrius Kalindra, first secretary for economics at the Lithuanian Embassy in Moscow. Meanwhile the Lithuanian banks Hansabankas and Ukio Bankas have not abandoned their plans of opening branches in Russia’s capital.

The crisis that is shaking the Russian banking sector has still affected Lithuanian companies, experts said. After warnings by the business daily Verslo Zinios, many Lithuanian firms have moved their accounts from cash-strapped Russian banks and have started demanding prepayment from their partners and customers in Russia. Still, refrigerator manufacturer Snaige, which makes household fridges in Kaliningrad Region, fears that disruptions in payments may change its future plans. “I do not know what their sources of information were, but some Lithuanian companies moved their accounts to other banks right before the crisis,” said Andrius Kalindra, the first secretary of the Lithuanian embassy in Russia. He had told about a “blacklist” of banks being drawn up in Russia back in early June. By now, one of Russia’s top 30 banks, Guta Bank, and one of the largest banks in the country, Alfa Bank, have also stopped paying depositors.

The retailer IKEA, which in 2003 bought 60 percent of the output of Lithuania’s furniture industry, is increasing its orders by 3 percent this year. Local furniture manufacturers rely on the trademark of the Swedish concern when looking for new clients and more profitable orders.

The Baltics’ largest retail chain VP Market is relocating its head office from Vilnius to Latvia’s capital Riga. VP Market’s leader Ignas Staskevicius, who has been appointed the company’s Board chairman in Lithuania, Latvia and Estonia, is leaving for Riga.

Baltic Optic Disc (BOD), a company engaged in industrial production of CDs, is to build a plant in Estonia already this year. According to BOD's Managing Director Vladas Sakalauskas, the company has already purchased a land parcel and started design work.

The CD manufacturer Baltic Optical Disc (BOD) produced 2.3 million CDs for the total of LTL 4.8 million over the first half-year of 2004. The results for January-June last year were respectively 2.1 million and LTL 5.2 million.

Seeking to build up its trademark, the cell maker Naujasis Sirijus is launching the production of household electrical goods this autumn. The first shipments of the new products are to be exported to Russia.

Privatisation

The State Assets Fund has stated that 133 privatisation deals worth LTL 201.27 million were concluded in the first half of the year. In June alone, 47 state and municipal-owned property items fetched LTL 4.65 million.

The State Property Fund and Alita, a maker of alcoholic beverages, have signed the share purchase agreement on the sale of the winery Anyksciu Vynas. Under the agreement the buyer has to pay LTL 25.61 million for the 72.93 percent of AV’s stocks within five business days from today. The Supervisory Board of the winery Anyksciu Vynas (AV) has elected four new members to AV’s Board, the National Stock Exchange reports. Yesterday the beverage maker Alita paid LTL 25.61 million to the State Property Fund for a 72.93-percent shareholding in AV.

Achema, a Jonava-based maker of nitric fertilisers, and its partners have fully paid for the shares of the Klaipeda stevedoring company Klasco. Achema is a part of the concern Achema Group controlled by Bronislovas Lubys, president of the Lithuanian Industrialists Confederation.

The Competition Council of Lithuania agreed to allow the Finnish bank Nordea to take over part of the assets and liabilities of Kredyt Bank's Vilnius branch.

In its statement to the Competition Council, Nordea indicated that it wanted to take over Kredyt Bank's Vilnius branch in order to expand its operations in Lithuania.

The Bank of Lithuania earlier agreed to allow the Finnish bank to take over part of the assets and liabilities of Kredyt Bank's Vilnius branch. The terms of the deal have not been disclosed.

According to the Bank of Lithuania, at the end of May this year, the assets of Kredyt Bank were worth 450.3 million litas (130.52 million euros), its loan portfolio was valued at 344.5 million litas (99.85 million euros), and its accounts were worth 64.5 million litas (18.69 million euros).

Lithuania’s privatisation authorities are reportedly planning to resume efforts to sell off the national carrier Lithuanian Airlines (LAL) this year. The State Property Fund says it is currently analysing the company’s situation and gradually drawing up LAL’s new privatisation programme. 

The Lithuanian Airline LAL carried 163,200 passengers by regular flights in the first half-year of 2004, or by 23.9 percent more year-on-year. After leasing its third Boeing 737-500 in May, LAL is planning to further expand its fleet, begin new flights and increase the number of existing trips.

