
 

 
 
 
 

DOCUMENT OF THE EUROPEAN BANK 
FOR RECONSTRUCTION AND DEVELOPMENT 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

STRATEGY FOR LITHUANIA 
 
 

As approved by the Board of Directors at its meeting on 13 November 2012 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



i 
 

TABLE OF CONTENTS 

 
EXECUTIVE SUMMARY ......................................................................................... 2 

1. THE BANK’S EXPERIENCE AND PORTFOLIO ............................................. 4 

1.1. Overview of Bank activities to date ................................................................. 4 
1.2. Implementation of the previous country strategy ............................................ 5 
1.3. Transition impact of the Bank’s portfolio and lessons learned ....................... 6 

2. OPERATIONAL ENVIRONMENT ...................................................................... 7 

2.1. Political context ............................................................................................... 7 
2.2. Macroeconomic context ................................................................................... 8 
2.3. Structural reform context ................................................................................. 9 
2.4. Business environment .................................................................................... 10 
2.5. Social context ................................................................................................. 10 
2.6. Legal context .................................................................................................. 11 
2.7. Energy efficiency and climate change context .............................................. 12 

3. STRATEGIC ORIENTATIONS .......................................................................... 13 

3.1. Transition challenges .................................................................................... 13 
3.2. Bank’s priorities for the strategy period ....................................................... 14 
3.3. Sectoral challenges and the Bank’s operational response ............................ 14 
3.4. Environmental and social implications of the Bank’s proposed activities .... 16 

4. ACCESS TO CAPITAL ........................................................................................ 16 

4.1. Private sources of capital .............................................................................. 16 
4.2. MDB finance and cooperation with other IFIs and multilateral donors ...... 17 

 
ANNEXES 
 
ANNEX 1 – POLITICAL ASSESSMENT ........................................................................... 19 
ANNEX 2 – ASSESSMENT OF TRANSITION CHALLENGES ............................................. 24 
ANNEX 3 – LEGAL TRANSITION .................................................................................. 31 
ANNEX 4 – SELECTED ECONOMIC INDICATORS .......................................................... 35 
ANNEX 5 – GENDER EQUALITY .................................................................................. 36 
 



 

2 

EXECUTIVE SUMMARY 
 
The Republic of Lithuania is committed to and applying the principles of multiparty 
democracy, pluralism and market economics in accordance with Article 1 of the 
Agreement Establishing the Bank. 
 
Lithuania is an advanced transition country that has made substantial progress in 
political and economic reforms since the restoration of independence in 1990. An EU 
member state since 2004, Lithuania has implemented the body of EU market 
legislation and regulation and integrated effectively into pan-European structures. As 
a result, Lithuania has benefited from sustained capital inflows and strong trade links 
with the rest of the EU. 
 
Despite successful market-oriented and democratic reforms, Lithuania was hit hard by 
the global financial crisis of 2009-2010. The crisis revealed a number of remaining 
reform challenges, particularly in the areas of competitiveness and public and 
corporate governance. In response, the government revived its structural reform 
efforts, articulated in the National Reform Programme updated in April 2012. The 
programme identifies Lithuania’s obstacles to growth: imbalances in the public 
finances, insufficient competitiveness and productivity, problems in the business 
environment, underdeveloped infrastructure, and high unemployment. 
 
This recovery from the recession of 2008-09 has now entered its third year, and 
growth has been well balanced between external demand and domestic private 
consumption, although growth weakened toward the end of 2011 following the 
disruptions in the Eurozone. Nevertheless, there have been gains in competitiveness 
over recent years, underlined by the largest reduction in real unit labour costs relative 
to 2007 of all new EU member states. Fixed capital investment has also recovered 
well. Unemployment has fallen and, together with encouraging wage trends, explains 
the relatively resilient consumption growth throughout the last year. 
 
Having remained outside an IMF programme, the government adopted a moderate 
fiscal consolidation package in 2009. The deficit remained precariously high in both 
2010 and 2011 and the country witnessed a rapid deterioration in its public debt 
indicators, with public debt now projected to continue climbing to a peak this year at 
just over 40 per cent of GDP. The authorities seek to comply with Maastricht criteria 
from this year and an ambitious target for the budget deficit of three per cent this year 
has been maintained, despite somewhat lower growth expectations. 
 
In the light of ongoing concerns by private investors over governance issues and 
competition from the informal sector the government has sought to ensure a more 
level playing field. The government continues to hold stakes in state-owned 
companies, importantly in the energy, transportation and postal services sectors. For 
these companies there has been some progress in improving transparency and 
strategic planning. A full separation of regulatory functions from the ministries which 
manage the ownership stakes in these enterprises remains the government’s ambition. 
 
The national reform programme also emphasises the need to raise competitiveness. 
The programme targets technology intensive production through stimulating research 
and development, notwithstanding the constraints in public funds and private equity.  
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The programme recognises the long term nature of many of these plans, for instance 
in raising participation in the labour market, improving standards in education and 
training or in the development of clusters of innovative technologies. The relatively 
sound skills base in the country should provide a good foundation to develop these 
industries further. 
 
The key remaining transition challenges in Lithuania are to reduce the energy 
intensity of the economy, particularly in the transport and residential sectors; build 
more effective institutions supporting the development of private equity to enhance 
financial intermediation to enterprises and foster the growth of risk capital; and 
deepen the market structure in the energy and infrastructure sectors and non-bank 
financial institutions. 
 
Strategic directions 
 
As Lithuania is an advanced transition country, the EBRD’s activities at present are 
limited and will remain focused on a small number of priorities, in line with the 
expected graduation of the country by the end of the current EBRD medium term 
strategy period in 2015. The Bank will provide support in the core areas where 
transition challenges remain, recovery from the financial crisis still requires support, 
and where reforms can be accelerated to improve the country’s business environment 
and enhance competitiveness. In light of Lithuania’s remaining transition challenges, 
and building on the Government’s National Reform Programme, the Bank has 
identified the following key strategic directions: 
 
 Supporting investments in renewable energy and energy efficiency: The Bank 

will continue to focus on promoting and financing new renewable energy 
generation and improving energy efficiency particularly in municipal and 
industrial sectors. 

 Improving the competitiveness of the export sector: The Bank will promote 
cross-border investments by Lithuanian companies elsewhere in EBRD’s 
countries of operations and support export-oriented enterprises with a focus on 
investments in advanced technologies. Investments in regional equity or 
mezzanine funds will also be considered. 

 Support strengthening of local banks: EBRD will continue its support of the 
local banking sector, focusing on strengthening sector stability and promoting 
consolidation. 

 Policy dialogue: The Bank will conduct policy dialogue with the Lithuanian 
authorities to support improvements in corporate governance in the financial and 
public sectors. 
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1. THE BANK’S EXPERIENCE AND PORTFOLIO 
 
1.1. Overview of Bank activities to date 
 
EBRD has signed 78 operations in Lithuania to date with a net cumulative business 
volume of €603 million and a total project value of €1,932 million. The investments 
have been fairly evenly distributed across sectors: approximately 26 per cent of the 
Bank’s investments have been in the Financial Institutions sector, 18 per cent in 
Power and Energy, 29 per cent in Industry, Commerce and Agribusiness and 27 per 
cent in Infrastructure. 
 
Table 1. Portfolio in Lithuania as of 30 April 2012 
 

SECTOR
Amount in EUR 
million

Number of 
Projects

Total 
Project 
Costs

EBRD 
signed

EBRD % of 
Total

Number of 
Projects

Portfolio % of 
Portfolio

Operating 
Assets

% of 
Operating 

Assets
Power and Energy 4 403 106 18% 2 73.5 33% 72.8 38%

Financial Institutions 24 266 158 26% 4 43.2 20% 43.2 23%
Bank Equity 6 61 18 3% 2 12.5 0% 12.5 7%
Bank Lending 14 177 48 8% 2 30.7 0% 30.7 16%
Insurance and 
Financial Services 4 28 11 2% 0 0 0% 0 0%
Industry, Commerce 
and Agribusiness 38 693 175 29% 21 40.7 19% 28.1 15%
Agribusiness 4 66 33 5% 0 0 0% 0 0%
Equity Funds 20 *) 131 47 8% 16 *) 27.7 13% 17.3 9%
Property & Tourism 3 31 6 1% 3 6.5 3% 4.3 2%
Manufacturing & 
Services 3 33 11 2% 0 0 0% 0
Telecom, Informatics, 
Media 8 432 78 13% 2 6.5 0% 6.5 3%
Infrastructure 12 479 164 27% 7 62.5 28% 47.5 25%
Municipal & 
Environmental 
Infrastructure 10 261 89 15% 6 45.3 21% 30.3 16%
Transport 2 218 76 13% 1 17.2 8% 17.2 9%

TOTAL 78 1841 603 100% 34 219.9 100% 191.6 100%

NET CUMULATIVE BUSINESS VOLUME CURRENT PORTFOLIO STOCK

NOTE *): Equity Funds includes various regional funds with allocations to Lithuania  
 
Table 2: Portfolio Development in Lithuania 2009 – 2011 
 

Amount in EUR million 2008 2009 2010 2012 April

Net Cumulative Business Volume 495 492 600 603 22%
Cumulative Number of Operations 69 75 78 79 14%
Current Portfolio Stock 161 169 254 220 37%
Number of Operations 34 38 40 36 6%
Operating Assets 139 129 206 206 48%
% Undrawn 14% 24% 19% 13%

Annual Business Volume 0 29 99 2 130 million EUR
Number of Operations 0 6 3 1 10 projects
Gross Disbursements 18 6 95 24 125 million EUR
Annual Cancellations 2 7 12 1 20 million EUR
Active Pipeline Stock 119 148 29 26
Private Sector Share (% Portfolio) 56% 62% 51% 49%
Non Sovereign (% Portfolio) 92% 94% 96% 97%

Development over 2008-2012

(end 2008 vs end March 2012)

(cumulative 2008 - March 2012)

 
 
The Bank’s cumulative business volume increased during the previous strategy period 
by 22 per cent, with €130 million invested in 10 projects over that three-year period. 
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The portfolio and operating assets have increased by 44 and 48 per cent respectively 
following a sizable investment in early 2010. As a result of projects invested in during 
the previous strategy period the share of energy projects in the portfolio has reached 
38 per cent. 
 
Chart 1: Sector Split of Business Volume in Lithuania in 2009 – 2011 
 

 
 
1.2. Implementation of the previous country strategy 
 
The previous country strategy for Lithuania was approved in September 2009 and 
targeted the following operational objectives: 
 
 Foster commercial banks’ continued lending to the corporate sector, particularly to 

SMEs, by providing long term debt and equity to financial institutions and invest 
in mezzanine and equity funds to ensure availability of financing. 

 Promote investments in renewable energy and to improve energy efficiency as 
well as energy security also through supporting the development of power links. 

 Provide higher-risk products such as equity for local corporations to fund their 
growth and improvements in competitiveness as well as to strengthen their 
corporate governance. Particular attention will be paid to local companies’ 
investments in the context of cross-border expansion. 

 Where appropriate support municipalities through public-private partnerships and 
through financial institutions to ensure commercial co-financing for EU funded 
projects. 

