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Abstract

The article deals with the economic situation dreldtate economic policy in Lithuania
before and during the crisis. The problem, congiden the article, is how the global
crisis impacts the economy of Lithuania and howassess the economics policy of
Lithuanian governments before and during the crilie objectives of the article are the
dynamics of macroeconomic processes in Lithuani @her Baltic countries in the
period under consideration, the measures of aisisgolicy of Lithuanian governments
in comparison with Latvia and Estonia. The reseamgthod, used in the article, is a
systematic analysis of scientific literature, ofydé acts, and statistical data. The
macroeconomic situation of Lithuania before anthiperiod of crisis is analyzed using
statistic data of Lithuanian Department of StatistiThe consideration of the economic
policy of Lithuanian governments has showed thatlid not distinguish itself in
economic foresight and the measures of such aypelere not deliberate enough,
unbalanced, thus causing additional economic amihlsproblems. The comparative
analysis of macroeconomic situation in the Baltumtries has showed that economic
processes were similar without essential differsrigall Baltic countries with exception
the spheres of public finances where Estonia hadbaious advantage in comparison
with Lithuania and Latvia. Such investigation canuseful for the purpose of avoiding
the errors of the economic policy in future.

1. Introduction

The onset of the current financial crisis is coastdi 2007, when the Federal Reserve
System of the USA had to interfere and grant liguitb the bank system (Soros, 2009).
Economic cycles are on immanent feature of the etagzkonomy, because the evolution
of the market economy is uneven and there is nerothechanism to equalize
disproportions of uneven evolution than period&tadcks — crises. Thus, although crises
entail great losses, both economic and social, #ineyinevitable. On the other hand, the
proper economic policy is able to reduce the aftfiects of crises. Although economic
cycles, i.e. economic booms and recessions, imtm&ket economy are inevitable, apart
from common features, each economic cycle is differSpecific reasons that cause an
economic recession are also different.

Famous American economist — Lary Summers, Paul ideug Joseph Stiglitz wrote
about a possible financial crisis in the USA befdse onset. J. Stiglitz (2006) paid
attention to a deteriorating economic situatiorth@f country and criticized the Central
Bank of the USA with regard to their inflationargligy in progress. Rather long before
2007 indicators of the American economics suchndlation of wealth price, a high
long-term deficiency of the current account andreasing rates of economic growth of
the country showed that the country is on the vefgénancial crisis (Felton, Carman,
2008). According to the US Bureau of Labor Statstiata, unemployment growth rates
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considerably increased in the USA, i.e. from thé eh2007
to the end of 2009, the rate of unemployment grolsis
increased twice. Only in 2010, the rate of unemplemt
growth began decreasing.
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consequences. On the other hand, with an incredse o
interrelations and dependences between global diabn
markets and economics, the risk of problem transioms
increases as well.

The Lithuanian economics situation and state ecamom The current global crisis stands out from the presiones

policy in the period before and during economicsisriare
analyzed in the article. The pre-crisis period, 2804-2007
years, were the years of the fast economic growth
Lithuanian economy. Decreasing unemployment, irginga
income, hard currency and financial support of E€renthe
main factors of the growth of Lithuanian economyeT
growth of Lithuanian economy was interrupted by bglo
economics and finance crises. The current finanxcisis that
struck the world has affected the majority of woekilintries
on a larger or smaller degree. Due to the econanisés, the

by its measures. It affected the majority of woellintries.
In this respect it surpassed even the Great depress
i1929-1933. On the other hand, both the crises hyote
common features. Actually, both crises arose dusoime
troubles in the USA financial markets. Their majeatures
are vast credit expansion and financial noveltye Tiuth in
that the current crisis stand out by application vefy
complicated derivative financial measures and figaht
assessment of risk, though theses derivative messuere
created namely to diversity and diminish the rikkshould

growth of economics in the EU countries considgrablbe stressed, that the severe lessons of the Gegaession
slowed down and the number of unemployed increasedwere not in vain and the governmental responsedoamic

great deal. The Baltic countries suffered perhapstrof all
and their economic depression was very painful.

