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Key developments and challenges
Stabilisation of the banking sector is essential for 
economic recovery. In the short term the priority should 
be to ensure banks have sufficient access to capital.  
In the long term, stability should be based on further 
improving the supervision of the banking sector.

Further integration into regional energy markets, the 
development of alternative sources of energy and 
advances in energy efficiency are necessary to improve 
the diversification and security of energy supplies.  
This is crucial given the planned closure of the Ignalina 
nuclear power plant and uncertainties over Russian 
energy supplies.

Although Lithuania’s business environment is among the 
best in the transition region, entrepreneurs continue to 
face challenges related to corruption and competition 
from the informal sector. Strengthening administrative 
capacity and intensifying measures to fight corruption 
should thus remain government priorities. 

Country data 
Population (in millions)  3.4
Area (’000 sq km)  65.3
GDP (in billion US$, 2008) 47.3
Average transition score (scale: 1 to 4.33)  3.70

Progress in structural reform  

Business environment and competition
Although it is one of the best in the transition region, 
Lithuania’s business environment continues to be marked by 
concerns about corruption and low administrative efficiency. 
Almost 40 per cent of all respondents to the 2008/09 
Business Environment and Enterprise Performance Survey 
(BEEPS IV) indicated that corruption is a major or very severe 
obstacle affecting business operations. Furthermore, over 
10 per cent of respondents cited competitors’ practices  
in the informal sector as the single biggest obstacle. 

Infrastructure
The need to diversify the sources of energy supply and 
enhance energy security are major issues given the planned 
closure of the communist era Ignalina nuclear power plant at 
the end of 2009 and the uncertainty over the reliability of gas 
supplies from Russia. In addition to continuing work on plans 
for building a new nuclear power plant in Visaginas, the Baltic 
countries have been working together to integrate their national 
energy markets by improving interconnections and taking 
measures to facilitate cross-border trade in energy. In 
May 2009 Latvia, Lithuania and Sweden confirmed in a 
Memorandum of Understanding that a “NordBalt” electricity 
link will be built between Lithuania and Sweden. The agreement 
came after months of negotiations over which of the Baltic 
countries should be connected to the planned underwater 
power cable to Sweden. 

In May 2009 a Constitutional Court ruling found that the 
creation of the energy holding company, LEO LT, contravened 
the Lithuanian constitution. The majority state-owned energy 
holding company, created in April 2008 by merging the 
dominant transmission, power production and distribution 
companies, will be dissolved. Whether the demise of the  
state-controlled incumbent will facilitate a greater degree 
of unbundling and enable the private sector to have a greater 
role in the energy market remains to be seen.

Deeper transport sector integration is envisaged by the 
European Union’s Rail Baltica project which plans to connect 
Lithuania to Finland and Poland via a high-speed rail link by 
2014. The government had originally planned to share the 
estimated project cost of over €1.5 billion with the European 
Union. However, as a result of the fiscal pressures caused by 
the current economic crisis, the government has announced an 
interest in finding private sector partners. 

Financial sector
As economic conditions have deteriorated rapidly, growth of 
credit to the private sector has decelerated from an annual 
rate of 50 per cent in early 2007 to 4 per cent in May 2009 
and has been negative on a month-on-month basis since the 
beginning of 2009. The share of non-performing loans in the 
banks’ portfolios has increased to record high levels, reaching 
8.2 per cent in March 2009. As a result of the confidence 
crisis fuelled by the instability in neighbouring Latvia and 
deteriorated access to capital on international markets, the 
banking sector experienced massive deposit withdrawals in  
the period between September and December 2008, followed 
by much greater stability since the first quarter of 2009. 

The banking sector is highly dependent on external funding, 
mostly provided by the Nordic parent banks to their 
subsidiaries which control over 80 per cent of all banking 
assets in Lithuania. Thus the loan-to-deposit ratio reached over 
170 per cent in 2008. Although the Nordic banks have so far 
proved to be committed to the Lithuanian market, there is a 
risk of a further decrease in lending volumes should the access 
to external capital further deteriorate. Moreover, a high share 
of total deposits, especially of the smaller locally owned banks, 
is in the form of non-resident deposits which have proved to be 
relatively unstable during the run on Parex Bank in  
neighbouring Latvia.

In response to the crisis, and in line with wider EU anti-crisis 
measures, the authorities increased the deposit insurance limit 
from €22,000 to €100,000 with the aim of preventing further 
deposit runs. Information sharing through the credit registry 
has also been broadened and the required reserve ratio was 
reduced from 6 to 4 per cent in order to ease liquidity available 
to commercial banks. In July 2009 the parliament approved the 
Financial Stability Law which allows for swift recapitalisation of 
troubled banks by the state. In addition, the Swedish Central 
Bank reacted to the worsening outlook for Swedish banks in 
the Baltic region by building up foreign exchange reserves and 
by preventative stress-testing of those Swedish banks active 
in the region. 