 Proactive review and management of the Bank’s portfolio to maintain its high 
quality. 

 
Prior to 2009 the business volumes in Lithuania had been very low and finding 
opportunities where the Bank would be additional and transitional had become 
challenging. As a result of the financial crisis the situation changed and the EBRD 
was able to provide support particularly to the financial and energy sectors. 
 
In October 2009, as part of crisis response, the Bank signed a convertible loan of €30 
million for Siauliu Bankas to facilitate its lending to the Lithuanian SME sector and 
the bank’s co-financing of investments supported by EU and Lithuanian government 
programmes. Siauliu Bankas has been a long standing EBRD client, and as a local 
bank outside the capital, is ideally placed to reach SME clients. Support to Siauliu 
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during the crisis has been particularly important given the difficulty of the 
international funding market. During the previous strategy period EBRD has signed 5 
investments in regional equity funds covering Lithuania. No investments out of these 
have yet materialised in Lithuania, but out of two earlier equity fund investments 
(both signed in 2007) two investments have been made: a €4.9 million investment in 
Kelprojektas, a road construction company and a €7.8 million investment in Central 
European Airport Services. 
 
In 2010 the Bank signed a €71 million loan to Lietuvos Elektrine (since merged into 
Lietuvos Energija) to finance the upgrade and modernisation of its power generation 
capacity at the same time increasing the capacity by approximately 150MW. A 
modern and efficient power plant in Lithuania will facilitate the deregulation of the 
Lithuanian power sector and the formation of an open regional Baltic power market. 
The project is co-financed by the International Ignalina Decommissioning Support 
Fund and a group of commercial banks. 
 
During the previous strategy period a new law on renewable energy was being 
developed and this came into force in May 2011. As a result some uncertainty 
regarding the legal framework prevailed and not many investments in renewable 
energy generation were made; however through its Estonian investee company, 
Freenergy, the EBRD has supported three investments in wind parks in Lithuania with 
26 MW of new capacity being operational and another 40MW under construction.  
 
In May 2011 the EBRD signed a loan of €19.5 million and a subordinated loan of 
€6.5 million with a Lithuanian wood processing company, VMG, to support a cross-
border investment in Belarus. This was followed in early 2012 by a loan of €5 million 
for SBA’s Belarusian subsidiary. This investment will expand the company’s 
furniture production and is an illustration of how local companies can gain scale by 
expanding regionally. 
 
As part of the crisis response the Bank took a very proactive approach also in 
monitoring of the portfolio and has been able to maintain its high quality during the 
crisis. 
 
The Bank conducted policy dialogue in relation to the new postal law to be 
implemented in 2013 and in support of the authorities’ aim to develop public-private 
partnerships (PPPs) in Lithuania through assisting in the development of contract 
templates to smooth the processes. Following the collapse of Snoras Bankas in late-
2011 EBRD engaged in banking sector related policy dialogue and on means to 
promote stability and encourage consolidation. 
 
1.3. Transition impact of the Bank’s portfolio and lessons learned 
 
Since 2009, when the previous strategy was adopted, only two signed Lithuanian 
(excluding regional) projects were transition-rated by the Bank. The project in 
financial sector was assessed with Good transition potential, and another project in 
energy sector – with Satisfactory potential. The former is the crisis response project 
with the main transition objective of supporting the commercial bank at a difficult 
time of financing and the government’s efforts to expand SME lending has Good 
transition potential. The Satisfactory-rated investment in power and energy sector 
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does have positive transition impact of increasing the electricity generation efficiency 
and upgrading the environmental standards; the impact however is constrained by the 
state-owned nature of the client. 
 
The projects in the Lithuanian portfolio are performing well in terms of achieving 
their envisaged transition impact. All eleven operations in the Bank’s portfolio1 are as 
of end-May 2012 on track to achieving their transition potential. Four projects in the 
country’s portfolio have a rank2 in the range from 1 to 3 – in other words, they have 
mostly achieved their desired transition impact. The remaining seven operations are 
currently ranked 4 or 6, which indicates that they are on the way to achieving their 
transition objectives. The average rank of Lithuania’s active portfolio is equal to 4.09, 
which is similar to the average rank for all projects in the Bank and is better than the 
institutional target of 4.35. Two transition-rated operations which were active in 
Lithuania during the previous strategy period (2009 – 2012) were fully repaid and are 
now completed, and as such no longer form part of the Bank’s portfolio. Both also 
largely achieved their desired transition objectives. 
 
 
2. OPERATIONAL ENVIRONMENT 
 
2.1. Political context 
 
The coalition government headed by PM Andrius Kubilius weathered the economic 
crises of 2009 and 2011 with a high degree of unity and policy effectiveness. Despite 
the effective crisis management, parliamentary elections on 14 and 28 October 2012 
resulted in a significant decline in support for PM Kubilius’ Homeland Union-
Lithuania Christian Democrats (TS-LKD) and a victory for two opposition parties. 
TS-LKD’s seat share fell from 45 to 33, while the centre-left Social Democrats 
increased their share of seats to 38 (of a total of 141) and the populist Labour Party 
came in third place with 29 seats. The Order and Justice party of impeached former 
President Rolandas Paksas received 11 mandates. The three parties look likely to form 
a new coalition government with a comfortable majority of 78 seats, although ongoing 
police investigations into alleged election fraud might make such a coalition 
untenable. 
 
If confirmed by the president, the new coalition is likely to adopt a more populist, 
anti-austerity stance, including changes to a number of spending and tax policies. It 
has also promised to scrap existing plans to build a new pan-Baltic nuclear power 
plant, as supported by two-thirds of Lithuanians in a national referendum concurrent 
with the first round of the election. Corruption and poor public governance, which 
have affected two of the three proposed coalition parties, is likely to become an issue 
of concern once again. Against this backdrop, the electorate’s trust in all political 
parties remains low. Nevertheless, despite important nuances in spending programmes 

                                                 
1 i.e., all active operations more than six months since signing and which have been monitored for their 
transition impact at least once. 
2 Rank is a combination of the relevant rating for transition impact potential and risks to transition 
impact. Expected transition of operations is usually monitored once a year and is ranked numerically 
from 1 to 8, with 1 to 3 indicating that impact has been mostly realised impact, 3 to 6 that the project is 
generally on track to achieve its transition objectives, and 7 to 8 that the project has had minimum 
transition impact or excessive risks. 
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and a generally more euro-sceptic perspective, the new government is likely to 
maintain the same broad reform agenda as the Kubilius-led coalition during the next 
Strategy period. 
 
See Annex 1 for a more detailed assessment of the political context. 
 

2.2. Macroeconomic context  
 
Lithuania in 2011 experienced the second fastest expansion in the EU. Given its 
strong position in a number of export markets and improved competitiveness, real 
GDP grew by 5.9 per cent in 2011, and is forecast to grow by about 2.8 per cent this 
year. Competitiveness indicators and a broad product mix should allow Lithuania to 
continue to gain market shares, and see trend growth of above 3 per cent over the 
coming years. 
 
This recovery from the recession of 2008-09 has been remarkably balanced between 
external demand and domestic private consumption and now enters its third year. 
Along with other countries in the region Lithuania showed a clear weakening in 
growth towards the end of 2011 following the disruptions in the Eurozone since mid-
2011. Nevertheless, there have been gains in competitiveness over recent years, 
underlined by largest reduction in real unit labour costs relative to 2007 of all new EU 
member states, and the country is relatively well positioned in a number of 
technology-intensive export markets. About 24 per cent of exports are directed to 
Russia and Poland which have grown strongly, and vis-à-vis these countries 
Lithuania’s currency peg to the depreciating euro has also gained a price advantage. 
In 2011 exports stood 25 per cent above the level of the pre-crisis year 2008. On the 
back of recovering corporate profits and regaining flows in credit to the corporate 
sector fixed capital investment has also recovered, showing a growth of 17 per cent 
last year. 
 
Unemployment has dropped markedly (though is still at just under 14 per cent in mid-
2012) and, together with encouraging wage trends, explains the relatively resilient 
consumption growth throughout the last year. Despite the excessive growth in credit 
before the crisis, Lithuania’s household debt is among the lowest in the EU. 
Nevertheless, households are still reducing their debt levels, with credit redemptions 
of about 1.2 per cent of GDP last year. 
 
Having remained outside an IMF programme, the government adopted a moderate 
fiscal consolidation package in 2009, including through a VAT increases. The deficit 
remained precariously high in both 2010 and 2011, although it has been trending 
down from 9.4 per cent of GDP in 2009 to 5.5 per cent in 2011. As a result of this 
large deficit, Lithuania witnessed a rapid deterioration in its public debt indicators, 
with public debt now projected to continue climbing to a peak this year at just over 40 
per cent of GDP. 
 
The authorities seek to comply with Maastricht criteria from this year, and an 
ambitious target for the budget deficit of 3 per cent this year has been maintained, 
despite somewhat lower growth expectations. These plans were backed up last year 
through a four per cent across-the-board spending cut. There has been some 
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ambivalence in targeting indirect taxes and administered prices at meeting the 
inflation target. 
 
See Annex 5 for a table with Selected Economic Indicators. 
 

2.3. Structural reform context 
 
Amidst a sustained recovery from the deep economic crisis of 2009 Lithuania has 
revived its efforts in structural reforms. Most of its policy ambitions have been 
articulated under the National Reform Programme which was updated in April 2012, 
and assessed by the EU Council, based on a proposal by the Commission. The updated 
programme identifies the well-known obstacles to growth – principally, imbalances in 
the public finances, insufficient competitiveness and productivity, problems in the 
business environment, underdeveloped infrastructure, and high unemployment. 
 
In the light of ongoing concerns by private investors over governance issues and 
competition from the informal sector the government has sought to ensure a more level 
playing field, and the reduction in the flat rate corporate tax in 2010 should support this 
aim. The government continues to hold numerous stakes in state-owned companies, 
importantly in the energy, transportation and postal services sectors. For these 
companies there has been some progress in improving transparency and strategic 
planning. The Reform Programme underlines the fact that this sector has shown good 
revenue growth and has returned to profit in 2011. A full separation of regulatory 
functions from the ministries which also manage the ownership stakes in these 
enterprises remains the government’s ambition. 
 
The national reform programme emphasises the need to raise competitiveness. The 
programme targets technology intensive production through stimulating research and 
development, notwithstanding the constraints in public funds and private equity. The 
programme recognises the long term nature of many of these plans, for instance in 
raising participation in the labour market, improving standards in education and training 
or in the development of clusters of innovative technologies. The relatively sound skills 
base in the country should provide a good basis to develop these industries further. 
 
The energy sector remains a focus of the government’s work. In 2012 parliament 
adopted the Energy Independence Strategy, which aims at expanding generation 
capacity, raising energy efficiency and securing supplies through the connection to 
markets in continental Europe. In line with these plans some consolidation in the 
domestic electricity operators has been implemented. The need to diversify sources of 
energy supply and enhance energy security has emerged as a major challenge following 
the closure of the Ignalina nuclear power plant and the uncertainty over the reliability of 
gas supplies from Russia, from where all gas is imported. Agreement on the 
construction of a floating LNG terminal in the port of Klaipeda bodes well for this 
strategy. Plans for a new nuclear power plant have been finalised with international 
investors, though remain controversial domestically. 
 