The current global crisis is not the only worldwictésis in
the new history of humanity. We are aware of summemic
crises that have affected more than one state lemfore
they can be called as worldwide crises (Dash, 2B@ldstein,
1991; Sylla, 2009; Davulis, 2012). The current globrisis
stands out from the previous ones by its measitraffected
the majority of world countries. In this respectiitrpassed
even the Great depression of 1929-1933 (Eichengr@en
Rourke, 2010). It should be stressed, that theregessons

recession was much more expeditions than in 192& T
Great Depression impelled to create the economylagy
theory the methods of which allowed us to managetithe
challenge (Romer, 2009).

Despite that no economic cycle is apt to repeag th
analysis of its causes has a sense for the solgogeirof
avoiding the economic policy errors made. For eXamihe
available experience today enabled us to cont@lgiobal
crises much more expeditiously and faster thard2011933.
Though we have to accept the fact that today theldwo
experiences less an economic depression on a nbbesma

of the Great Depression were not in vain and thecale indeed than that in the years of the Greard3sion
governmental response to economic recession wash muEichengreen, O. Rourke, 2010).

more expeditions than in 1929 (Romer, 2009). Fange,

The global crisis, though to a lesser extent tinathé USA,

in 2008, the European Commission (Commission of thbad a bad effect on the EU countries as well. Du¢he

European Communities, 2009) prepared a restoratem of
economics which
enlarging the purchasing capacity of population msdoring
the confidence of investors.

Regarding the causes of the current crisis we ca@ndersen,

enumerate a lot of them. We shall restrict ourselonly to
two aspects that, in our opinion, are essentiaimetg

disorder in stock exchange caused by collapse alfastate
bubble and globalization of the world economicse Ttvo

aspects distinguish the current global crisis fiathrer crises.
Modern financial markets characterizes by applicatdf

very complicated derivative financial measures. Ugio
theses derivative measures were created nameliveosity

and diminish the risk, because latest years shdlatdbanks
and investment companies assessed the risk insutfic It

was one of causes of the current world crisis wérice and
economy and the processes in the real estate maeketthe
detonator that invoked the global crisis.

Another important peculiarity of the current glolmaises
is the influence of globalization processes ondpeead of
economic problems in whole world. Globalization hmth
positive and negative consequences. The
integration of financial markets is related withre throwing
risk and uncertainty. Therefore it is difficult faredict its

economic crisis, the growth of economics in theduntries

implies the increase of demand bgonsiderably slowed down and the number of unenguoy

increased a great deal. The Baltic countries sedfgrerhaps
most of all their economic depression was very fodin
2008). Because, both the USA and EU
institutions took anti-crisis measures rather nesdy. The
Federal Reserve System of the USA, later the Bdrtkreat
Britain and the Central European bank began toedeer the
basic interest norm with a view to stop the growththe
market interest norm. However, during a depressoen a
very low size amount of basic interest does ngp belvivify

the economic activity. Therefore the financial systof USA
was subsidized in large sums to support bank lityuiand
later the major share of state expenditure wasggasdi to
stimulate consumer’s expenses and social progranz08,

the European Commission (Commission of the European
Communities, 2009) prepared a restoration plan of
economics which implies the increase of demand by
enlarging the purchasing capacity of population @sdoring

the confidence of investors. However, only largestes of
EU can afford the necessary resources for restoitisig

intengifyireconomics.

The factors that influenced the fast growth of udhian
economy in the pre-crisis period, the main caudseshe
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global financial crises as well as its effect oa thithuanian

economics and measures of economic policy of gonents

in the period under consideration are discussetdrarticle.

