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An overview of Lithuania
Since independence in September 1991, Lithuania has made steady progress in developing a market economy. Almost 50% of state property has been privatized and trade is diversifying with a gradual shift away from the former Soviet Union to Western markets. In addition, the Lithuanian government has adhered to a disciplined budgetary and financial policy which has brought inflation down from a monthly average of around 14% in first half 1993 to an average of 3.1% in 1994. Nevertheless, the process has been painful with industrial output in 1993 less than half the 1991 level. The economy appeared to have bottomed out in 1994, and Vilnius's policies have laid the groundwork for vigorous recovery over the next few years. Recovery will build on Lithuanian's strategic location with its ice-free port at Klaipeda and its rail and highway hub in Vilnius connecting it with Eastern Europe, Belarus, Russia, and Ukraine, and on its agriculture potential, highly skilled labour force, and diversified industrial sector. Lacking important natural resources, it will remain dependent on imports of fuels and raw materials. 
  Lithuania has benefited from its disciplined approach to market reform and its adherence to strict fiscal and monetary policies imposed by the IMF, measures that have helped constrain the growth of the money supply, reduce inflation to 5.1%, and support GDP growth of 6% in 1997 and 4.5% in 1998. Foreign direct investment and the privatization program maintained their momentum in 1998. However, the current account deficit has hovered around 8% to 10% of GDP annually since 1995—the result of greater demand for consumer goods and falling growth in exports. Reducing this deficit is the immediate economic challenge for 1999. 
  Lithuania has conducted the most trade with Russia, faced its own economic and financial crisis in 1999 as a result of the government's wrong footed economic policies and its inadequate response to the August 1998 Russian financial crisis. Preliminary figures indicate 3% negative GDP growth, 10% unemployment - the highest level since independence in 1991 - and a budget deficit estimated at between 8 and 9% of GDP. The policies that Prime Minister KUBILIUS implemented upon taking the helm in November 1999 underscore a commitment to fiscal restraint, economic stabilization, and accelerated reforms. The austere 2000 budget in based on a 2% GDP growth forecast, 3% inflation, and a 2.8% budget deficit. Lithuania was invited at the Helsinki EU summit in December 1999 to begin EU accession talks in early 2000. Privatization of the large state-owned utilities, particularly in the energy sector, and reducing the high current account deficit remain challenges for the coming year. 
  The year 2001 was a good one for the Lithuanian economy. The 5.9% growth in GDP went beyond even the most optimistic expectations, despite the slower developments in the neighbouring markets after the September 11th terrorist attacks in New York and Washington, D.C. The growth in Lithuania was mainly driven by private consumption and exports. Growth was strongest in construction, financial intermediation, and processing and light industries. Inflation was low, the growth of the external account deficit stabilized, and the state finances improved noticeably with a fiscal deficit of 1.5% of GDP. Exports continued to be the driving force of Lithuania's economic growth. Recently, they surpassed the pre-crisis levels ($3.7 billion in 1998 versus $4.6 billion in 2001). The contribution of domestic market oriented sectors, especially construction, also was increasing. (For year 2001 forecast was 3.2% growth, 1.8% inflation, and a fiscal deficit of 3.3%.) 
  Lithuania's economic situation has continued to improve during the first two quarters of 2002. During the first and second quarters of 2002, GDP grew at 4.4% and 6.9%, respectively. Economic growth continued, and inflation was low. Progress also was achieved in the areas of privatization and deregulation. Weaknesses remain in public policy development and structural and agricultural reforms. 
  On February 2, 2002, the government re-pegged the Litas from the U.S. dollar to the Euro at the rate of 3.4528 Litas for 1 Euro. The re-peg, which went on smoothly, reflects a change in trade orientation and is to help Lithuania prepare for the European Monetary Union. However, with the appreciation of local currency against the U.S. dollar, production costs of our enterprises have been decreasing, and competitiveness increasing. 
  Lithuania's economic situation has continued to improve during the first two quarters of 2002. During the first and second quarters of 2002, GDP grew at 4.4% and 6.9%, respectively. Economic growth continued, and inflation was low. Progress also was achieved in the areas of privatization and deregulation. Weaknesses remain in public policy development and structural and agricultural reforms. 