In the financial sector, the authorities are keen to put in place a regulatory framework 
that will prevent the excesses of the previous lending boom. The personal bankruptcy 
law was streamlined, and a regulation for responsible lending that is to prevent the re-
emergence of unsustainable credit and house price development has been introduced. 
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The failure of a mid-sized local bank (Bank Snoras) in November 2011 motivated 
greater government attention to governance and business models of local banks. The 
bank’s failure was due to an isolated case of fraud, though it briefly eroded depositor 
confidence in the viability of the few remaining locally owned banks. All retail deposits 
of Snoras were honoured, though as a result of the closure of the bank the public sector 
has assumed a liability of at least 2.5 per cent of GDP in excess of the assets in the 
deposit insurance fund. Following the financial crisis, closer cooperation with Nordic 
and other Baltic supervisors is being established, including through presumptions for 
burden sharing. 
 
See Annex 2 for a detailed assessment of the remaining sector transition challenges. 
 
2.4. Business environment 
 
Lithuania’s business environment is among the best in the transition region. The 
World Bank’s Doing Business 2013 survey ranks Lithuania 27th worldwide, down 
from 26th in 2012 and the lowest of the three Baltic states but still relatively high 
when compared to other CEB countries. Over the past year progress was made in 
areas such as starting a business, for which online registration for limited liability 
companies was implemented and the notarisation requirement for incorporation 
documents was eliminated, reducing start up times and costs. However, Lithuania’s 
score on starting a business (ranked 107 out of 185) continues to lag well behind the 
regional average. Resolving insolvency cases was simplified by establishing which 
cases are taken to the bankruptcy court, tightening the time frame for decisions on 
appeals, abolishing the court’s obligation to individually notify creditors and other 
stakeholders about restructuring proceedings and setting new time limits for creditors 
to file claims. Improvements were also noted to the time and cost burdens for export 
and import procedures. Lithuania scores particularly well in terms of registering 
property (ranked 5th globally) that involves only three procedures, takes three days 
and costs on average 0.8 per cent of the property value. 
 
Corruption remains an issue in Lithuania: Transparency International’s 2011 
Corruption Perceptions Index ranks Lithuania 50th globally and 22nd amongst 30 
European countries. According to the World Bank’s estimates, the shadow economy 
accounted for 30 per cent of GDP in 2007, the highest ratio among all CEB countries. 
The 2009 EBRD/World Bank Business Environment and Enterprise Survey identified 
high tax rates as the largest obstacle to doing business, followed by competition with 
the informal sector, limited access to finance and political instability. 
 
According to the government’s National Reform Programme approved by the 
government in April 2012, the key measures for improving the business environment 
are now focused on reducing the administrative burden on firms, ensuring the 
availability of financial resources and promoting free and fair competition. 
 

2.5. Social context 
 
Lithuania has experienced a significant advance in living standards since the 
beginning of transition. Over the last decade the UN Human Development Index (a 
measure of general wellbeing) has increased on average by 0.7 per cent a year, an 
above average pace among CEB countries. However the country ranks at only 40th 
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place worldwide in 2011, the second lowest rank in the CEB region. Most notably, 
Lithuania lags behind in terms of life expectancy with 72.2 years at birth. Also, the 
gap between the expected duration of schooling and years of actual school attendance 
is the highest across all CEB countries. According to Eurostat, more than 20 per cent 
of population was at risk of poverty in 2010, one of the highest shares in the CEB 
region and significantly above the EU average. Inequality is a serious social issue: the 
Gini coefficient of 36.9 is the highest in the EU. 
 
Unemployment rates in Lithuania increased notably over last few years, peaking at 
18.3 per cent in July 2010. The ratio has shown a strong downward trend but still 
remains high at 13.7 per cent, in particular given youth unemployment at 27.7 per 
cent. The employment rate at around 61 per cent is significantly below the EU-wide 
target of 75 per cent, a common issue throughout the CEB region. 
 
Education expenditure in Lithuania is at 5.6 per cent of GDP, among the highest in the 
CEB region. The mean years of schooling in 2010 was 10.9, below the OECD average 
of 11.4 years. In the 2009 OECD Programme for International Student Assessment, 
the country ranked 40th (lowest CEB rank) out of 66 with below OECD-average 
rating in all categories. 
 
The European Commission’s 2012 Ageing Report suggests that over the next fifty 
years Lithuania’s total population will decrease by 19.6 per cent with a parallel drop 
in the total workforce of almost 36 per cent. As a result, the dependency ratio 
(population aged 0-14 plus 65 and over relative to the workforce aged 15-64) is 
expected to increase from 45 to 82 per cent between 2010 and 2060. Total health care 
expenditures stood at about 7.5 per cent of GDP in 2009 (highest ratio among the 
Baltics), of which public health spending was about 5.5 per cent. Population ageing 
and cost pressures will rapidly push up expenditures on health and old-age care over 
the next decades unless mitigating measures are taken. 
 
2.6. Legal context 
 
The Bank’s recent assessments of laws in the region show that Lithuania has an 
advanced set of commercial and financial laws when compared to other transition 
countries where the Bank operates. There are nevertheless some areas of improvement 
such as the insolvency regulation where further efforts are needed to approximate 
international standards of best practice. Although system for taking security is 
functioning well some modifications would also be welcome to facilitate using 
fluctuating pools of assets as collateral and using a general description of debt in 
security documents. 
 
Pursuant to the new National Energy Independence Strategy adopted by parliament, 
Lithuania needs to promote competitiveness by increasing interconnectedness with 
European electricity and gas networks. Electrical Grid Synchronisation Law dated 12 
June 2012 complies with the EU's third energy package and will allow the country to 
connect to the Western European power network by 2020. With respect to renewable 
energy (RES), while adequate financial incentives are in place to overcome cost 
barriers to market entry, there has been little progress towards eliminating non-cost 
barriers to large-scale RES development. Finally, while the government has made 
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some progress in improving the energy efficiency of buildings, disincentives should 
be examined and reduced to the extent possible. 
 
The public-private partnership (PPP) legislation is of high quality. However, further 
obstacles for the wider use of PPPs include the relatively small size of the projects, 
the role of the Central PPP Unit being limited to basically promotion of PPPs, and 
lack of competence and assistance for preparation and implementation of PPPs at the 
level of smaller municipalities. The Ministry of Finance is currently implementing a 
PPP Promotion Project in cooperation with the Central PPP Unit, financed from EU 
funds. One of the main aims of this project is to increase the competence of public 
sector workers (including from municipalities) in PPP structuring and 
implementation. 
 
See Annex 3 for a more detailed assessment of the legal environment. 
 
2.7. Energy efficiency and climate change context 
 
Lithuania’s primary energy intensity, between 1995 and 2009, fell by 4.5 per cent per 
year. Also CO2 intensity fell slightly faster than energy intensity by 5.4 per 
cent/year3. That large improvement is linked to a drop in industrial energy intensity -
7.1 per cent per year between 1995 and 2008. However, primary energy intensity in 
Lithuania still remains 40 per cent above the EU average. 
 
Following accession to the EU in 2004, Lithuania began to rapidly liberalise its 
energy market. One of the main energy challenges for the country is that it remains 
heavily dependent on gas imports mainly coming from the Russian Federation. 
 
The structure of Lithuania’s industrial energy consumption changed dramatically 
between 1995 and 2008. Energy-intensive industries account for half of total 
industrial energy consumption, compared with 46 per cent in 1995. The chemical 
industry is the largest consumer with 30 per cent of the total (15 per cent in 1995), 
followed by the non-metallic minerals industry (16 per cent compared with 27 per 
cent in 1995). The share of the pulp and paper industry is smaller, and accounts for 
just 3 per cent of industrial energy consumption. 
 
An Energy Efficiency Action Plan for Lithuania was adopted in July 2007 and revised 
in December 2008. It sets a final energy consumption savings target of 4.7 TWh 
between 2008 and 2016, 37 per cent of which is to be achieved in the household 
sector, 10 per cent in transport, 8 per cent in industry, 5 per cent in the commercial-
public sector and 40 per cent through cross-sectoral measures. Those cross-sectoral 
measures include building regulations, voluntary agreements with energy companies 
on energy efficiency (individual meters in households and industry), tax rebates and 
information campaigns. 
 
On the power sector, the average efficiency of power generation is low (33 per cent in 
2009), due to the dominant share of nuclear power in the electricity mix. The 
efficiency rate of thermal power plants is also low (24 per cent, compared with the EU 

                                                 
3 Lithuania: Energy efficiency report: Country reports 
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average of 39 per cent), although it is increasing following the commissioning of gas-
fired facilities. 
 
Lithuania is not considered to be highly vulnerable to the impacts of climate change. 
However any future EBRD investments in coastal infrastructure should take into 
consideration the implications of sea-level rise that may occur as a consequence of 
climate change. 
 
Finally, the Law on Renewable Energy Sources (2011) aims to increase the share of 
renewables in electricity consumption to 20 per cent by 2020. Lithuania has 
introduced purchase promotion procedures (planned target volumes for electricity 
from renewable sources). To reach this target, the Law established annual production 
volumes (installed capacity and total generation), with the aim of reaching 1006 MW 
of renewable generation by 2020. Moreover, feed-in tariffs were introduced in 2002 
and discounts for network connections of renewable energy power plants in 2004. In 
2011, an auction system for generators larger than 30 kW was introduced. 
 
 
3. STRATEGIC ORIENTATIONS 
 
3.1. Transition challenges 
 
Lithuania is an advanced transition country, which implemented the EU body of 
market regulation prior to its EU accession in 2004 and which has benefited from 
integration into the EU internal market through substantial capital inflows and 
growing trade shares with the rest of the EU. The key remaining transition challenges 
are to reduce the energy intensity of the economy, particularly in the transport and 
residential sectors; build more effective institutions supporting the development of 
private equity to enhance financial intermediation to enterprises and foster the growth 
of risk capital; and deepen the market structure in the energy and infrastructure sectors 
and non-bank financial institutions. 
 
Figure 2: EBRD transition indicators for Lithuania, 2011 
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3.2. Bank’s priorities for the strategy period 
 
The EBRD’s activities in Lithuania at present are limited and will remain focused on 
a small number of priorities, in line with the expected graduation of the country by the 
end of the current EBRD medium term strategy period in 2015. In light of this, the 
new Country Strategy for Lithuania will narrow the Bank’s focus to specific 
objectives within three areas: infrastructure and energy, industry and commerce and 
financial institutions. The Bank does not expect to be active in all of these sectors, but 
will concentrate on opportunities among those, where the Bank’s value-added is 
considered the highest and which provide a bridge to the Bank’s anticipated post-
graduation operational engagement in Lithuania. 
 
3.3. Sectoral challenges and the Bank’s operational response 
 
3.3.1. Infrastructure and Energy  
 
Sectoral challenges 
 
 Energy intensity of Lithuanian GDP is about 2.5 times higher than the EU average 

and the government identified the largest potential savings in the transport and 
household sectors, i.e. residential property. Challenges remain in the facilitation of 
project development, especially in the housing and SME sectors.  