Based on statistical data, the macroeconomic state
Lithuania and other Baltic states is analyzed i@ period

after 2004 year. Such investigation has a sensetHer
purpose of avoiding the economic policy errorsutufe. In

Lithuania G Davulis (2012), S.Jakeliunas
G.Rakauskiene, E.Krinickiene (2009) investigatesbfams

connected with the impact of global crisis on L#hian

economy. The research method used in the artide,
systematic analysis of scientific literature, legadts and
statistic data.

2. The Economic Situation in
Lithuania before and during the
Crisis

2004-2007 were the years of the fast economic dromt

Lithuania which, according the Rosenberg, (2008)ewe
In this perioce th
country's GDP was constantly growing and in 2009 it

unprecedented in postwar Europe.
growth rate reached up to 9.8 percents (Fig. 1}th\he
growth of economics from 2004 to 2007, unemploynzdsd
decreased constantly, the level of which diminishiedn
11.4 percents in 2004 to 4.3 percents in 2007.ifipeoving
economic situation in the country, increasing emplent
and wages, good prospects of the country's futloevesd
down emigration streams. The growing country's exnics,
suitable conjuncture of the international markethwthe
rising needs for importable production of other Edlintries
allowed us to uniformly increase the country's expd
production volumes - in 2008, the country's exgortounted
up to 25.5 percent of its GDP level.

15 ~ 78 9.8
74 4 .. 7.8 5.9

10 ~

5 -

0 4

-5 A

-10 A

-15 A

-14,7

-20

2004 2005 2006 2007 2008 2009 2010 2011

Figure 1. The yearly alteration of Lithuanian real GDP in 2B@011 (in
percent) Source: Lithuanian Department of Statistics

Thus, the Lithuanian economics was increased ugheo
onset of the crisis. Decreasing unemployment, asirey
income, hard currency and financial support of E€renthe
main factors of the growth. These factors laid lthsis, as it
is evident at present, to cherish grounded hopew® ake
future of the country. Guided by these hopes, lkoterprises

and households began borrowing for consumption a

business ever more and all the more that the bgrdsted
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loans with engaging interests (Fig. 2). The largdsire of
loans received by a household was aimed at theeate
market (Fig. 3). This process was stimulated byestgven
tax privileges for lodgings loans which establisleedditions
of forming a real estate bubble. According to tla¢adof the
Bank of Lithuania, the volume of loans to acquivddings
has grown from 50 million Lin 2004 up to 720 million Lt in

(2010)2007. Such an expansion of credit had a decisilgeince to

form a ‘bubble’ in the Lithuanian real estate marke
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Figure 2. The dynamic of new loans for business and househiold
Lithuania in 2004-2011 (in min. of litas)Source: Data basis of the Bank of
Lithuania
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Figure 3. The dynamic of structure new loans for househioldsthuania in
2004-2011 (in min. of litas)Source: Data basis of the Bank of Lithuania

Thus, from 2004 to the onset of the crisis the wéthian
economics was growing due to the growth of domestic
demand, maintained by ungrounded future expecttidhe
growth of domestic demand stimulated increase @oias
well. However the increase of import was not
counterbalanced by an adequate export increasegxport
volumes lag behind from that of import until 201ddathus
the country's foreign trade balance was negative. @. A
constant foreign trade deficit also determined dhawth of
the current account deficit. In line with the dafathe Bank
of Lithuania, the current account deficit in Lithia has

grown from 2004 to 2007 almost 300% and exceeded 14

billion Litas.