Lithuania



Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP)

Interest rates and inflation
■ Money market rate (% average-over-period)   ■ Consumer price index (% year-on-year)

Macroeconomic performance 

Economic activity in Lithuania has slowed drastically over the 
past year. Driven by strong domestic demand and substantial 
capital inflows, real GDP had risen at an annual average rate  
of 7.5 per cent since 2000, before moderating to 3 per cent in 
2008 and falling by a dramatic 20.2 per cent year on year in 
the second quarter of 2009. The slow-down was triggered by 
the rapid retrenchment in bank credit, falling asset prices and 
weakening external demand for exports. Unemployment has 
been rising rapidly, reaching 13.6 per cent in the second 
quarter, and the rate of inflation has been declining in line with 
the falling domestic demand, to 2.6 per cent in August 2009. 
The rate of decline in industrial production reached over 
25 per cent year on year in April 2009 but has been slowing 
down since then, to 13.2 per cent in August 2009.

In reaction to the drastic fall in domestic demand, imports 
have been falling much faster than exports, with the  
year-on-year rate of decline reaching 44 per cent for imports 
and 31 per cent for exports in the first half of 2009. As a 
result of the faster than expected external adjustment, the 
current account moved into surplus in February 2009. 

The fiscal deficit has widened due to the rapid fall in fiscal 
revenues and was 3.2 per cent of GDP in 2008. These trends 
continued into 2009 when the deficit is projected to reach 
9 per cent of GDP for the year as a whole. As a consequence 
of the fiscal imbalance the European Union initiated the 
Excessive Deficit Procedure in June 2009 which means that 
Lithuania must reduce its fiscal deficit to below 3 per cent of 
GDP by 2011. In July 2009 the authorities adopted a number 
of measures to contain the deficit, including a VAT increase 
from 19 to 21 per cent and further salary cuts in the public 
sector. As a result of the fiscal tightening and fast external 
balance adjustment, Lithuania has been able to avoid 
speculative attacks on its currency board regime, which  
still enjoys broad political support within the country. 

Outlook and risks

The economy will likely continue to shrink well into 2010. 
Subsequent growth is expected to be held back by constrained 
availability of credit and sluggish export demand. Containing 
the large fiscal deficit will continue to be a crucial policy goal 
for Lithuania. A tight fiscal policy is also necessary for  
the planned adoption of the euro and for increasing the 
attractiveness of the country for foreign capital needed for  
the resumption of economic growth. Over the medium term, a 
return to growth will depend on banks’ ability to restart lending, 
especially to small and medium-sized enterprises, and on a 
recovery of external demand. Significant risks still remain in 
the financial sector which is highly dependent on external 
sources of funding.

 Lithuania – Transition assessment 189

Real GDP (1989=100)
■ Lithuania   ■ Average, transition countries

Transition indicators 2009
■ Lithuania   ■ Maximum, transition countries   ■ Minimum, transition countries
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Structural and institutional change indicators

Liberalisation and 
privatisation

Current account convertibility 
– full

Controls on inward direct 
investment – no1 

Interest rate liberalisation – 
full

Exchange rate regime – 
currency board in ERM II

Wage regulation – no

Tradeability of land – full2

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – low

Secured transactions law – 
advanced

 
Infrastructure

Telecoms regulatory 
assessment compliance – full

Independence of electricity 
regulator – full

Separation of railway 
infrastructure from operations 
– partial

Independence of the road 
directorate – partial

   
Financial sector

Capital adequacy ratio –  
8 per cent

Deposit insurance system – 
yes

Private pension funds – yes

 
Social reform

Share of population living in 
poverty – <2.0 per cent 
(2004)

Government expenditure on 
health – 4.3 per cent of GDP 
(2005)

Government expenditure on 
education – 5.5 per cent 
of GDP (2006)