 Although financial support systems for renewable energy are in line with EU 
practices, outcomes are lagging well behind.  

 Private sector participation in municipal sectors remains low, particularly in the 
water and sewage, urban transport and state transport infrastructure. In line with 
the government’s ongoing programme to promote public-private partnerships 
(PPPs), a challenge is to develop more projects in line with international best 
standards. Road maintenance companies could be privatised and become subject 
to performance-based contracts. 

 
Bank’s operational response 
 
To strengthen energy security and improve energy efficiency, the Bank will 
support investments into renewable energy generation and energy security. The 
development of regional electricity connections (financed from other sources) will 
necessitate further investments in efficient and flexible energy generation. The Bank 
will support these and will promote energy efficiency related investments particularly 
in public buildings, utility companies and industrial enterprises. The EBRD will also 
seek ways to support investments in the residential building sector. 
 
To encourage private sector participation in infrastructure, EBRD will consider 
financing PPP projects and other innovative public-private financing initiatives in 
infrastructure (e.g. municipal services, port terminals). While this is expected to be 
limited in scope, the aim is to demonstrate possible ways to increase private sector 
delivery of public services, while remaining mindful of any increase in fiscal risks 
associated with such structures. 
 
Policy dialogue 
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Policy dialogue will support improvements to corporate governance in the public 
sector (e.g., the Bank’s current dialogue with Lithuanian Post on the improvement of 
procurement practices) and, in line with the Lithuanian authorities’ requests, continue 
the dialogue concerning use of PPPs, in particular with regard to roads and other 
infrastructure. 
 
3.3.2. Industry, Commerce, Agribusiness 
 
Sectoral challenges 
 
 To sustain growth within this highly open economy there is an ongoing need to 

develop more technology-intensive sectors that are oriented towards export 
markets. Knowledge absorption could be raised not just through policies aimed at 
domestic innovation, though also through facilitating as yet inexperienced 
Lithuanian firms to establish a foothold in foreign markets, as outward investment 
remains as yet minimal. 

 
Bank’s operational response 
 
To help enterprises expand and improve their competitiveness, EBRD will 
support cross-border investments of Lithuanian companies elsewhere in the EBRD 
region, providing a bridge to the Bank’s anticipated post-graduation activities in 
Lithuania.In addition and selectively, the EBRD will consider a limited number of 
requests to support exporting enterprises, particularly in the knowledge-intensive 
segment of the economy or among those investing in advanced technology. 
 
3.3.3. Financial Institutions 
 
Sectoral challenges 
 
 Risk-oriented and long term capital are increasingly sparse within a banking sector 

that continues to adopt tight credit standards and reduce foreign liabilities. There 
is a need to further develop sources of equity capital outside the banking sector, 
such as private equity and venture capital. 

 The failure of the mid-sized local bank Snoras and the ensuing (albeit brief) 
confidence crisis of depositors in similar institutions underlined the remaining 
vulnerability of the domestic banking sector. There is a need to enhance 
governance and the financial strength of local banks, possibly through assistance 
in consolidation. 

 
Bank’s operational response 
 
To facilitate development of SME sector or innovation, the Bank will seek 
opportunities to invest in equity and mezzanine funds (most likely at a regional level) 
and ways to facilitate continued financing to the sector, including MSMEs. 
 
To support strengthening and consolidation of local banks, the Bank will consider, 
primarily through the EBRD’s existing shareholding in Siauliu Bankas, opportunities 
to play an active role in the process of strengthening local banks, enhancing their 
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resilience, improving further their management and increasing their performance 
efficiency. 
 
Policy dialogue 
 
Policy dialogue in this sector will focus on banks’ corporate governance, supporting 
the priorities of the Lithuanian authorities, including development of the regulatory 
framework for co-operative financing institutions. 
 
The Bank will continue to work with the national authorities and the European 
Investment Fund to develop sustainable structures and financing models to facilitate 
the development of private equity and venture capital financing. A more liberal 
regulation of the allocation limits of domestic mandatory pension funds may support 
the objective of mobilising additional financing sources, and the Bank is already 
engaged in dialogue in this area. 
 
3.4. Environmental and social implications of the Bank’s proposed activities 
 
As a European Union member, Lithuania has adopted environmental and social 
legislation that is harmonised with the EU’s acquis and is aligned with EBRD’s 
Environmental and Social Policy and Performance Requirements.  
 
The Bank’s Environmental and Social Policy will apply to all projects in Lithuania. 
The strategic focus on renewable energy generation as well as energy efficiency-
related investments presents significant opportunities to reduce greenhouse gas 
emissions.  
 
In the infrastructure sector, public consultation and information disclosure will be an 
important part of project development. Health and safety will be an important 
consideration for the design and implementation of all EBRD projects.  
 
 
4. ACCESS TO CAPITAL 
 
4.1. Private sources of capital 
 
Over the course of the financial crisis Lithuania suffered a number of downgrades in 
its sovereign credit rating, primarily due to the growing risks to the long-standing 
currency board and the ramifications for the largely euro-denominated financial 
contracts. Currently, the main international credit rating agencies, Standard & Poor 
and Fitch Ratings, rank Lithuania’s sovereign debt one notch above the ‘speculative’ 
grade, BBB with a stable outlook. 
 
As in other countries in the region inflows of foreign direct investment remain well 
below the pre-crisis levels, last year at 2.9 per cent of GDP 2011, compared to over 5 
per cent in 2007. Nevertheless, significant investment projects – most notably 
commitments by Japanese engineering group Hitachi in the new nuclear power plant – 
underline continued investor interest. 
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In line with excessive pre-crisis foreign funding banks in Lithuania continue to reduce 
external liabilities, last year at a rate of about 3 per cent of GDP. Consequently, 
commercial bank financing continues to be challenging. According to the most recent 
bank lending survey, covering the six months to April 2012, banks continue to tighten 
general lending conditions with regard to enterprises and significantly tightened them 
for housing loans. The largest impact on the stricter conditions was apparent in terms 
of higher requirements on collateral and contractual obligations, a more conservative 
assessment of loan maturities and higher non-interest charges. The main reasons 
determining the firm credit policy were banks’ high financing expenses and balance 
sheet constraints. The corporate loan stock has been continuously falling since late 
2008 and has shrunk average of 8.5 per cent a year up to end 2011. The stock of 
household loans, on the other hand, continues to decline with an average annual pace 
of 5 per cent. 
 
Private equity, which could be instrumental in providing seed capital for young and 
innovative firms, remains underdeveloped. Fewer than five country dedicated and less 
than ten regional fund managers were identified for which the country was included in 
the investment scope. 
 
4.2. MDB finance and cooperation with other IFIs and multilateral donors 
 

Lithuania is eligible for substantial amounts of EU funds, up to €6.7 billion. This 
consists of 40.5 per cent from the Cohesion Funds, 45.7 per cent from European 
Regional Development Fund and 13.8 per cent from European Social Fund. 
Lithuania’s commitment rate is good: at end-May 2012 the commitment rate stood at 
81.4 per cent, making Lithuania one of the leading countries in absorption of EU 
structural funds. Lithuania’s repayment rate of 47.8 per cent is also among the highest 
in the EU. 
 
Other IFIs are clearly focused on the financial and infrastructure sectors, particularly 
energy related infrastructure, and emphasise large financings aimed at better rated 
borrowers. As a result, EBRD did not co-finance any projects with other IFIs in 
Lithuania during the previous strategy period. 
 
 Over the last three years the European Investment Bank (EIB) has signed two 

loans totalling €24.5 million in Lithuania, in 2010 a €20 million loan with 
Lithuanian Railways to finance the purchase of freight locomotives and in 2011 a 
loan with Unicredit Leasing (Latvia) including €4.5 million to be used for the 
financing of SMEs in Lithuania. 

 The European Investment Fund (EIF) has signed several commitments during 
the last four years under the EIF-managed JEREMIE Holding Fund initiative in 
Lithuania. Currently there are four banks implementing three types of debt 
instruments worth €118 million and four venture capital fund managers 
implementing equity-related transactions worth €57 million. In September 2012 
the EIF (contributing €40 million) and the three Baltic countries (each 
contributing €20 million) signed the Agreements on the Baltic Innovation Fund. 
This is a fund of funds that will co-invest alongside private institutional investors 
(who will bring at least 50% of additional capital) in private equity funds 
operating in the Baltic countries, thus encouraging venture capital investments in 
small and medium-sized enterprises. 
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 The Nordic Investment Bank (NIB) has signed four loans in Lithuania since end-
2009 totalling €72.1 million, in 2010 a €20 million loan for City of Vilnius to 
finance the construction of a by-pass road, sludge treatment plant and renovation 
of schools and in 2011, also with the City, a €9.6 million loan to further finance 
the aforementioned by-pass, energy efficiency projects and the City’s transport 
renewal programme. In June 2012 NIB signed a €34 million loan with Lithuanian 
Railways to modernise railway infrastructure and in July 2012 another loan of 
€8.5 million to the City of Vilnius to continue the financing of the transport 
renewal programme. 

 Since the end of 2009 the Council of Europe Development Bank (CEB) has 
approved no new loans in Lithuania. 

 
Co-financing with other IFIs will be pursued in selected projects, mainly in 
infrastructure. Co-operation opportunities in PPP initiatives in relation to major 
infrastructure projects will be explored, if they arise during the strategy period, 
possibly related to projects funded by the EU structural funds. The Baltic Innovation 
Fund has been established in partnership with the EIF, and may offer opportunities for 
the Bank. 
 



 

19 

ANNEX 1 – Political Assessment 
 
The Republic of Lithuania is committed to and applying the principles of multiparty 
democracy, pluralism and market economics in accordance with Article 1 of the 
Agreement establishing the Bank. 
 
Since the restoration of independence in 1990, Lithuania has made significant 
progress in building its democratic institutions. With an established track record of 
multiple peaceful transfers of political power between parties and coalitions, 
Lithuania’s democratic political system can now be considered to be largely 
consolidated, although some challenges remain in the areas of public governance and 
the fight against corruption. 
 
Representative and Accountable Government 
 
Free, fair and competitive elections 
 
Elections in Lithuania at all levels are free, fair and competitive. Since the restoration 
of independence in 1990, Lithuania has held six parliamentary elections, five 
presidential elections, six local elections and two elections to the European 
Parliament. Domestic and international observers have consistently judged 
Lithuania’s post-independence elections to be free and fair, although some concerns 
have been raised about the political bias of some media. Lithuanian elections have 
included a broad range of political parties representing a wide spectrum of political 
views, thus offering voters a genuine electoral choice. Both national and local 
elections have been highly competitive, and as a result elections at the national level 
have resulted in a regular alteration in power of centre-left and centre-right parties. 
 
Representative government that is accountable to the legislature and electorate 
 
Lithuania established a multiparty parliamentary democracy on the restoration of 
independence in 1990. The president, who is directly elected for a five-year term, is 
the head of state and is responsible for foreign and security policy. The president is 
also responsible for appointing the prime minister, who is approved by parliament and 
in turn appoints a cabinet, subject to presidential approval. Executive power is thus 
shared between the president and the prime minister, with the president responsible 
for the appointment of judges while the prime minister oversees domestic 
policymaking and the implementation of laws adopted by parliament. Since her 
election in May 2009, President Grybauskaitė has built on her large electoral majority 
and continuing high levels of popular support to play a more activist role in 
Lithuanian political life than that played by her predecessors. 
 