The global financial crisis the first signs of whiappeared
in the USA in 2007 before long reached Lithuanam. tAs
shown the statistical data (Fig. 1), the rate & tountry's
GDP growth that reached almost 10 percent in 206,
down up to 3 percent in 2008 and even 15 percef009,
thus pushing Lithuania among the states that sdfenost
from the crisis. Due to this reason the budgetciteifi 2008
amounted up to 3,2 % and in 2009 nearly 9% of thenty
GDP, i.e. it exceeded the size set by the Maduitri

rggreement almost three times. Only in the yeareadvery

untry‘s economy state budget deficit began toalse and
at the end of 2011 it reached 3.3 percent of GDOR, it
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exceed Maastricht criterion slightly. With a dowmtuof
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result, Lithuania met the crisis with the chromeefgn trade

production unemployment began to grow in the caguntrand current account deficit, with debts of theestaid private

which amounted up even to 13.7 percent in 2009)chwh

sector and without any reserves accumulated.

become a serious problem of country's economics. Opponents often reproached the former governmextith

Emigration from the country started increasing agab and

reached more than 25 thousands of emigrants in 2088 pensions of pensioners and did not accumulate

according to official data of the Lithuanian Depagnt of
Statistics. Lithuania was not ready for such aasitun, - its

ungrounded raised salaries of state office emplpygsewell
an
financial reserves for the solving most necessaoplpms
arising during the crisis. In our opinion, opporseate right

strategy for economic development was based on tlpart. On the other hand the greatest errors oftivernment

macroeconomic stability and on assumption of a aunif
growth of economics. A constant foreign trade aefilso
determined the growth of the current account defiailine
with the data of the Bank of Lithuania, the curraotount

are not here. It was indispensable to increaseisalaith the
view of avoiding the loss of the last good spestali This
measure proved to be true: emigration was slackemetl
even decreased (Fig. 3). If we create the statdaregl

deficit in Lithuania has grown from 2004 to 200vhakt 300% pensioners also have the right to a certain le/aledibeing.

and exceeded 14 milliard Lt.
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Figure 4. The foreign trade balance of Lithuania in 2004-2Qihlpercent of
GDP). Source: Lithuanian Department of Statistics

After the burst of the “bubble” in the real estatarket of
Lithuania, the credit interest, given by the bailkting in
Lithuania, have grown as well. That affected negdyi the
subjects of Lithuanian economy and not so smalt pér
enterprises went bankrupt. Only the processesairtdnty’s
real estate market could

economics. Because the balance foreign trade 4frignd the
current account of country, was in deficit, thussimch a

situation, the economic growth was feasible only by

borrowing in the international finance market toveo the
deficit. However, due to the global crisis, incedsnterests
stopped the flow of foreign credits and shook thenemic
growth basis of the country.

On the other hand, the global crisis predetermine

slowdown of economic growth and consumption de@eads
many world countries. Decreasing consumption o€ifpr
countries restricted the chances of Lithuanian exgad that
was one of the most important factors which deteealithe
country’'s economic depression. The domestic maxket
Lithuania is too small to maintain the growth obeomics
and to compensate the decrease in export. Withetheal of
markets of foreign countries, Lithuanian possitafit have
made better as well. The 2010 years became years
beginning the recovery of Lithuanian economy —radin
macroeconomic indicates slowly but constantly began
increase. The 2010 years became years of begirthiag
recovery of Lithuanian economy — all main macro&goit
indicates slowly but constantly began to increase.

Though the signs of global crisis were evidenteatarly,
Lithuania met the crisis quite unready. Such aasibm was
predetermined by insufficient competence of ouregoment,
lack of responsibility, and maybe political reasods a

invoke economic depression
however, mostly the outside factors have affectad o

Thus the decisions to increase salaries and pensi@ne
necessary and they improved the state welfare thde®n
the other hand, when making these decisions thergment
did not provide for their constant financing takirgto
consideration a possible economic down turn.

Much more serious errors of this government were
associated with public finances. Despite ratheh higes of
GDP growth in the country, year after year expanmdiof the
government sector in 2004-2008 exceeded its reyermie
there was a deficit state budget (Fig. 5).
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Figure 5. The Lithuanian state budget balance in 2004-20alpgrcent of
GDP). Source: Lithuanian Department of Statistics

Though the budget deficit before crisis was nothigh,

nder the conditions of fast economic growth, @ré@ases the
aconomy overheat. On the other hand, the constaahget
deficit increased the country’s debt which is umgutable
under the conditions of the economic growteanwhile
budget surplus would not allow economy overheatimgl
would establish conditions for accumulating the essary
reserves and financing the augmented state ligsiliinder
the cyclicconditions of recession.