Gross Domestic Product 
	 
	at current prices, in mill. litas
	As compared to previous year at constant  prices of 1995

	
	
	in mill. litas
	as compared to previous period, growth, drop (-), %

	1990
	134
	41564
	-

	1991
	415
	39204
	-5.7

	1992
	3406
	30870
	-21.3

	1993
	11590
	25861
	-16.2

	1994
	16904
	23335
	-9.8

	1995
	24781
	36427
	3.3

	1996
	31529
	38131
	4.7

	1997
	38520
	40803
	7.0

	1998
	43555
	43786
	7.3

	1999
	42608
	42988
	-1.8

	2000
	44698
	44698
	4.0

	2001
	47498
	47611
	6.5

	2002
	50758
	50848
	6.8

	2003*
1st,2nd and 3rd qtrs
	40088
	28425
	-6.9



Unemployment rate (Average annual): 
10.3% in 2003 
11.3% in 2002 
12.5% in 2001 
11.5% in 2000 
8.4% in 1999 
6.4% in 1998 
14.1% in 1997 
16.4% in 1996 
16.4% in 1995 

Inflation: 1% (2002 - 1st qtr), 2%-2001, 1.4%-2000, 0.3%-1999, 2.4-1998, 8.4-1997 

Exports: (mill. litas) 18333 (2001) 
Imports: (mill. litas) 25125 (2001) 
Electricity: 
capacity: 6,190,000 kW 
supply: (bill. kWh) 28.4 - 1994, 13.9 - 1995, 16.8 - 1996, 14.8 - 1997, 17.6 - 1998, 13.5 - 1999, 11.4 - 2000 

Industries: industry's share in the economy has been declining substantially over the past year, due to the economic crisis and the growth of services in the economy; among branches which are still important: metal-cutting machine tools 6.6%, electric motors 4.6%, television sets 6.2%, refrigerators and freezers 5.4%; other branches: petroleum refining, shipbuilding (small ships), furniture making, textiles, food processing, fertilizers, agricultural machinery, optical equipment, electronic components, computers, and amber 

Agriculture: employs around 18% of labour force; accounts for 25% of GDP; sugar, grain, potatoes, sugar beets, vegetables, meat, milk, dairy products, eggs, fish; most developed are the livestock and dairy branches, which depend on imported grain; net exporter of meat, milk, and eggs 

Illicit drugs: point for illicit drugs from Central and Southwest Asia and Latin America to Western Europe; limited producer of illicit opium; mostly for domestic consumption 

Economic aid: 
recipient:$228.5 million (1995) , US commitments, including Ex-Im (1992), $10 million; Western (non-US) countries, ODA and OOF bilateral commitments (1970-86) 

Currency: introduced the convertible litas in June 1993 

Exchange rates: 3.4528 LTL = 1 EUR (fixed 2 February 2002), litai per US$1 - 4 (fixed rate 1 May 1994) 

Fiscal year: calendar year
Useful web sites:
http://europa.eu.int/comm/enlargement/lithuania/
The EU Enlargement page dealing with Lithuanian

http://www.ukmin.lt/index_e.shtml
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Foreigners continue to like the look of US debt.

The majority of the US debt is being picked up by foreigners and one has to wonder for how long? Since GW Bush first entered the White House in January 2001 the US debt has increased by $1.1 trillion. This increase has been financed by foreign investors and central banks to the sum of $1 trillion and just $213 billion has been bought by the Federal Reserve. This is in stark contrast to President Reagan, who in eight years in office recorded an increase in federal debt of $1.4 trillion. When Regan left office 19% of US debt was bought by overseas holders. It moved little during George Bush Senior reign and ended at 36% when Bill Clinton left office. It now stands at 54%. The domestic investment market once held 40% of US debt (Eisenhower was then in The Oval Office) but they now only hold 8%.

Yet though GW Bush will finish his second term as the President who presided over the largest dollar increase in debt whilst in office he is not quite as profligate as one might think. Net debt has risen by an annual rate of 6.4% under George Bush, which is noticeable larger than the 0.4% seen under Clinton but it remains lower than any President from Gerald Ford to George Bush Senior. Ford was hit by a deep recession and soaring oil prices and national debt rose by 30% a year as the government struggled to keep the economy buoyant. Yet despite these efforts the US economy suffered its worst depression since the 1930’s. Ford also has high interest rates to contend with and the constant fear of rising inflation. These normally cause Treasury Bills to pay a premium. By contrast George Bush has been in office during low interest rates and the continued desire of foreign investors to buy dollar debt.
So, even with huge defence spending and the cost of ‘Katrina’ just beginning to be calculated George Bush has not upset the continued interest amongst outsiders to buy US debt.

Letter from an Economist – early October 2005.

What are our real assets, who owns them and for how long?

For many years we judged a ‘rich’ nation as one which had natural resources and the ability to add value to them. So, economies such as the United Kingdom, United States and the Soviet Union had a genuine comparative advantage over their trading rivals. They also enjoyed relatively cheap domestic output and less exposure to external commodity price changes. But as we move through these early days of the twenty first century the essentials of economic growth seem to be changing. Today it’s ‘ideas’ that increasingly drive economies. If this is a correct assessment of the world of business then it poses a real dilemma for economists and we must start to address such difficult issues as who has ‘ideas’, how do they develop them, who do they share them with and where are such ideas to be produced? 