The Lithuanian Parliament (the Seimas) has 141 deputies elected for a four-year term, 
70 of whom are elected on national party lists with a threshold of five per cent for 
parties and seven per cent for coalitions, and the remaining 71 in single-member 
constituencies elected in two-round majoritarian voting. The legislature is able to hold 
the Government to account through its approval of the Prime Minister, who in turn 
appoints the Cabinet. In addition, the Seimas is able to hold the Government to 
account through the mechanism of ‘no confidence’ votes. The Government is also 
accountable to the electorate, first and foremost through the ballot box, but also 
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through multiple access points to political decision-making by ordinary citizens and 
civil society organisations. 
 
Effective power to govern of elected officials 
 
Lithuania’s elected officials have full effective powers to govern, and there are no 
formal constraints on their powers to govern effectively. The armed forces of 
Lithuania are fully subject to civilian control and do not play a significant role in 
political or fiscal decision-making processes. However, there has long been a close 
relationship among business, financial and political elites in Lithuania, with 
individuals often crossing over from one sphere of public life to another. This close 
relationship between the political and business elite has at times raised concerns about 
possible informal constraints or influences on the independence of certain elected 
officials, and a number of high-profile political leaders have resigned or been 
dismissed as a result of corruption, including former President Rolandas Paksas, who 
was impeached in 2004 following revelations that he had granted Lithuanian 
citizenship to a major campaign donor. The anticipated return to government of 
Paksas’ Order and Justice Party and the Labour Party, headed by Viktor Uspaskich, 
who remains under investigation for party finance violations, raises concerns about 
the possible return of corruption and influence-peddling at the highest levels of 
Lithuanian government. 
 
Freedom to form political parties and existence of organised opposition 
 
Lithuanian citizens are free to form political parties and a series of opposition parties 
and groups (many of whom have held political office) have been organised, well 
resourced, and enjoyed popular support. However, the political party system in 
Lithuania has long been characterised by a high degree of fragmentation, with 
frequent government coalition breakdowns, fluid political party structures subject to 
frequent changes of personnel and the rapid appearance and then disappearance of 
some political parties. This fragmentation of the political party system has persisted in 
recent years, with 16 parties contesting the 2008 parliamentary election, a slight 
decline from the 20 that contested the 2004 election. 
 
Furthermore, Lithuania’s political parties have tended to be based on strong political 
personalities rather than clear ideological or programmatic platforms, and 
parliamentary coalitions have often been formed on the basis of party leaders’ ability 
to work together rather than sharing ideological or programmatic objectives. The 
current coalition government has successfully remained in power since 2008 despite 
the economic crisis and repeated attempts by the opposition parties to remove 
individual Ministers. However, in recent years anti-austerity sentiment within the 
electorate has been matched by the rise of populist anti-reform rhetoric within some 
leading opposition parties. 
 
Civil Society, Media and Participation 
 
Scale and independence of civil society 
 
Lithuanian civil society is large, diverse, vibrant and independent of the state. Civil 
society organisations (CSOs) have become more important in recent years as popular 
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trust in political parties has remained low and indeed continued to fall. CSOs have 
good access to political decision-making and the law-drafting process, and experts 
from the CSO community are routinely consulted on major government proposals. 
Business associations and trade unions have tended to have the most influence over 
the policy-making process, although the influence of trade unions has declined in 
recent years as they are widely seen as rather weak, despite their bargaining powers 
being enshrined in law. 
 
Financial support to civil society organisations, particularly those with membership-
based finding structures, declined during the economic crisis, but has since recovered 
somewhat. Fiscal measures are in place to incentivise donations to CSOs, although the 
public donor base remains fairly narrow. 
 
Independent pluralistic media that operates without censorship 
 
The Lithuanian Constitution guarantees freedom of expression, and legal protection 
for investigative journalists exists and is generally observed in practice. The media in 
Lithuania are generally independent, pluralistic and robust, and operate without 
formal state censorship. However, Lithuania’s private mass media are regularly 
criticised for their political partisanship and lack of rigorous investigative journalism, 
which reflect the fact that much of the country’s domestic media is owned by 
influential businesspeople or conglomerates with opaque ownership structures and 
which reputedly have ties to some leading political figures. 
 
Libel remains a criminal offence in Lithuania. While there are few cases of harsh 
penalties being meted out in libel cases, in 2011 the editor of an internet news website 
was imprisoned for 40 days after failing to pay a fine of approximately $10,000 for 
allegedly libelling a former presidential candidate. In addition, the editor of an 
influential national newspaper in 2011 filed libel suits against a number of online and 
print media after they printed a Wikileaks report alleging that his newspaper had 
blackmailed businesses and politicians to secure advertising contracts, the first time 
that a Lithuanian journalist had used the libel law against other journalists. 
 
Finally, the severe economic pressures of recent years have limited advertising 
revenues for Lithuania’s mass media, which has become more reliant on advertising 
commissioned by state institutions, raising some concerns about the media’s 
independence. 
 
Multiple channels of civic and political participation 
 
Lithuanian citizens enjoy a number of channels of civic and political participation. It 
is easy and uncontroversial to become a member of a political party, although political 
party membership is below the EU average and public trust in political parties is low 
and declining. Lithuania’s robust civil society provides another channel of civic and 
political participation, although mass membership in these organisations remains 
limited. 
 
Lithuania has an unusually large proportion of independent (non-party affiliated) 
candidates in both national and local elections, many of whom come from civil 
society organisations. In the 2011 local elections, independent candidates received 
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more than five per cent of the vote on average, and won seats in both Vilnius and 
Kaunas city councils. 
 
Rule of Law and Access to Justice 
 
Separation of powers and effective checks and balances 
 
The Lithuanian Constitution provides for formal institutional checks and balances 
within the political system, and these are generally effective. The president has the 
authority to appoint the prime minister as well as judges. The judiciary is independent 
and generally provides an effective check on executive and legislative powers, 
although cases of corruption among judges continue to be reported, resulting in low 
public trust in the courts.  
 
Supremacy of the law 
 
The Constitution of Lithuania is the supreme law of the land, and all political forces 
accept the supremacy of the Constitution and the laws of Lithuania as well as the 
European Union. No bodies or individuals are deemed to be above domestic or 
international law de jure, although some politically-connected businesspeople are 
alleged to have received exceptional treatment, particularly by the courts and some 
members of the political elite.  
 
Government and citizens equally subject to the law 
 
The Lithuanian Constitution guarantees all citizens equality before the law. However, 
in practice, some individuals have been able to override the legal system through the 
use of corrupt practices, including the bribing of judges. According to Transparency 
International’s Corruption Perceptions Index (CPI), in 2011 Lithuania scored 4.8 out 
of 10 (with 10 representing the lowest level of corruption). This marked a return to the 
score that Lithuania had received from 2001 until 2007, after three years of a lower 
score of 4.6, indicating that the country made negligible progress in combating 
corruption (or at least the perception thereof) over the past decade. 
 
Civil and Political Rights 
 
Freedom of speech, information, religion and conscience, movement, association and 
assembly 
 
The fundamental freedoms of speech, information, religion and conscience, 
movement, association and assembly are guaranteed by the Lithuanian Constitution 
and supporting legislation and are observed in practice. 
 
Political inclusiveness 
 
Lithuania is the most ethnically homogeneous of the Baltic countries: according the 
2011 census, 84.6 per cent of the population is ethnically Lithuanian. The largest 
minorities are Poles (6.0 per cent) and Russians (4.8 per cent). Lithuania’s legal 
framework for the protection of minority rights is well developed. Lithuania’s 
citizenship law of 1989 allowed all residents to apply for naturalisation, regardless of 
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ethnicity. Important amendments to a number of laws – including the Penal Code, the 
Civil Code, the Labour Code and the Law on Education – were undertaken in the first 
half of this decade to comply with relevant EU legislation as well as the UN 
Convention on Elimination of All Forms of Racial Discrimination. In early 2002 the 
Ministry of Education approved new regulations permitting the use of minority 
languages as the primary language of education in compulsory education, and there is 
an extensive network of state-funded Polish- and Russian-language primary and 
secondary schools. Despite these efforts by the authorities, concerns remain about the 
treatment of the small Roma minority. 
 
Freedom from harassment, intimidation and torture 
 
The Constitution of the Republic of Lithuania provides for citizens’ freedom from 
harassment, intimidation and torture by the state, and these freedoms are observed in 
practice. 
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ANNEX 2 – Assessment of Transition Challenges 
 
The table and the supporting text below provide an overall assessment of Transition 
Challenges by sector, based on Transition Report 2011. There are two separate scores 
for each sector, rating market structures and market-supporting institutions. Scores 
range from negligible, small, medium and large. ‘Negligible’ means that the 
remaining challenges are minor and that the sector is well advanced in moving 
towards the standards of a well-functioning market economy. ‘Large’ means that the 
remaining challenges are major and that this dimension of the sector is at an early 
stage of reform. 
 

Sectors Market Structure 
Market-supporting 

institutions 
Industry, Commerce and Agribusiness   
Agribusiness Small Medium 
Manufacturing and Services Small Small 
Real Estate Small Negligible 
Telecommunications Small Negligible 
Private Equity Medium Medium 
Energy   
Natural resources Medium Negligible 
Power Medium Small 
Sustainable Energy Medium Small 
Infrastructure   
Urban Transport Small Small 

Water and Wastewater Medium Small 

Roads Medium Medium 
Railways Medium Small 
Financial Institutions   
Banking Small Small 

MSME Medium Small 

Insurance and Financial Services Small Small 

Capital Markets Medium Small 

 
1.1 Corporate sectors 
 
Agribusiness 
Market structure: Small 
Market institutions: Medium 
 
Since accession to the EU in 2004, Lithuania has been integrating into the EU’s CAP. 
As an EU member, the country is receiving substantial EU agricultural support, 
though this is considerably less than in some other EU member states. Land 
ownership has been successfully restituted and around 70% of agricultural land is now 
in private ownership. Privatisations of agribusinesses is essentially completed, but as 
in other accession countries new owners still have to reduce costs, improve efficiency 
and upgrade hygiene standards in order to become internationally competitive. 
Transport, storage, marketing and retail facilities need to be modernised further. 
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Credit to the agricultural sector was increasing, but may now be adversely affected by 
the financial crisis. A warehouse receipts system has been operational since 2003. 
 
Manufacturing and Services 
Market structure: Small 
Market institutions: Small 
 
Although Lithuania has one of the most competitive business environments in the 
whole region, the recent crisis has highlighted areas where further reform is needed. 
Starting a business, licensing, employment legislation and investor protection are still 
seen to be particularly burdensome. Improvements in these areas will facilitate new 
business entry and further enterprise restructuring. Lithuania will need to develop 
more technology-intensive sectors, especially to increase the share of these goods in 
exports. This will require a tax regime that favours research and development and 
innovation and also discourages the outward migration of skilled workers, some of 
which is already foreseen in adopted changes to the taxation of profit taxes. Over the 
longer term it requires an education system that ensures human capital has the 
appropriate skills. Improvements in public administration and judiciary are key 
remaining issues and corruption is still affecting the business environment. Increased 
business activity by equity funds, including offering a broader range of financing 
instruments, is needed. Expansion of private enterprises, particularly in less developed 
regions, is important as well as restructuring of those enterprises hit by the crisis. 
 