Another obviouserror of the government is tax decreasing
in_the period of too rapid economy upturn, whichaiso
ccgntradicting economic principles. The tax polick that
period had to be contrary - an opportunity was etsto
impose a real estate tax (of course, with on exempt
minimum), luxury wealth tax as well as a progresstax
system. All these measures could also accumulage th
necessary finance sources to cover state expehnises, the
formation of deficit budget and tax diminishing in the years
of a rapid economy upturn were the largest goventme
errors that caused sore consequenté crisis period.
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The right step of this government was adoption lif t government acknowledged that this reform was wrong

fiscal discipline law in 2007, aimed the ensurefinncial
stability and a stable development of economy. [Blne has
set that the deficit the governmental sector in&2@0uld not
be larger than 0.5 % of GDP. Unfortunately, this levas
passed too late and its requirements could notehézed
with the onset of the crisis.

The Bank of Lithuania has also not estimated endtgh
scale of the pending crisis. It stated that thealirmpact of
the global crisis on the finance system of coustay not be
considerable because it are not closely connected
economic and financial links with of the investmdyatnks
and other institutions of the USA. On the otherdhafter the
Russian finance crisis in 1998, supervision of camuial
banks of the country was intensified, which ensthe
stability of the system of the Lithuanian finanttowever
the near future has shown that the Bank of Lithaavas not

some aspects. Maybe, there was some sense tosedtea
tariff of added-value tax, however, abolition off afivileges
of this tax was a mistake: the budget lost notrsallspart of
income that has left for the other countries. Ongiple the
increaseof the profit tax tariff was right, but it had taeb
differentiated according to economic branches ahd t
volume of a company, which indeed has been doee tat.
The opponents' proposition that an increase ofpifudit tax
limits foreign investments is not so substantiatfdhe
besearch has shown (Davulis, 2003) that tax pgeiehave,
but a little influence on the volume of foreign @stments in
the country‘'s economics. Attractiveness of objettisbe
invested in is much more important for inventors.
Consequences of excise increasing are also ndesmtued
to economics.

Thus, the government had to decide on an undenshbdc

quite right- the supervision of commercial banksswadecision — to pursue the so-called retrenchmeintyale., to

evidently insufficient.

3. Anti-Crisis Measures of Lithuanian
Institutions

In the presence of crisis in 2008 the Bank of Lahia and
Parliament of Republic of Lithuania have made denis to
diminish the mandatory reserve norm from 6 to £eet and
to increase the deposit insurance sum up to 100100
with a view to vivify the domestic market using #dmhal
financial resources. Though these decisions wenecioand
adopted in time, unfortunately, their effect seentedbe
insufficient. To maintain the market activity a radantensive
promotion of economics was necessary. However,tdumn
inadvertent and irresponsible budget policy persdad the
years of economic rise progress, these were nanmess to
stimulate the economics. Therefore there remairatimg
else to do but to take measures that are usugtljeaipnot in
the period of depression, but in up growth of ecnits. The
newly elected Parliament of the Republic of Lithiaaand
Government undertook to apply the measure of aictge
fiscal policy: to decrease expenditure and incrdages in
order to stabilize state finances, which was pensiky
recommended by the European Commission.

