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Lithuania: Economic Overview
Path to EU Accession:
Lithuania was the first state to declare its independence from the Soviet Union in 1990. While the nation still maintains significant trade and economic links with Russia, it has successfully transitioned to a market economy—through rapid liberalization—and a constitutional democracy. Despite the economic slowdown in the late 1990s, as a result of the Russian financial crisis, significant annual levels of growth have been the norm. Indeed, Lithuania joined the EU in 2004 and now wields one of the fastest growing economies in Europe—earning the nickname “the new European economic tiger”.

Economic Indicators:
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Lithuania’s GDP is currently $49.21 billion and its GDP per capita is $13,700.
 
· Economic growth figures have been extraordinary. The Lithuanian economy grew  by over 38% from 2001-2005, and is due to grow by over 6% this year.

· Inflation levels have been low and stable—2.7% in 2005—but are currently on the rise. As such,
                                                                                                Source: The Economist Intelligence Unit Report 2006
the European Union recently rejected Lithuania’s attempt to adopt the Euro in 2007, citing the need to stem inflation.
· As is the case in much of the region, economic growth and privatization of large state-run companies has given way to the establishment and rise of small and medium-sized enterprises (SMEs). In 2003, nearly 70% of the workforce was employed in SMEs, and the GDP per capita created by SMEs increased from 8,225 LTL in 2001 to 11,072 LTL in 2003.

· Economic growth can be traced to an increase in both exports and domestic consumption. Private consumption grew by 9.7% to over 40 billion LTL in the last year, while Lithuanian exports have grown by leaps and bounds: from 12015 LTL million in 1999 to 25819 LTL million in 2004.
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Economic Structure:
· GDP by sector- agriculture: 5.7%, industry: 32.4%, services: 62%.

· Unemployment has recently diminished, declining from almost 11% in 2003 to just over 5% in 2005.
· The current account deficit is around $2 billion, as imports have outweighed exports.

· Major export commodities include: mineral production (23%) and textiles and clothing (16%).
               





                                         Source:Bruno Lill, Center for Markets in Transition, Helsinki School of Economics
· The Lithuanian currency, the Litas, has been pegged to the Euro since 2002. Thus, given the recent upward movement of the euro relative to the US dollar, the value of the Litas has thus been steadily increasing: (Litai per US dollar) 4 in 2001, 3.677 in 2002, 3.0609 in 2003, 2.7806 in 2004, and 2.774 in 2005.
 Although recently excluded from officially joining the Euro because of inflationary troubles, Lithuania is likely to be included in the next round.
· On the trade front, Lithuania has more recently, after the Russian financial crisis, shifted from east to west. Exports to the former Soviet Union accounted for 45% of Lithuanian exports in 1997.
 Yet, due to EU accession and the shift to the West, the east is currently the destination of only 18% of exports, while the EU takes up 65%.

· Lithuania’s biggest trading partners are Germany (10.2 % of exports and 16.7% of imports) and Russia (23% of exports and 9.3% of imports).

· Economic liberalization, specifically in the labor market, along with EU accession, has made Lithuania fertile ground for foreign direct investment.
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FDI has skyrocketed from 8252 LTL million in 2000 to 18802 LTL million in 2006.
 
· Economic development has been furthered by EU
Source:  Lithuanian Department of Statistics-www.std.lt

Structural Funds, for which Lithuania became eligible after acceding in 2004. Structural funds, to the tune of over 1.4 billion euros for 2004-2006, are allocated through four different programs: the European Social Fund, the European Agricultural Development and Guarantees Fund, the Financial Instrument for Fishery Management, and the European Regional Development Fund.

Political Considerations:
· Lithuania’s parliamentary democracy is controlled by the following branches: a unicameral legislature (the Seimas); an executive composed of a council of ministers, headed by a prime minister who is appointed by the president and approved by the Seimas; and a directly-elected president serves as head of state.

· Ten counties—Alytaus, Kauno, Klaipedos, Marijampoles, Panevezio, Siauliu, Taurages, Telsiu, Utenos, Vilniaus—known as apskritys, divide up the country.
· Lithuania maintains a 27% flat income tax, a corporate tax rate of 15%, and the Value Added Tax (VAT) is typically 18%, yet discount rates of 9% and 5% apply to heating and transport services respectively.

· The Bank of Lithuania serves as an independent central bank and coordinates monetary policy. Its chairman (currently Reinoldijus Sarkinas) is nominated by the president, approved by the Seimas, and serves five year terms.
 
· In general, Lithuania is very open to foreign investment. The US Commerce Department notes in its 2006 Investment Climate Statement, “Lithuania's laws assure equal protection for both foreign and domestic investors. No special permit is required from Government authorities to invest foreign capital in Lithuania. Foreign investors have free access to all sectors of economy with some limited exceptions.”
 These restrictions refer to areas such as the arms trade, which can harm human life and the environment, as well as agricultural land.

Attractions:
· Rapid Economic Growth: As stated above, Lithuania wields one of the fastest growing economies in Europe—6% growth is predicted for 2006. To that end, Lithuania’s work force is productive and well-educated.
· Low, Flat Tax: Currently at a flat rate of 15% for corporations. Lithuanian tax policy, along with offering a low rate, is flat and thus simplified, ridding employers of excessive costs and manpower regarding tax reports.
· EU membership: Access to the single market, allocation of EU structural funds (see above).
Troubled Spots:
· Excessive Bureaucratic Red-Tape: Despite the openness of the Lithuanian market, complex regulations remain. According to the US Commerce Department, “U.S. executives report burdensome procedures to obtain licenses and residence permits.”

· Corruption: As is the case with many other nations in Central and Eastern Europe, governmental corruption is a constant problem—caused in part by the rapid economic privatization—and Lithuania is no different. Transparency International observed in a recent survey, “Only 9 per cent of company leaders and 3 per cent of residents did not give bribes because they considered such actions unlawful and 18 per cent of company leaders and 12 per cent of residents said it contradicted their beliefs.”

· Labor Shortages: As a result of EU accession, many Lithuanians have taken advantage of the right to freely emigrate within the EU, causing a “brain drain” within some sectors of the Lithuanian economy. In fact, Lithuania experienced the largest flow of emigration out of the 25 EU member-states, amounting to 15,600 people or 2.6 people per 1,000 inhabitants.
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