Real estate 
Market structure: Small 
Market institutions: Negligible 
 
The real estate sector has significantly developed over the past decade. The financial 
crisis has strongly affected the sector, in particular the office segment, as it was 
characterised by a large number of speculative projects. Unlike Estonia and Latvia, 
Lithuanian retail developers have been active not only in the capital city but also in 
secondary cities such as Kaunas and Klaipeda. The legislative framework, including 
the legal framework for mortgage, is efficient and there is little state interference in 
the sector. Lithuania scores well in terms of its World Bank Doing Business ranking 
for property registration (currently ranked 7th out of 183 countries), while 
improvements are still possible with regard to dealing with construction permits. 
Primary and secondary legislation supporting the sustainability of real estate (energy 
efficiency, impact on environment) is well developed and public awareness of the 
sustainability issues is also good. 
 
Telecommunication 
Market structure: Small 
Market institutions: Negligible 
 
Telecommunications regulation is already well developed in Lithuania and the 
regulator, the Communications Regulatory Authority, is independent. Despite fixed-line 
market liberalisation the incumbent, Lietuvos Telekomas (TEO), has managed to 
maintain a significant market share as alternative operators accounted for about 7 per 
cent of subscribers at the end of 2008. Competition comes from the three mobile 
network operators and a number of mobile virtual network operators (MVNOs). The 
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largest player in the broadband Internet market is again TEO with almost 50 per cent 
market share in broadband. Internet access via mobile telephony is the fastest growing 
form of internet uptake. 
 
1.2 Energy and Infrastructure 
 
Natural Resources 
Market structure: Medium 
Market institutions: Negligible 
 
Lithuania has minimal natural gas reserves and no natural gas production, making the 
country completely reliant on imports from Russia. The only refinery in the Baltic 
countries is Lithuania's Mazeikiai, which was privatised to Polish PKN Orlen in 2006. 
The private company Lietuvos Dujos is responsible for gas transmission, distribution 
and supply. It is owned by E.On Ruhrgas (38.9 per cent), Gazprom (37.1 per cent), the 
Government of Lithuania (17.7 per cent) and minority shareholders (6.3 per cent). In 
2008, the company achieved operational and financial unbundling of the system 
operator from its supply units. A key remaining challenge is its full legal unbundling. 
The Law on Natural Gas transposes all the requirements enforced in the EU Directive 
2003/55/EC. Since this date the natural gas market in Lithuania has been fully 
liberalised and all the natural gas customers are eligible, i.e. consumers may choose 
their supplier. However, although the market is fully liberalised, de facto there is no 
competition in the gas supply market as there is only one supplier and the only 
interconnections are with Russia and Latvia. Tariffs are cost reflective and set by the 
Lithuanian National Control Commission for Prices and Energy which is fully 
independent. 
 
Sustainable Energy 
Market structure: Medium 
Market institutions: Small 
 
An adequate legal and institutional framework for sustainable energy is in place. 
Energy pricing encourages energy efficiency investments. Support systems for energy 
efficiency and renewable energy are in line with EU practices, although outcomes are 
still lagging behind EU average. The new Law on Energy, which encompassed 
Directive 2009/28/EC, has been adopted by the parliament. An Energy Efficiency 
Action Plan was adopted in 2007. The regulatory framework for renewable energy 
introduced feed-in-tariffs (e.g. €8.69 cents per kWh of wind power) until 2020 with a 
cap on total capacity eligible for support. However, the regulatory framework for 
renewables is being revised and a new renewables support scheme is expected to be 
implemented during 2011. A Climate policy is in place and geared to achieve EU 
20/20/20 targets. Remaining challenges include facilitation of project development 
especially in housing and SME sectors. 
 
Power 
Market structure: Medium 
Market institutions: Small 
 
Progress in market structure reform has been mixed. Between 2001 and 2011, the 
sector was restructured several times. The sector had been first restructured in 2001 
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by unbundling SPAB Lietuvos Energija, the vertically integrated monopoly, into a 
separate transmission company, AB Lietuvos Energija, and four distribution 
companies. However, currently the sector is going through consolidation which might 
hamper competition. Thus, in December 2010, the two distribution companies were 
merged into one state-owned holding named Lesto. All the main remaining generation 
assets owned by the state, after the closure of the Ignalina nuclear power plant in 
December 2009, have now been grouped under Lietuvos Energija. Lithuania also 
announced that it will implement ownership unbundling in electricity sector and, as a 
consequence, Litgrid, the transmission company, which is still being owned by 
Lietuvos Energija, became independent in 2011. Both are now fully owned by the 
state. An adequate legal and institutional framework for energy is in place. The 
liberalisation of the market was completed in July 2007 and all customers can freely 
choose their supplier. Significantly, a power exchange, based on NordPool platform, 
was opened in 2010. In 2010, between 40% and 60% of total electricity consumed in 
Lithuania is traded via the new power exchange Private sector participation in 
generation is limited but it has advanced in distribution. The recent changes in market 
structure and real market opening occurred mostly as a result of INPP closure. Finally, 
the quality of institutions has been further improved. In 2007, the regulatory 
framework for renewables was significantly strengthened with the introduction of a 
feed-in tariff and a mandatory off-take mechanism but the scheme is currently being 
revised. An independent regulator for the power sector is in place and reforms have 
been implemented so that electricity tariffs are aiming to be cost-reflective. In June 
2009, Baltic countries signed MoU on the Baltic Energy Market Interconnection Plan 
(BEMIP) aiming to further integrate Baltic electricity market and with the EU market. 
 
Water and wastewater 
Market structure: Small 
Market institutions: Medium 
 
The water companies in Lithuania have been decentralised, and majority is under 
municipal control. There is an ongoing regionalisation of a very fragmented water 
sector. The number of small water suppliers has reduced by half since 2000, and it is 
planned there will be only 60 remaining out of 700. 
 
In larger municipalities, utility companies are in general operating well with good 
financial performance based on adequate billing and collection procedures. In recent 
years there has been significant EU grant financing in the water sector. A national 
commission for prices and energy approves the tariffs for water and heating, which 
are now set at a full cost recovery level for all consumer groups. The remaining 
challenge is related to the expansion of PPP structures for water and wastewater 
services. 
 
Urban Transport 
Market structure: Small 
Market institutions: Small 
 
Municipal infrastructure is decentralised and commercialised in Lithuania. The 
liberalisation of some urban bus routes has introduced competition in the transport 
sector in some of the larger municipalities. Majority of the bus and trolleybus 
companies are municipally owned. However, some transport companies still operate 
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with low fare-box ratios and remain strongly dependent on transfers from local 
authorities. Improved contractual arrangements, with clear obligations and incentives, 
have been introduced for some urban transport companies, while other transport 
providers still operate within a sub-optimal contractual framework. The financial 
crisis has negatively affected the compensation of the transport companies. 
 
Remaining challenges include a more holistic planning and regulation of the urban 
transport sector in the larger cities and well as improved contractual arrangements for 
private operators in the transport sector including traffic management, modern parking 
management and regulation. 
 
Roads 
Market structure: Medium 
Market institutions: Medium 
 
The Road Agency (called Lithuanian Road Administration) was established and it 
covers both state roads and motorways. All construction entities have been divested 
and privatised. The road fund was established in 1996, but was abolished in 2002. 
Many of maintenance activities have been privatised and they compete with state 
owned companies. There are about 11 state-owned maintenance companies. All 
construction and major rehabilitation works are always tendered but smaller works 
and routine maintenance contracts are often given without tendering. The first 
Concession law came into force in 1996 and was revised in 2003 but so far not PPP 
transactions have been closed. 
 
Transition challenges remain in the following areas: (i) full privatisation of road 
maintenance companies; (ii) introduction of performance based contracts; and (iii) 
development of PPP projects in line with international best practice. 
 
Railways 
Market structure: Medium 
Market institutions: Small 
 
In railways, operating and policy setting functions have been separated. In 2008, core 
railway businesses have been corporatised and started operating as a separate entity. 
An independent regulator was also established, and track access was liberalised. 
Railway labour productivity is one of the highest in the transition region. 
 
The remaining transition challenges are identified in the following areas: (i) private 
sector participation in freight and other related services (e.g. wagon and container 
leasing); (ii) further liberalisation and enhanced competition in the market; and (iii) 
development of multi-modal transport networks and operations. 
 
1.3 Financial institutions 
 
Banking 
Market structure: Small 
Market institutions: Small 
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Assets to GDP of the Lithuanian banking sector amount to 74 per cent. There are 
eight commercial banks with licenses issued by the Central Bank and 12 subsidiaries 
of foreign banks (one of which is not yet operational, and three of which have 
received permission from the Central Bank to cease operations). Foreign-owned banks 
account for over 90 per cent of assets. In recent years, a combination of low interest 
rates and intense competition led to rapid credit growth in the period up to 2007, 
exposing the sector to heightened risks. The deposit base is reasonably developed at 
41 per cent of GDP. The private sector credit to GDP ratio stood at nearly 51 per cent 
at the end of 2011. Around one third of deposits, and around three quarter of loans are 
in foreign currency. In 2009, falling asset prices and a sharp recession led to 
deteriorating asset quality and capital adequacy indicators, which has put pressure on 
smaller local banks with no parent support. In terms of regulations, the Bank of 
Lithuania has taken a number of measures to strengthen financial supervision. 
Progress has also been made in implementing the Financial Stability Law. The 
stability of the sector post-crisis was improved by signing of a regional financial 
stability agreement with the Nordic States in 2010. The agreement introduced cross-
border crisis management and resolution in order to handle crisis situations more 
efficiently and including the establishment a Nordic-Baltic Cross-Border Stability 
Group. 
 
Micro, Small and Medium-sized enterprises 
Market structure: Medium 
Market institutions: Small 
 
The MSME sector accounted for 75 per cent of total employment and contributed 64 
per cent of the value added of the non-financial enterprises to the overall economy in 
2008. The share of SME lending, however, represents only approximately 13 per cent 
of total lending Although bank lending to MSMEs has increased in the recent years, 
access to finance remains a significant challenge as indicated by 27 per cent of 
respondents in the BEEPS survey 2009. A number of public support programmes 
have been set up to improve the access to finance for MSMEs, including a micro-
credit programme, credit guarantees and counter-guarantee schemes and aid for export 
credit. Such support schemes have been further extended in 2009 to counterbalance 
the negative effect of crisis on MSME lending. Access to government programmes, 
including those for farmers, rural entrepreneurs and processors of agricultural 
products might delay the emergence of sustainable commercial bank lending. The 
promotion of venture capital investments and the quality improvement of public 
services for businesses (in particular with regard to information on sources of finance, 
training on how to present financials and business plans) are some of the remaining 
challenges. 
 