At the end of 2008, decision were made to incréfaseate
of value-added taxes up to 19% (later on it waseimsed up
to 21%), income-tax, excise duty on fuel, cigaetsnd
alcohol, as well as to eliminate the majority adueed tariffs
of the value-added tax. The so-called ‘night’ teform has
come into force effect since January 1, 2009. Tdisreform
was aimed not so much with at neutralization of ¢hisis
consequences to economics as at collection of imocmme
to the budget with an expectation to stabilizestae finance
system. However, according to the statistical dat2009
much less income was collected to the state buithget in
2008. Certainly, such a result was mostly prededtiny the
economic downturn, however, there is little doutattthe
night reform was not deliberate enough. Even thenttyg's

diminish government expenses by lowering the enmoy
and officeholders salaries, pensions, and socig gach a
policy in assessed ambiguously. On the one haral|otvs
diminishing government expenses, on the other hdind,
decreases income of the population and therebyuocosis
demand. The decrease in demand weakens the horketmar
even more. The domestic market will revive onlynéome

of the population starts growing and consumers aema
increasing. Straight forward decreasing of expsrfer all
spherescan yield only a short-term effect. Decreasing
expenses for the spheres of activities that precte the
science and technology progress or development of
infrastructure can cause long-term negative coressops for
the country. Thus, the retrenchment policy would be
deliberate enough and balanced.

Though the macroeconomic situation in Lithuaniatsth
improving from 2010 years but in our opinion itspiraving
not so which due to the actions of the governmastiue to
the improved situation in international markets asgecially
due to recovery in foreign countries that importgmbds of
Lithuanian producers.

4. Macroeconomic Situation in the
Baltic Countries during the Crisis:
Comparative Analysis

The analysis of macroeconomic situation in the iBalt
countries is made using the data of Eurostat datalfes was
mentioned above for a number of years the Baltinties
were marked by a considerably faster economic drdidn
other EU states. The maximal rate of GDP growthoteef
crisis amounted almost 10% in Lithuania, almost 8%
Estonia and exceed of 12% in Latvia. However, asglbbal
trade shrank as a result of world economic cribis,export-
oriented economics of the Baltic countries plummete an
all-time low: in 2009 real GDP of these countriexibased
by 14-18 % (14% in Estonia, 15% in Lithuania and6li
Latvia) as compared to 2008 data. From 2010 thedicBal
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countries have already shown some signs of recameheir
economies (Fig. 6).
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Figure 6. The yearly alteration of real GDP of the Baltic cties in 2004-
2011 (in percent). Source: Eurostat
http://fepp.eurostat.ec.europa.eu/tgm/table.do?tabte&plugin=1&langua
ge=en&pcode=tec00115
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Figure 7. Government deficit of the Baltic states in 2005@(@fh percent of
GDP)
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Source: Eurostat database
http://fepp.eurostat.ec.europa.eu/tgm/table.do?hle&init=1&language=e
n&pcode=tsdde410&plugin=1

Figure 8. Government dept in the Baltic countries in 200412(& percent
of GDP).

Like many other EU countries, the Latvia and Lithiaa

were facing the budget deficit problem: proportmmfiscal
deficits to GDP largely exceeds the limit of 3 %eguribed
by the Treaty of Maastricht (9.5 % in Lithuania éh@ % in
Latvia, but in 2010 their fiscal deficits decreasguto 7-8 %
of GDP (Fig. 7).In 2010 the proportion of governméebt to
GDP was equal to 44.7% in Latvia and 38% in Lithagim
2011 government dept slightly decreased until 42 %
Latvia Lithuania and increased until 38.5% for Lidmia).
Though these figures satisfy the Maastricht citeri.e. not
exceeded 60% of GDP, but they were increasing Vasy
from 2009 (Fig. 8).