Household expenditure on 
power and water –  
3.8 per cent

2003 2004 2005 2006 2007 2008 2009

Enterprises
Privatisation revenues (cumulative, in per cent of GDP)  12.7 13.3 13.7 16.5 16.6 16.6 na
Private sector share in GDP (in per cent) 75.0 75.0 75.0 75.0 75.0 75.0 75.0
Private sector share in employment (in per cent)  71.9 72.1 72.3 73.7 73.8 74.0 na
Budgetary subsidies and current transfers (in per cent of GDP) 0.9 1.3 2.3 1.8 1.9 2.0 na
Share of industry in total employment (in per cent) 20.7 20.1 20.1 19.7 19.5 19.6 na
Change in labour productivity in industry (in per cent) 15.5 13.2 5.0 10.7 7.0 1.7 na
Investment/GDP (in per cent) 21.9 22.7 23.9 26.3 30.9 27.0 na
EBRD index of small-scale privatisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of large-scale privatisation 3.7 3.7 4.0 4.0 4.0 4.0 4.0
EBRD index of enterprise reform 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Markets and trade 
Share of administered prices in CPI (in per cent) 19.6 17.1 15.4 14.1 13.5 12.6 na
Number of goods with administered prices in EBRD-15 basket 1.0 1.0 1.0 1.0 1.0 1.0 na
Share of trade with non-transition countries (in per cent) 62.4 57.1 53.3 51.4 51.4 46.0 na
Share of trade in GDP (in per cent) 91.4 93.1 100.3 108.1 102.7 112.9 na
Tariff revenues (in per cent of imports)3 1.0 0.7 0.1 0.1 0.1 0.0 na
EBRD index of price liberalisation 4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of forex and trade liberalisation  4.3 4.3 4.3 4.3 4.3 4.3 4.3
EBRD index of competition policy 3.0 3.0 3.3 3.3 3.3 3.3 3.3

Financial sector 
Number of banks (foreign-owned) 13 (7) 12 (6) 12 (6) 11 (6) 14 (6) 17 (5) na
Asset share of state-owned banks (in per cent) 0.0 0.0 0.0 0.0 0.0 0.0 na
Asset share of foreign-owned banks (in per cent) 95.6 90.8 91.7 91.8 91.7 92.1 na
Non-performing loans (in per cent of total loans) 2.6 2.4 3.4 3.1 2.7 4.6 na
Domestic credit to private sector (in per cent of GDP) 22.8 28.8 40.9 50.1 60.0 na na
Domestic credit to households (in per cent of GDP)  4.2 7.1 12.0 17.9 24.4 25.7 na
– Of which mortgage lending (in per cent of GDP) 3.4 5.5 9.0 12.6 17.2 18.6 na
Stock market capitalisation (in per cent of GDP) 16.9 26.1 31.4 32.3 24.2 8.0 na
Stock trading volume (in per cent of market capitalisation) 17.5 8.2 10.1 22.8 10.1 59.9 na
Eurobond issuance (in per cent of GDP) 0.1 5.0 3.0 4.2 3.9 0.0 na
EBRD index of banking sector reform 3.3 3.3 3.7 3.7 3.7 3.7 3.7
EBRD index of reform of non-bank financial institutions 3.0 3.0 3.0 3.0 3.3 3.3 3.3

Infrastructure 
Fixed-line (mobile) penetration rate (per 100 inhabitants) 23.9 (60.9) 23.9 (88.8) 23.5 (127.4) 23.4 (139.2) 23.8 (146.4) 23.6 (151.2) na
Internet users (per 100 inhabitants) 24.0 29.1 34.2 42.4 49.5 53.5 na
Railway labour productivity (1989=100) 67.8 71.0 77.1 83.0 91.1 93.4 na
Residential electricity tariffs (USc kWh) 9.4 9.7 10.2 9.1 10.9 10.5 na
Average collection rate, electricity (in per cent) 91 97 100 100 100 99 na
GDP per unit of energy use (PPP in US dollars per kgoe) 4.3 4.7 5.6 na na na na
EBRD index of infrastructure reform 2.7 2.7 2.7 3.0 3.0 3.0 3.0
– Electric power 3.0 3.3 3.3 3.3 3.3 3.3 3.3
– Railways 2.3 2.3 2.3 2.3 2.3 2.7 2.7
– Roads 2.3 2.3 2.3 2.3 2.3 2.3 2.3
– Telecommunications 3.3 3.3 3.3 3.7 3.7 3.7 3.7
– Water and wastewater 3.3 3.3 3.3 3.3 3.3 3.3 3.3

1 There are controls for national security, defence and lotteries.  
2 There is full tradeability of non-agricultural land. Ownership of agricultural land, however, is constitutionally prohibited for foreigners and partially restricted for Lithuanian legal persons.
3 Refers to all taxes on imports excluding VAT and import duties.    