Insurance and other financial services 
Market structure: Small 
Market institutions: Small 
 
Insurance legislation and regulation have been strengthened in recent years and almost 
meet the IAIS standards. The sector has a penetration of 1.7 per cent of GDP (of 
which non-life insurance and life-insurance account for 31% and 69%, respectively), 
which is the lowest amongst CEB peers. It is fully covered by privately owned 
insurance companies. Of the 15 companies operating in Lithuania’s insurance market, 
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the top three control nearly 60% of the market. The availability of insurance products 
remains moderate. The level of skills required in the sector is moderate. The sector 
has been affected significantly by the crisis and several foreign players such as Suomi 
Mutual or Swedbank have either scaled back operations or exited the market. In terms 
of the pension provision, there is an adequate regulatory framework. Nevertheless, 
there is scope for further enhancing the framework, eg, in the area of corporate 
governance of pension funds. As in the other two Baltic States, contributions to the 
second pillar have been reduced in 2009 as part of measures to consolidate the fiscal 
budget and pension fund assets to GDP amount to 3.6 percent of GDP. Leasing 
services are well-developed (leasing assets of 9.1 percent of GDP), although the 
legislation in this segment remains inadequate. The segment is highly concentrated: of 
the 11 companies operating in it, the top three (all foreign owned, comprised of SEB 
Bankas, Swedbank and DNB Bankas) control nearly 85% of the market. At 21% of 
GDP, Lithuania’s mortgage penetration is comparatively high. 
 
Private equity4 
Market structure: Medium 
Market institutions: Medium 
 
A commercial private equity market remains underdeveloped. Less than five country 
dedicated and less than ten regional fund managers have been identified for which 
Lithuania is included in scope, principally due to Lithuania’s inclusion in the Central 
European region and not as a target country for these regional funds.. Available 
capital and active capital are estimated at 0.8 and 0.1 per cent of GDP, respectively. 
The bulk of activity is represented by buyout funds, with moderate amounts 
committed to growth and venture capital funds. Commitments to infrastructure, 
mezzanine, start-up and the distressed asset funds are negligible or non-existent. 
There is a very limited number of local institutional and private investors that are 
active in the private equity sector. Conformity with OECD’s Principles of Corporate 
Governance is relatively high. 
 
Capital markets5 
Market structure: Medium 
Market institutions: Small 
 
Following the adoption of the EU acquis communautaire, securities market legislation 
complies with high international standards. Enforcement of securities standards 
through the regulator is seen as being highly effective. The public equity market 
capitalisation stands at 15.4 per cent of GDP in 2010, and there were 38 companies 
listed for the Vilnius segment of the NASDAQ.OMX. Government bond markets’ 
secondary trading is very illiquid. Money markets remain underdeveloped. Liquidity 
in the inter-bank market as well as the currency forward market remains highly 
illiquid.

                                                 
4 Private equity is, by the nature of it being executed by private partnerships, not well reported and not 
well covered by central bank or other regulatory reporting. The data provided here are best estimates 
from public sources as well as private sources available to the Bank, and represent a view on the non-
captive institutional quality funds in the country. 
5 The Market institutions indicators used refer to a survey conducted in 2007. In addition, the survey 
focused on equity markets primarily. The limitations of the data will hence need to be taken into 
account in the following commentary. 
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ANNEX 3 – Legal Transition 
 
Over the last two decades, Lithuania has developed a fairly comprehensive and 
modern legislative framework to support business activities. This strong legal system 
has helped Lithuania in its post-crisis recovery process, which has been relatively 
quick. There remains however some legal areas in need of improvement, in particular 
in the insolvency sector where further efforts are needed to approximate international 
standards of best practice. Following the publication of an IMF report in 2011, the 
government is working to reform insolvency legislation, with results expected in 2012 
already. The secured transactions system is functioning well, but some modifications 
of the Civil Code would be welcome in order to reflect the needs of modern business 
transactions. Changes should in particular facilitate using fluctuating pools of assets 
as collateral and using a general description of debt in security documents. 
 
In the rest of this annex, the analysis focuses on two sectors more directly relevant to 
the Bank’s investment strategy for the new period, namely the energy sector and 
public-private partnerships (PPPs). As regards the former, Lithuania has overall 
introduced solid programmes regarding both energy efficiency and renewable energy, 
but further consistent efforts aimed at liberalising the energy market, introducing 
more guarantees for renewable energy investments and increasing the energy 
efficiency of buildings are required. The recently approved integration in the 
European grid and construction of power links with Poland and Sweden will enable 
the country to diversify its energy supply from Russian electricity imports. As regards 
the latter (i.e. PPPs) the legal regime was found to be very advanced. 
 
Energy efficiency and renewable energy 
 
The applicable legislation can be found in the Law on Energy of 16 May 2002, the 
Law on Renewable Energy of 24 June 2011, the Law on Heat Sector of 20 May 2003, 
and the Law on Biofuel, Biofuels for Transport and Bio-oil of 18 July 2000, all as 
amended. 
 
Lithuania’s Second Energy Efficiency Action Plan (the “Plan”)6 was submitted to the 
European Commission in 2011. The Plan presents an overview of energy efficiency 
measures and programmes which are currently being planned or implemented in the 
residential, services, industrial, energy, and transport sectors, as well as programs 
which cut across sectors. The Plan also outlines the leading role of the public sector in 
promoting energy efficiency improvements, as well as provisions for concluding 
voluntary agreements with energy companies to improve energy efficiency, both in 
accordance with Directive 2006/32/EC. 
 
The government has made some progress in improving the energy efficiency of 
buildings, including by adopting the Multi-Apartment Building Modernisation 
Programme in December 2011. The state provides support for improvements such as: 
major renovation/upgrading of the heating and hot water systems, improvements to 
thermal characteristics, installation of renewable energy source (RES) using 
equipment (e.g., solar panels on the for water heating), and reorganisation of 
communal building services. The Programme, however, is weakened by counteracting 

                                                 
6 See at http://www.buildup.eu/publications/20814  
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subsidies available in other policy areas that reduce incentives for inhabitants of 
residential buildings to improve energy efficiency. Such measures include provision 
of subsidies to low-income households to cover increased energy costs as well as the 
application of a 9% reduced VAT rate for residential heating through the end of 2012. 
Further substantial and accelerated efforts are needed to improve energy efficiency of 
buildings. 
 
Lithuania’s EU 2020 targets for energy produced from renewable energy (RES) are 
23% of total energy consumption and 10% of consumption in the transport sector. The 
official statistics reveal that the percentage of RES amounts to approximately 19.7% 
of the final energy consumption in Lithuania for 2010, which surpasses its 2011/2012 
interim target. The majority of RES energy is produced from biomass. However, 
while adequate financial incentives are in place to overcome cost barriers to market 
entry, there has been little progress towards eliminating non-cost barriers to large-
scale RES development. 
 
The main support for energy produced from renewable energy sources is a feed-in 
tariff (FiT) system with purchase obligation at the national level introduced in 2002. 
On 24 June 2011 a new Law on Renewable Sources of Energy was adopted, which 
revises the subsidies regime available to electricity producers from renewable energy 
sources. The supporting legal framework is still being developed and some procedures 
remain unclear. The law envisions that producers of energy from renewable sources 
will receive the difference between a fixed (feed-in) tariff and the price of electricity 
actually sold at the energy market. Fixed tariffs and incentive quotas will be allocated 
at an auction independently in every geographic region. This regime will apply only 
to power plants with 30 kW of power and more. Renewable energy power plants with 
smaller capacity will receive fixed feed-in tariffs, which are set centrally by the 
National Control Commission for Prices and Energy. Newly commissioned plants are 
entitled to receive FiT for 12 years after the commissioning of the plant. Renewable 
energy has priority over other kinds of energy in the transmission and distribution of 
electricity. 
 
The country’s energy system infrastructure lacks competition and interconnections 
and this is a factor that hinders growth. The country is exclusively connected with the 
two other Baltic states, as well as with Belarus and Russia. Grid development 
(especially in the Western coastal region) is one of the biggest issues in Lithuanian 
energy policy. Concentration remains high (above 90 %) in both the gas and 
electricity markets. 
 
Parliament has adopted a new National Energy Independence Strategy to replace the 
2007 National Energy Strategy. Currently, Lithuania relies primarily on oil and gas in 
its energy mix, and these fuels come from a single supplier, Russia. The goal of the 
strategy is for Lithuania to diversify its energy supply by 2020 by increasing 
interconnectedness with European electricity networks and liberalising its energy 
markets. 
 
The Lithuanian parliament approved the Electrical Grid Synchronisation Law on 12 
June 2012. The law complies with the EU's third energy package and will allow the 
country to connect to the Western European power network by 2020. Currently, 
Lithuania is building LitPol Link 1, a 1,000 MW electrical power link to Polish power 
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grids, which is expected to become operational in 2015. In addition, a 700 MW 
Lithuanian-Swedish power link, Nordbolt, currently under construction, will connect 
Lithuania to the Nordic electricity market (Nord Pool), in 2015. Current cooperation 
and integration with the Nord Pool market provides an interesting perspective for the 
further market development, in terms of increasing market size, participation in a 
well-established market and the introduction of an intraday market, which is likely to 
decrease the end-user energy price. 
 
The strategy also calls for improvements in energy efficiency and increased reliance 
on renewables, especially in the heating sector. Currently, over 70% of heat is 
produced by natural gas. Under this strategy, Lithuania would support initiatives to 
increase the use of biomass in heat production (both by installing bio boilers and 
constructing bio combined heat and power (CHP) facilities) and promote the use of 
waste for heat production. The goal is to have renewable energy account for 60% of 
centralised heat production by 2020. In addition, Lithuania would support initiative to 
increase efficiency in production, transmission, and consumption of heating energy. A 
preliminary reading of the resolution to approve the strategy was held before the 
Seimas (the Lithuanian parliament) on 7 June 2012 but it was returned for further 
discussions. 
 
Lithuania needs to promote competition in energy networks by improving 
interconnectivity with EU countries for both electricity and gas. The legal framework 
for RES should be improved in order to reduce non-cost barriers to market entry. 
Disincentives to EE improvement in residential buildings should be examined and 
reduced to the extent possible. Taxation should be shifted towards energy use in order 
to reduce the energy intensity of the Lithuanian economy. 
 
Public-private partnerships 
 
Lithuania has since the 2008 EBRD Assessment further improved its PPP legal 
framework and created a system which now regulates both concessions and general 
government and private entities’ partnership (“GGPEP") similar to PFI model used in 
the United Kingdom. This makes the Lithuanian Law even closer to the PFI Guide 
recommendations as it was a few years ago. 
 
Even though the Law on Concession did not have any significant amendments since 
2006, the legal framework of PPP was changed by recent significant amendments to 
the Law on Investments and introduction of the Rules on Preparation and 
Implementation of the Public – Private Partnerships. 
 