The situation in these spheres in Estonia is mustteb
Estonia has not any problems with budget deficie da
accumulated reserves. However, one must admit thexe
Estonia did manage to maintain its financial dibegat the
level likely to be envied by other countries withuch more

databaseeconomic power. In 2009 Estonian budget deficiyesaas

low as 2 % of GDP. The Estonian budget was in ssrpl
amounted to 0.2 % of GDP in 2010 and 1.0 % of GDP i
2011. It still did not exceed the limit of 3 % oD®, in this
way satisfying the Maastricht criterion. Moreovaccording
to data of the Eurostat database Estonian foreitpt, though
it constantly increased during the crisis, conttiuonly
7,2 % of GDP in 2009, which is substantially lebart is
required for a country to be accepted to the earez
Therefore, Estonia is single state from all of Eldtes
satisfying the Maastricht criteria. It allowed theuntry to
join the European Monetary Union from 1 January2011.
The most important factors which subsequently teduch
remarkable achievements were a well thought-ouh@wic
policy, concentration of all national political peve upon
one common aim and, as already mentioned, striential
discipline. The support, which Estonia receivesnirthe
Nordic countries, cannot be underestimated either.

2005

2006 2007 2008

mlLatvia

2009 2010 2011

| alithuania oEstonia |

Source: Eurostat database
http://epp.eurostat.ec.europa.eu/portal/page/peutalstat/home/

Figure 9. Unemployment rate in the Baltic states during tleeiqe 2005-
2011

All the three countries — Lithuania, Latvia and dfs& —
are coping with the problem of emigration. If enaitjon
processes are not suppressed in these countegsyih face
serious economic problems in the future. Moreowespite
of intensive emigration unemployment has becomeriauss
and large scale problem in the Baltic countriescakding to
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the data of the Eurostat database, maximal unemaoy
rate in these countries has reached unprecedemtigthté
during the crisis and amounts to 17-20 % (in 2016.9% in
Lithuania, 16.9% in Estonia and 19.8% in Latvia).2011
unemployment rate in these countries decrease®jFig

According to the date of the Eurostat databaseO@42
2008 inflation constantly increased in all three ltiBa
countries: from 1.2% in 2004 to 11.1% in 2008 iridBg&,
from 3% in 2004 to 10.6 in 2008 in Lithuania ananfr6.2%
in 2004 to 15.3 in 2008 in Latvia. During 2008 lbwd
inflation sharply fell down i.e. to 4.2% in Lithuian to 0.2%
in Estonia, and to 3.3% in Latvia (Fig. 10).
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Source: Eurostat database
http://epp.eurostat.ec.europa.eu/tgm/table.do?able&init=1&language=e
n&pcode=tec00118&plugin=1

Figure 10. Inflation rate in the Baltic states during the p=ti2001-2012

In 2010 level of inflation increased because thdtiBa
countries underwent inflationary pressures from oabr
determined by the growth of prices of raw materialsergy
supplies and grain in world exchanges. Bearing indnthe
fact that, in comparison with the EU average, commadce
level in the Baltic states is quite low (75 % intvia, 68 % in
Lithuania), it might be presumed that inflationthre Baltic
states will be faster than in the euro zone. Tloeegfin order
to introduce euro these countries will have to caogth
another serious problem and take steps to redutaiom
rate.

Estonia is likely to be the most attractive to fgre
investment among the Baltic countries. Accordingl&be of
the Eurostat database direct foreign investmenEstonia
was increasing even during the years of recessimhia

Impact of Recession on Ennadituation in Lithuania

5. Anti-Crisis Measures Performed in
Other Baltic Countries

At the end of 2008 Latvian Saima (Parliament) appdo
the program of stabilization and revival of Latviaronomics.
The program obliged the government to pursue et discal
policy decreasing the state budget deficit, to dista the
stabilization reserve into which money could bensraitted
in case of the budget is balanced and the growtGDP
exceeds 2%. The structural reforms were providedhé
plan in order to decrease the expenses of the qubli
management by 15%, while financing of social prooec
measures would not be decreased. Bank of Latvia was
obliged to keep fixed ratio between Latas and Etndine
with the program the government of Latvia planslécrease
the tariff of income tax of inhabitant from 2009 B¢6, to
increase the rate of the value-added tax by 3%litcinate
the majority of reduced tariffs of the value-addedt, to
increase the excise duty of fuel, coffee and altabovell as
to tax dwelling apartment of habitants from 20102010 the
Latvian government submitted a new plan of econemic
revival to Saima. The stimulation of export, thenufacture
of home commodities for replacing import, orieraati
production to manufacture commodities with high edid
values as well as stimulation of the economics asect
grounded on the knowledge and innovations have been
provided in the plan.