Opinion polls

Seimas members corruption scandal already hit their popularity. Especially it was evident in case of Seimas speaker deputy Vytenis Andriukaitis – in the beginning of June he was supported by 22.9% of voters, while in July – only by 13.4%. According to difference of positive and negative rating Andriukaitis moved close to Sustauskas. 

Behavior of major of Vilnius Zuokas during corruption scandal when he escaped to Poland also was evaluated negatively, he has lost significant support.

Valuation of Politicians
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	July 2004
	
	June 2004
	

	 
	Positive
	Negative
	Positive
	Negative

	V. Grigaravicius
	69,5
	4,9
	69,0
	6,7

	V. Adamkus
	60,1
	21,4
	58,5
	25,8

	D. Grybauskaite
	59,4
	9,2
	58,9
	9,6

	C. Jursenas
	57,6
	20,5
	53,6
	23,8

	V. Blinkeviciute
	57,2
	17,9
	58,2
	16,0

	A. Brazauskas
	53,6
	25,9
	53,1
	29,0

	V. Uspaskich
	52,1
	21,7
	58,4
	17,8

	K. Prunskiene
	51,4
	28,9
	51,6
	26,5

	A. Paulauskas
	46,5
	30,0
	43,3
	34,9

	L. Linkevicius
	42,4
	10,6
	40,2
	12,3

	A. Valionis
	37,9
	14,5
	36,4
	14,4

	K. Bobelis
	31,5
	31,8
	27,9
	37,7

	J. Olekas
	28,0
	33,7
	32,3
	32,3

	A. Kubilius
	25,7
	39,8
	29,8
	41,0

	A. Zuokas
	24,5
	40,9
	36,7
	30,1

	A. Monkevicius
	24,5
	11,9
	25,4
	12,3

	G. Vagnorius
	21,4
	40,9
	22,8
	42,5

	A. Klimavicius
	18,7
	18,1
	16,5
	17,0

	V. Greicius
	17,9
	10,5
	18,0
	12,6

	G. Steponavicius
	17,0
	22,7
	21,7
	17,4

	S. Buskevicius
	15,6
	21,5
	15,1
	27,0

	J. Kraujelis
	14,2
	23,7
	12,3
	28,2

	V. Andriukaitis
	13,4
	47,2
	22,9
	32,1

	V. Sustauskas
	10,3
	68,1
	9,7
	72,2


Valuation of political parties

Labor party remains the most popular, but it’s rating started to decrease gradually. Union of Agricultural party and New Democracy made significant step up, the reason of it was success of Prunskiene in the presidential elections. 
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	July 2004
	June 2004

	Labor party
	29,1
	28,1

	Socialdemocratic party
	11,5
	13,5

	Conservative party
	8,6
	11,1

	Union of Agricultural party and New Democracy
	7,9
	4,2

	Liberal and Central Union
	5,8
	5,6

	Liberal Democratic  Party
	4,0
	5,7

	Christian Democrats
	3,6
	2,3

	New Union
	3,2
	4,9

	Polish Election Action
	1,3
	0,4

	Russian Union
	0,6
	0,6

	Lithuanian Freedom Union
	0,1
	0,1

	Would not vote, does not know
	22,8
	21,4


Confidence in Institutions

After Adamkus was elected the president, rating of the president’s office started to improve. Adamkus also became politician who is considered represent people interest the best. 
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	Confidence in Institutions
	 
	 
	 
	 

	 
	July 2004
	 
	June 2004
	 

	 
	Trust 
	Do not trust
	Trust 
	Do not trust

	Education
	66
	5,7
	68,7
	5

	Church
	63,1
	13,6
	62,9
	14,7

	Army
	62
	9,4
	62
	10,5

	Sodra
	60,8
	11,6
	62,8
	13,4

	Constitutional Court
	52,9
	16,2
	52,3
	19

	Health Care
	48,6
	22,4
	49,1
	22,6

	Banks
	47,5
	21,7
	47,2
	25,9

	Mass media
	46,2
	22,3
	50,2
	20

	President
	44,6
	24,7
	26,1
	36,4

	Municipalities
	36,9
	23
	41,4
	20,3

	Police
	30,1
	34,5
	34,5
	31,9

	Government
	28,5
	33,9
	28,4
	34,1

	Courts
	21,4
	35,8
	25,3
	32

	Seimas
	10,9
	57,5
	13,6
	53,9

	Parties
	5,4
	65,3
	6,8
	65


Which Lithuanian politician represents people's interest the best.
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	July 2004
	June 2004