The Law on Investments introduced definitions of the PPP and the GGPEP. It set the 
concepts, principles and peculiarities of GGPEP project agreement, as well as its 
contents (which are similar to those set in the Law on Concessions to the concession 
agreements) and defined who can be the general government entities. The Law on 
Investments also introduced that the GGPEP agreement shall be concluded in 
accordance with the Law on Public Procurement and the duration of agreement shall 
be more than 3 but not more than 25 years. In addition to all that, the Law on 
Investments set the legal base to establish a Central PPP Unit, which is responsible for 
the methodological help and consultations regarding preparation and implementation. 
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The Rules on Preparation and Implementation of the Public-Private Partnerships set 
the definition of partnership agreement and specified the process of preparation, 
implementation of the PPP. The Rules clarified which institutions are responsible for 
preparation, approval, implementation and control of PPP, as well as processes 
thereof. Furthermore, the Rules defined the main risks of the PPP and principles of 
allocation of the risk between public and private parties and its impact to the ratios of 
public sector’s deficit and debt. The legal framework created by the Law on 
Investments, the Law on Concessions, the Rules on Preparation and Implementation 
of the Public-Private Partnerships, and the Law on Public Procurement provides for a 
comprehensive and clear regulation and guidance on what is PPP, who can prepare, 
approve and implement the PPP projects, what shall be included into the partnership 
agreements and how the risks between public and private sectors should be allocated. 
Even though the rules are comprehensive, they still provide with sufficient flexibility 
to allow the parties to negotiate the terms of private partnership agreement. 
 
However, it has to be noted that the Lithuanian Law does not regulate or even refer to 
unsolicited proposals and does not provide for establishing a record of the key 
information pertaining to the selection and award of the partnership agreement in 
concession type PPP, although the Ministry of Finance collects publishes data on 
signed PPP agreements and concessions and on its website. 
 
The situation for implementation of PPP projects is favourable in Lithuania. Currently 
there are no political or social obstacles for implementation of PPP. On the contrary, 
because of the current financial situation and the lack of funds to improve or expand 
the public infrastructure, the government is in favour of PPP. Concession is used by 
municipalities for approximately 10 years and currently 40 concession agreements are 
in operation in various sectors, such as energy, health care, transport, waste treatment, 
etc. But the government also actively promotes recently introduced GGPEP model – 
currently one project in transport sector is being implemented and two more pilot 
projects are pending and about to be implemented. Promotion of PPP is supported by 
good defence of bidders’ rights and legitimate interests. In case of GGPEP projects or 
PPP are awarded as a work concession, remedies under the Law on Public 
Procurement are applicable, which are in conformity to the Directive 2007/66/EC (the 
Remedies directive). In case of PPP is awarded as a service concession, the same 
principles are applied by the courts. The courts itself have sufficient experience in 
disputes regarding acts or decisions taken by contracting authorities and follow the 
precedents in case law of the Court of Justice of the EU. 
 
One obstacle for wider use of PPP could be a relatively small size of the projects, 
which currently do not exceed 200 mil. LTL (approx. 58 mil. EUR) and are not very 
appealing for large foreign investors / financial institutions. Another obstacle for 
wider use of PPP is that even though there is the Central PPP Unit, it is not a “task 
force” assisting the development of PPP projects in general, but rather limited to 
promotion of PPP while providing methodological assistance. There are no PPP unit / 
agency or department of Central PPP Unit at the municipal level. Therefore smaller 
municipalities lack competence and assistance to prepare and implement PPP project, 
even if they have a need for it. The Ministry of Finance and Central PPP Unit are 
currently implementing an EU-funded training programme to enhance PPP 
implementation capacity at regional and local levels. 



 

35 

  
ANNEX 4 – Selected Economic Indicators 
 

2006 2007 2008 2009 2010 2011 2012 
Projection 

Output and expenditure (Percentage change in real terms) 

GDP 7.8 9.8 2.9 -14.8 1.4 5.9 2.7 
     Private consumption 10.0 11.3 4.2 -17.5 -4.9 6.1 na 
     Public consumption 2.0 1.6 0.4 -1.4 -3.3 0.2 na 
     Gross fixed capital formation 19.3 21.8 -5.2 -39.5 1.0 17.1 na 
     Exports of goods and services 12.2 3.1 11.4 -12.5 17.4 14.1 na 
     Imports of goods and services 13.7 10.6 10.3 -28.3 17.3 12.9 na 
Industrial output 6.7 2.5 5.2 -14.0 6.6 7.9 na 
Agricultural output -4.9 8.0 7.6 0.8 -6.8 6.9 na 

Employment (Percentage change) 

Labour force (annual average) 0.0 -0.1 -0.1 -0.3 -1.1 -3.2 na 
Employment (annual average) 1.7 2.3 -0.9 -6.8 -5.1 2.0 na 

(In per cent of labour force) 
Unemployment (annual average) 5.6 4.3 5.8 13.7 17.8 15.4 na 

Prices and wages (Percentage change) 

Consumer prices (annual average) 3.8 5.8 11.1 4.2 1.2 4.1 na 
Consumer prices (end-year) 4.5 8.2 8.5 1.2 3.6 3.5 na 
Producer prices (annual average) 3.9 3.5 3.1 -6.8 0.3 4.4 na 
Producer prices (end-year) 3.1 2.9 2.0 -8.8 4.2 1.7 
Gross average monthly earnings in economy (annual average) 16.7 19.3 19.3 -4.4 -3.9 2.2 na 

Government sector (In per cent of GDP) 

General government balance -0.4 -1.0 -3.3 -9.4 -7.2 -5.5 na 
General government expenditure 33.5 34.6 37.2 43.8 40.9 37.5 na 
General government debt 17.9 16.8 15.5 29.4 38.0 38.5 na 

Monetary sector (Percentage change) 

Broad money (M2, end-year) 21.5 21.4 -0.4 0.7 9.4 4.8 na 
Domestic credit (end-year)  51.6 45.5 17.9 -7.1 -7.9 -5.9 na 

(In per cent of GDP) 
Broad money (M2, end-year) 45.9 47.6 42.4 45.7 51.2 49.7 na 

Interest rates (Annualised agreed percentage rate) 

Deposit rate (all maturities) 3.0 5.4 7.6 1.9 1.6 1.9 na 
Lending rate (all maturities) 4.1 4.4 5.7 6.9 7.2 5.3 na 

External sector   

(In millions of Euro) 
Current account -2,551 -4,149 -4,194 1,182 410 -481 na 
Trade balance -4,167 -5,303 -5,067 -1,326 -2,003 -2,675 na 
     Exports 11,263 12,510 16,077 11,797 15,651 20,151 na 
     Imports 15,430 17,813 21,144 13,123 17,653 22,826 na 
Foreign direct investment, net 1,448 1,473 1,341 47 568 875 na 
External debt stock 14,442 20,547 23,009 23,163 24,071 24,813 na 

Memorandum items (Denominations as indicated) 

Population (end-year, million) 3.4 3.4 3.4 3.3 3.3 3.2 na 
Nominal GDP (Euro, million) 24,104 28,739 32,462 26,620 27,535 30,705 na 
Nominal GDP per capita (Euro) 7,100 8,500 9,700 8,000 8,400 9,500 na 
Share of industry in gross value added (in per cent) 24.2 22.4 21.6 20.5 22.2 24.0 na 
Share of agriculture in gross value added (in per cent) 4.2 3.9 3.6 3.3 3.3 2.7 na 
Current account/GDP (in per cent) -10.6 -14.4 -12.9 4.4 1.5 -1.6 na 
External debt/GDP (in per cent) 59.9 71.5 70.9 87.0 87.4 80.8 na 
External debt/exports of goods and services (in per cent) 128.2 164.2 143.1 196.3 153.8 123.1 na 
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ANNEX 5 – Gender Equality 
 
Gender Inequality and Human Development 
 
According to the UNDP 2011 Human Development Index (HDI), Lithuania is among 
the countries with a very high human development index. It is ranked 40th out of 187 
countries, which is above the regional average for Europe and Central Asia. The HDI 
is comprised of three dimensions: health, education and decent standard of living. The 
country ranks better in terms of the UNDP Gender Inequality Index (GII), at 29th 
globally. The GII is a composite measure, which captures the loss of achievement, 
within a country, due to gender inequality, and uses three dimensions to do so: 
reproductive health, empowerment, and labour market participation. 
 
Labour force participation and gender pay gap 
 
Women are insignificantly falling behind men when it comes to labour force 
participation in Lithuania. According to Statistics Lithuania, in 2011 69.7 per cent of 
women aged 15-64 participated in the labour market compared to 74.3 per cent of 
men for the same age group. In Lithuania, women can work in the same industries and 
for the same working hours (day and night) as men. Furthermore, employers are 
obliged by law to give the employee the same job when returning from maternity 
leave. 
 
According to Eurostat, women in Lithuania earned on average 14.6 per cent less than 
their male counterparts, when gross hourly earnings of men and women were taken 
into account in 2010. This compares to the EU average of 17.6 per cent. According to 
the World Bank’s Women, Business and the Law report, the mandatory minimum 
length of maternity leave is 126 calendar days, whereas mandatory paternity leave is 
minimum 30 calendar days, both fully paid. In addition the law provides for 730 days 
of parental leave, for which a percentage of the salary is paid. 
 
Gender differences in the field of study often determine labour market outcomes. 
According to United Nations Economic Commission for Europe, in 2008 women’s 
share of enrolment in tertiary education was much higher compared to men (59.9 per 
cent for women and 40.1 per cent for men). However, segregation by fields of study 
in education is prevalent. For example, 77.5 per cent of graduates in the education 
sector were female whereas only 22.5 per cent of students specialising in subjects 
such as engineering, manufacturing and construction were female. Gender segregation 
in education appears to result into occupational segregation in the labour market, as 
the table below shows: 
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Lithuania: total employment by economic activity Male Female 
Construction 87% 13% 
Mining 80% 20% 
Electricity, gas and water supply 76% 24% 
Transport and storage 69% 31% 
Agriculture 65% 35% 
Public administration 51% 49% 
Wholesale and retail 46% 54% 
Financial intermediaries 34% 66% 
Hotels and restaurants 24% 76% 
Education 21% 79% 
Health and social work 13% 87% 
Source: International Labour Organisation Laborsta, 2008

 
According to the 2012 Women’s Economic Opportunity Index of the Economist 
Intelligence Unit that ranks 128 countries on their ability to support economic 
advancement of women, Lithuania is ranked 16th globally and 1st in the EBRD 
region. Lithuania performs very well in the area of labour policy and practice, 
education and training, women’s legal and social status, as well as access to finance 
and building credit history. 
 
Entrepreneurship, access to finance 
 
There are no gender differences reported in access to formal financial services in 
Lithuania. According to the World Bank’s Global Financial Inclusion database, 
(surveying approximately 1 000 people using randomly selected, nationally 
representative samples), in 2011 76 per cent of adult females had an account at a 
formal financial institution as compared to 71 per cent for men. 
 
According to the 2009 Business Environment and Enterprise Survey (BEEPS), 38.8 
per cent of 276 surveyed firms had women among the owners and 15.1 per cent of 
firms had a female in top management. The same survey showed that 41.8 per cent of 
permanent full time workers were women. Of the 38.5 per cent of firms within the 
BEEPS sample that applied for a loan and had women among its owners, 11.5 per 
cent of these firms were rejected for loans. In comparison, only 8.5 per cent of the 
60.7 per cent of firms with no female owners that applied for loans were rejected. 