In 2008 the International Monetary Fund, World Bamid
finance institutions of EU granted a credit in aminyg to
7.5 billion euro (1.7 billion euro fro which wasagited by
IMF) to Latvia to make reforms. Despite that creditfixed
a low interest for credit, but they required tofiflistrict
conditions, i.e. to decrease the budget deficistate up to
3% of GDP in three years, not to increase pensitms,
decrease salaries, to set new taxes, to diminish th
government management expenses not by 15 but 3Qeés, T
anti-crisis measures are similar both in Latvia aitduania.
The revival of economics is grounded on the stfistal
policy and saving in both countries.

Estonia began to execute a strict fiscal policyieathan
the other Baltic countries i.e. before the crisggdn. In the

2009 it reached almost 9 % of GDP. Despite thehslig years of the fast economics growth this countryalbetp

decrease in direct foreign investment in Estoni&0d0, it

form a surplus state budget and to accumulatel fissarves.

still exceeded 8 % of GDP. Meanwhile, direct foreig The accumulated reserves allowed Estonia to avbithe®

investment into the Latvian and Lithuanian econowss
likely to decline (from 3.8 % of GDP in 2008 to (%8 of
GDP in 2009 in Latvia and from 3.9 % of GDP in 2008
0.9 % of GDP in 2009 in Lithuania) and in 2010 rfest
negative values.

Thus among the Baltic states Estonia is most dittsato
investment, it has the most effective public sectie
situation of public finances does not face any [@wois and
its economic policy is coherent. From other poiotsview
Estonia only slightly differs from the other Baltiountries.

necessity to borrow in the international financerkets
paying high interest during global crisis. Thus the
accumulated finance reserves before the crisis rbega
permitted to gain obviously advantages for Estoima
comparison with other Baltic countries. Despitet tatonia
did not have a formal anti-crisis plan, becausaoped to
overcome the economic difficulties in the naturahrmer,
Estonia was forced to apply the saving mode, taborian
government has also made decisions to decreasstdle
expenditure, especially, in the sphere of healtheation and
education, pensions and salaries (by 15%), to @serehe
rate of value-added tax from 18 to 20%, the exdisy on
tobacco products and alcohol and to introduce e
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6. Conclusions [4]

The domestic and external reasons have invoked the
Lithuania economic crisis. Such a small countri€open
economics as Baltic countries had no chance ofdawpithe
effect of the global crisis on its economics butildzate
economic policy of Government would allow to decethe
consequences of global crises for country‘'s econchme [6]
economic policy of Lithuanian governments did not
distinguish itself in economic foresight before ahding the
crisis. Formation of the deficit budget and tax rdesing
under the conditions of a rapid economic growthtiaatict
the economic logic and had bed consequences for
country's economy with the onset of the crisis. Tihgting
fiscal policy of the former government with a vieto
stabilize state finances under the current conutis right in
essence. However the measures to carry such aypotc
effect are not deliberate enough and unbalanced.Kitd of
policy creates additional economic and social mots that
could be avoided by realizing a deliberate and isighted
economic policy of the country.

Despite the fact that Estonia pursued an expediscal
policy before the crisis and accumulated fiscakress, the
character of macroeconomics processes in the alBtitic
countries was very similar and differed insignifidg True,
the accumulated financial reserves permitted Eattnavoid
additional difficulties in the sphere of public dinces that the
Lithuanian and Latvian economics confronted.

Politicians, economists and financial specialistoud
deeply study the lessons of the current crisisréfepthat the
errors made could be avoided in future.

(5]

[7]

the
(8]

[9]
(10]
[11]
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