	Valdas Adamkus
	23,6
	19,4

	Algirdas Brazauskas
	14,8
	14,4

	Viktor Uspaskich
	14,1
	15,8

	Kazimiera Prunskiene
	13,9
	9,7

	Ceslovas Jursenas
	10,3
	10,8

	Vilija Blinkeviciute
	8,5
	15,9

	Rolandas Paksas
	8,0
	9,9

	Arturas Paulauskas
	7,7
	8,3

	Julius Veselka
	4,5
	3

	Vytautas Lansbergis
	3,3
	3,3

	Petras Austrevicius
	3
	7,2

	Andrius Kubilius
	3,0
	3,5

	Vytautas Grigaravicius
	2,7
	2,9

	Eugenijus Gentvilas
	2,6
	1,3

	Dalia Grybauskaite
	2,4
	2,3

	Aloyzas Sakalas
	2,1
	2,3


Almost two-thirds of Lithuanian population approve of further expansion of the European Union and the largest part of the polled favour Ukraine's accession to the European Union in the nearest future, according to a poll conducted by the Vilmorus public opinion and market research centre by order of the Ministry of Foreign Affairs on July 8-11.

Some 62.6 percent of respondents spoke in support of further EU expansion, 12.6 percent were against and 24.8 percent were undecided. EU enlargement was most favoured by respondents aged between 18 and 29 (67.3 percent), 50 and 59 (66.7 percent) and 60 and 69 percent (68.2 percent), as well as schoolchildren and students (76.6 percent). According to the poll, respondents aged between 40 and 49 (14.9 percent), with higher education (18.3 percent), and those whose incomes per one family member per month make over 501 litas (EUR 145, 19.9 percent) hold a negative opinion about accession of new members to the EU. The largest part of the polled approved of accession of Ukraine, Turkey, Croatia, Moldova and Georgia to the EU in the nearest future. There were different opinions about membership of Belarus, Armenia and Azerbaijan in the bloc.

Ukraine's membership in the EU in the nearest future was supported by 36.9 percent of respondents, Turkey's - by 31.8 percent, Croatia's - by 31.7 percent, Moldova's - by 24 percent and Georgia's - by 20.3 percent. Some 15.8 percent of those polled would favour Georgia's accession to the EU in 10 years, 14.6 percent spoke in support of the country's membership in the bloc in the distant future. The respective figures for Ukraine are 15.2 and 10 percent, Moldova - 14.5 and 13.7 percent, Croatia - 10.7 and 7.8 percent, Turkey - 9.5 and 7.7 percent.

Some 21.5 percent of respondents would favor Belarus' membership in the EU in the nearest future, 12.6 percent in 10 years, 16.3 percent in the distant future and 20.2 percent would disapprove of it. The survey showed that 17.6 percent of the polled would favor Armenia's accession to the EU in the nearest future, 15.9 percent would support the country's membership in the bloc in 10 years and 15.2 percent in the distant future. Some 16.2 percent would disapprove of the country's membership. The respective figures for Azerbaijan are 14.7, 14.6, 15.7 and 18.6 percent.

The survey sample included 1,005 Lithuanian residents aged 18 and above in 18 cities and 58 villages. 

Important Legal Acts

The Seimas gave a supportive vote for amending the national Constitution with a constitutional act "On participation of Lithuania in the European Union" and for amending Article 150 thereof. The amendments garnered support of 115 lawmakers, with five voting against.

When the above papers take effect, the legislation of the European Union will constitute part of the national legal system and apply directly; in the event of a legal collision they will have supremacy with respect to national laws.

The newly adopted constitutional act lays down the main principles of EU membership; they read that part of the competence of public authorities shall be given to EU institutions, while responsibility for jointly passed decisions shall be shared. The national government will also hold powers in EU legislative process: the executive body will have to notify the Seimas of proposed European legal acts and hold consultations on the issue.

The Lithuanian legislature held the first hearing on the above draft constitutional act in mid-March. Under the national Constitution, a draft law amending the basic law may be adopted by at least two-thirds of votes of all parliament members.

The Lithuanian Free Market Institute has called for a revision of the law on central heating, which is at the centre of corruption allegations now. The law was adopted last year and created monopoly conditions for some specific heating services suppliers, according to a press release by the FMI.
The Lithuanian Finance Ministry has proposed to reallocate LTL 236.7 million of resources in the 2004 Government budget, some LTL 28.7 m more than in the first draft of the revised budget. The Finance Ministry proposes to make additional budget allocations of LTL 28.7 m after taking into consideration proposals from the Parliamentary committees and individual lawmakers.  According to the Ministry, more than a half of the reallocated money, LTL 116.1 m, will go towards social needs. 