Macroeconomic indicators
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2003 2004 2005 2006 2007 2008 
Estimate

2009 
Projection

Output and expenditure (Percentage change in real terms)
GDP 10.2 7.4 7.8 7.8 9.8 2.8 -18.4
– Private consumption 10.4 11.9 12.2 10.6 12.1 3.6 na
– Public consumption 4.1 8.2 3.5 3.7 3.2 7.9 na
– Gross fixed capital formation 13.7 15.7 11.2 19.4 23.0 -6.5 na
– Exports of goods and services 6.9 4.4 17.7 12.0 5.3 9.7 na
– Imports of goods and services 10.4 14.9 16.4 13.7 10.7 10.5 na
Industrial gross output 17.2 9.9 7.7 10.6 8.2 1.0 na
Agricultural gross output 7.4 -0.5 2.0 -10.0 13.1 0.5 na

Employment1 (Percentage change)
Labour force (end-year) 0.7 -1.3 -0.9 -1.2 0.9 0.7 na
Employment (end-year) 2.3 -0.1 2.6 1.7 2.3 -0.9 na

(In per cent of labour force)
Unemployment (end-year) 12.4 11.4 8.3 5.6 4.3 5.8 na

Prices and wages (Percentage change)
Consumer prices (annual average) -1.1 1.2 2.7 3.8 5.7 11.0 4.2
Consumer prices (end-year) -1.3 2.9 3.0 4.5 8.1 8.5 0.0
Producer prices (annual average) -0.4 6.1 11.4 7.6 7.0 18.4 na
Producer prices (end-year) -0.2 6.8 13.5 2.8 19.4 -6.8 na
Gross average monthly earnings in economy (annual average) 5.8 7.2 11.0 17.2 20.5 19.4 na

Government sector (In per cent of GDP)
General government balance -1.3 -1.5 -0.5 -0.4 -1.0 -3.2 -9.0
General government expenditure2 33.2 33.3 33.3 33.6 34.8 37.4 na
General government debt 21.1 19.4 18.4 18.0 16.9 15.6 na

Monetary sector (Percentage change)
Broad money (M2, end-year) 19.4 21.4 31.9 21.5 21.4 -0.4 na
Domestic credit (end-year) 37.8 32.0 56.1 34.9 40.6 17.4 na

(In per cent of GDP)
Broad money (M2, end-year) 32.3 35.7 40.9 43.3 44.0 39.0 na

Interest and exchange rates (In per cent per annum, end-year)
Interbank interest rate 4.3 3.0 3.3 4.5 5.0 3.0 na
Treasury bill rate (3-month maturity) 2.6 2.2 2.4 2.9 4.2 4.0 na
Deposit rate 1.3 1.2 2.4 3.0 5.4 7.6 na
Lending rate 5.8 5.7 5.3 5.1 6.9 8.4 na

(Litai per US dollar)
Exchange rate (end-year) 2.7 2.5 2.8 2.6 2.3 2.5 na
Exchange rate (annual average) 3.1 2.8 2.7 2.8 2.5 2.4 na

External sector (In millions of US dollars)
Current account -1,278.5 -1,724.4 -1,831.4 -3,218.4 -5,692.3 -5,776.8 460.0
Trade balance -1,704.3 -2,382.3 -2,916.3 -4,209.6 -5,873.7 -5,730.4 -400.0
– Merchandise exports 7,658.2 9,305.3 11,775.8 14,151.8 17,161.6 23,751.8 16,200.0
– Merchandise imports 9,362.5 11,687.6 14,692.0 18,361.4 23,035.3 29,482.2 16,600.0
Foreign direct investment, net 142.0 510.4 689.0 1,550.7 1,408.6 1,490.0 980.0
Gross reserves, excluding gold (end-year) 3,485.4 3,519.0 3,919.4 5,672.1 7,593.1 6,267.5 na
External debt stock3 8,337.8 10,471.6 12,560.3 18,957.1 30,097.4 32,472.6 na

(In months of imports of goods and services)
Gross reserves, excluding gold (end-year) 3.9 3.2 2.8 3.3 3.4 2.2 na

(In per cent of exports of goods and services)
Debt service 16.6 14.9 16.6 16.9 17.5 18.1 na

Memorandum items (Denominations as indicated)
Population (end-year, million) 3.5 3.4 3.4 3.4 3.4 3.4 na
GDP (in millions of litai) 56,959.4 62,697.9 72,060.4 82,792.8 98,699.1 111,189.8 94,541.6
GDP per capita (in US dollars) 5,391.4 6,564.8 7,731.4 8,861.5 11,590.2 14,034.5 na
Share of industry in GDP (in per cent) 28.3 29.9 29.7 29.6 29.5 28.9 na
Share of agriculture in GDP (in per cent) 4.5 4.2 4.4 3.9 3.5 3.9 na
Current account/GDP (in per cent) -6.9 -7.6 -6.9 -10.7 -14.5 -12.3 1.2
External debt – reserves (in US$ million) 4,852.4 6,952.6 8,640.9 13,285.0 22,504.3 26,205.1 na
External debt/GDP (in per cent) 44.8 46.4 47.6 63.0 76.9 68.9 na
External debt/exports of goods and services (in per cent) 87.4 89.1 84.4 106.6 142.1 113.5 na

1 Data based on the population census.
2 General government expenditure includes net lending.
3 Includes non-resident currency and deposits and loans to foreign subsidiaries.