Some companies can now earn more from selling access to their ideas than they do from sales of physical products and the profits that can flow from first mover advantage appear to be growing in some industries. The battle between Sony and Toshiba over which generation of patents for DVD’s will be declared the winner is taking place before either global giant release a single product. 

Patents are becoming really big business and within the US and Europe more have been applied for in the last twenty years than were registered in the previous one hundred years. Firms are now putting patented ‘ideas’ into their Balance Sheets as high valued assets. As teachers of economics we concentrate on stressing the concept ‘trade-off’ as being central to a study of the subject  and we point to the need to acknowledge ‘winners and losers’. The sheer speed at which ‘ideas’ are being created and the money that can be earned from the ‘right idea’ is making both business and government concerned about just who owns which part of the complex products we all now consume. It may be that some ideas will have to be in the public domain and not protected by patents, trade marks, copyright etc, though the cost of registering and protecting rights might also cause the appetite to secure sole use of ideas to diminish – will this be a result in positive benefits for consumers? 

Technology is promoting a ‘user free access’ culture – just think how quickly a pirate DVD or piece of software can be available on international markets! Public opinion can quickly turn against a drug company which refuses to share its knowledge on say an HIV/Aids drug – yet how do the drug companies maintain the profits they require to support future research? Some have spent fortunes on lobbying for protective laws to be passed but then other corporations spent similar amounts promoting more open access to information, ideas etc. If this was just a small matter played out by local companies then it would not really concern us as economists but the big players are involved at both the corporate and sovereign state level. Just think about China and its increasing muscle – will they stop all copies and just sit back and make what that have a natural advantage in? We seem to entering a high-tech battle and the stakes are very high! Another emerging player in the high-tech market is India and it has already had battles over generic drug production and the power of multi nationals to stop this output.

In most battles the lines within which the armed struggle will take place are obvious to the opposing forces but in a fast-changing world do we actually know where the lines are and who our ‘enemies’ are. If asymmetrical wars are now the way of the political world then why will they fail to dominate the business world?

What will best serve the profit generating capacity of business? Will it be ‘own as many patents as possible’, or put in more simple language ‘the biggest will always be strongest’. Or will it be that creating ideas and not necessarily accumulating vast quantities of them will be the best way forward? The current environment of patent everything is closely supported by governments who continue to give corporations powers to sue anyone who ‘copies’ their registered ideas. One other fact we need to consider is that patents passed in the US, Japan and Europe only amount to 15% of all that are announced each year – but who is going to police those produced by the ‘big three’ let alone the other 85%? Governments also use tax breaks to lure those with patents that might build their own domestic growth performance. 

Within business patent swapping does exist, else many companies could not develop their own ideas. IBM earned $1.2 billion from leasing some of its intellectual property rights and that amounted to 15% of its total earnings. They saw this strategy as building their technological leadership and adding value to the business. But others point to Microsoft who patent everything and criticise this as not allowing access to what might have potential beyond the restrictions of a single corporation. 

A glimpse into the future might have been that of the infamous Apple i-pod, which was hit with two possible law suits before it was launched. Microsoft said a small part of the product was a patent of theirs and Creative Technology of Singapore also threatened to sue if their part was not acknowledged. Others now earn a good living looking across the world for patents being used without permission. They then warn both parties and charge a fee to handle the negotiations. The ‘economics’ of their case is basic opportunity cost; if you don’t listen to our advice others will sue you for millions. 

What we are seeing is the arrival of collaborative technologies and patents will become increasingly difficult to lodge and monitor. The world of cinema has woken up to this and they are moving towards releasing the DVD on the Monday after the launch weekend (which can begin on Tuesday in the US). That way they restrict pirate versions and earnings from the DVDs can be more than revenues from cinemas. 

Let’s return to the next generation of DVD disc and the fight for first mover advantage between two big players, namely Sony and Toshiba. The European Commission has made noises that such a fight will result in anticompetitive behaviour, less consumer choice and higher prices. The EU wants only ‘essential’ patents to be registered and feel that this promotes greater application of technology and will result in lower prices for consumers. There is also some talk of suppressing licensing agreements (and they are the real earners for patent holders) and appointing a Regulatory Body to monitor the fair access to patents and the pricing of licence agreements. It will be interesting to see how business takes to this extra level of control.

It seems that business is faced with a dilemma. Should it allow greater access to patents and spread intellectual property rights more widely around the globe? This might earn valuable ‘ethical trading’ points! Or should it patent everything, select the least important and licence those and earn huge rewards from what they hold a monopoly over? The battle lines are being drawn and our students will have to operate in the environment created by the winner. In the meantime what say in all of this big money fighting does the consumer have?