The Ministry says that the Government's fiscal deficit target of 2.95 % of GDP would be maintained following the budget revision. The Government’s budget deficit would reach LTL 1.828 billion, some LTL 34 million less than originally projected. 

In the draft budget the Finance Ministry proposes to increase the current-year revenue estimate by LTL 119.2 million to LTL 11.925 billion and raise the expenditure estimate by LTL 84.8 million to LTL 13.753 billion. 

The current budget projects full-year revenues of LTL 11.806 billion  with expenditures planned at LTL 13.668 billion.

The new law on natural gas in Lithuania will not ensure effective competition on the Lithuanian gas market in the short term, but should enable new large companies to join the central pipeline of gas utility Lietuvos Dujos. Formally, under the gas law adopted by the Seimas, all the Lithuanian industrial consumers should be able to choose their preferred gas supplier starting from this summer, while residents will be granted this right after three years. But experts say that real competition in Lithuania is impossible at least until 2007, because Lithuania is buying gas from a single supplier, the Russian gas group Gazprom.

The parliamentary Economy Committee is planning to urge the government to discuss the possibility of introducing a system of progressive taxes. The committee suggests that a certain amount of personal income could be taxed with a small tariff, keeping the present 33-percent rate on the rest of income. The committee has been discussing various options of reducing the income tax for several months at the request of numerous business organisations.

The Lithuanian Government is to discuss a draft law on the reallocation of about LTL 10 million of its budget funds. The amount will be split equally between the Chief Electoral Commission for the organisation of the second round of the parliamentary elections, and the political parties.

The Lithuanian Ministry of Transport has submitted a proposal to the Parliament to cancel the roads tax, which is now mandatory to nearly all companies. The size of the tax depends on the length of time that a company uses roads. The amendment could allow businessmen to cut their expenses by about 0.5 percent. If the Parliament approves the changes, the new law should come into effect as of 1 July 2005.
Information Technologies

According to statistics, the share of pirate software in Lithuania reached 58 percent. A study carried out by the international market research company International Data Corporation says software developers incurred losses of about LTL 48 million. Specialists believe the country’s businesses use legal software more readily, while individuals are reluctant to pay for expensive and reliable technologies. MS Office, one of the most popular software packages, costs around LTL 1,000. Entrepreneurs opinion is that the state should not only impose fines for the use of illegal software but should also educate the public, teaching it how to work with different programmes. 

Sonex Grupe and its main shareholder, EBRD, have decided to set up a new company for programming and business management solutions. The new company will seek to become a leader in the Baltics. SG will be reorganised by creating Sonex Infrastructure Solutions Group and Sonex Software Solutions Group.

The Lithuanian IT group Sonex Grupe has reported LTL 83 million sales for the first half, 34 percent up from LTL 62 million a year earlier. SG vice-president Eladijus Kirijanovas said the company’s sales rose thanks to growing demand for computers.

Seeking to focus on investments and acquisitions, Sonex Grupe  has undergone a restructuring. Management says SG’s goal is to purchase companies operating in sectors other than IT. 

GNT Lietuva, Lithuania’s largest computer and software wholesaler, has become an authorised representative of the Intel in the country. GNT Lietuva is a part of GNT group, the largest IT wholesaler in Finland and the Baltics. The company represents over 50 manufactures of IT and electronic goods.

In Lithuania's saturated mobile communications market companies are forced to allocate larger resources to attract more clients. According to the operator Bite GSM, the company's earnings before interest, taxes, depreciation and amortisation shrank by 6.8 percent over January-June, as the funds for advertising and marketing had to be increased by one-fifth.

The mobile telecommunications operator Omnitel has started the installation of the Wireless Local-Area Network at Lukoil's service stations. Clients of the fuel retailer will be able to use their laptops to surf the web, log on the company's intranet or check their e-mail.

------------------------------------------------------------

Sources: ELTA, BNS, Verslo Zinios, Lietuvos Zinios, Delfi, Lietuvos Rytas, RFE/RL, Interfax, Lithuanian Statistics Department, Ministry of Economy, Ministry of Foreign Affairs, PricewaterhouseCoopers, Vilnius Bank. 
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