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FOREWORD

The first seven years as Member States of the European Union have presented
the Baltic States with opportunities better to develop their economies; member-
ship has assisted them in responding to, and mitigating the impact of the present
global financial and economic crisis. During this time, the Baltic States have been
able to strengthen their security, to put their administrative structures and legal
system into better order much more successfully than were they not to have been
supported by the European Union.

Presently, Latvia, Lithuania and Estonia, together with the other EU Member
States, are striving to restore their economic growth and are developing a set of
measures so as to be better prepared for future analogous crises and to overcome
these without incurring the present severe consequences. It is self-evident that
the European Union itself needs to change, to be able to take more effective
decisions and to ensure their effective implementation. The Lisbon Treaty has
been a step in the right direction, but it has not addressed all of urgent issues
still outstanding. Member States must, sooner or later, decide to invest more
authority in Union Institutions. Society needs to be better engaged at all levels of
governance; presently, this engagement is insufficient and democratic processes
need to be strengthened.

This is the fifth conference jointly organised by the Latvian Academy of
Sciences, the Mykolos Romeris University, the Riga Stradin$ University, and the
College of Law, dedicated to problems faced by new EU Member States. Specialists
and scholars from Latvia, Lithuania, Estonia and Sweden have been conference
participants. The previous conferences took place in 2003, 2004, 2005, 2007
and 2009. All conference materials have been published. This present volume
comprises articles submitted by the participants at the conference that took place
on 6-7 May 2011.

I wish, in the name of the organising committee, to thank all conference
participants. I hope that readers shall also value this publication. It is planned
that the next, and final conference in this series, shall take place in 2014, on the
occasion of 10 years of Baltic State membership of the European Union. I believe
that any future conference series ought to address a narrower range of topical
issues.

Prof. 7alavs Jundzis
Chair of the Organising Committee
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THE EUROPEAN UNION POST THE LISBON
TREATY REFORMS

Eduards Bruno Deksnis
College of Law, Latvia

Abstract

The article examines the function of the European Union after entry into force
of the Lisbon Treaty with respect to increased citizen understanding and dealing
with the economic downturn as well as external visibility in respect to security
and trade issues.

Keywords: Lisbon Treaty, Euroscepticism, economic downturn, Treaty on European
Union, Treaty on Functioning of the European Union, European External Action
Service, High Representative for Foreign Affairs and Security Policy, simplified
treaty revision procedure, European Parliament elections.

Introduction

The European Union (EU) was formally established by the entry into
force on 1 November 1993 of the Treaty on European Union (the Maastricht
Treaty, TEU). The TEU was both a reform treaty, in that it modified the
Treaties establishing the then three European Communities, and an innova-
tive treaty in that two new policy domains, subject to intergovernmental
cooperation!, were substantively delineated, as was the role of established
European Institutions in implementation of these decisions. The TEU was
further innovative in the fact that it was the first treaty concluded during
the European integration process that contained a so-called rendez-vous

I The EU was graphically illustrated by a Grecian-like temple comprising three pillars,
only one of which, the European Communities, encompassed the European Coal and Steel
Community, the European Economic Community, and the European Atomic Energy Com-
munity.



clause, notably, explicit treaty provision for the need, in the case of the
TEU concluded in 1992, by 1996 further to revise the legal basis of the
European UnionZ2. As seen in Table 1 below, the first Treaty to revise the
legal basis of the European Union entered into force on 1 May 1999, the
second revision Treaty, on 1 February 2003, and the most recent revision,
the Lisbon Treaty, on 1 December 2009. Of these the Lisbon Treaty alone
contained no rendez-vous clause. This fact notwithstanding a relatively
minor revision to the legal basis for the existence and function of the
European Union has been identified as needed to deal with issues affecting
the Euro-zone, and was first discussed in December 2010. This revision is
presently being finalised.

This paper deals with a number of issues related to the extent to which
the European Union both as regards its Institutions and their remit for work
have been strengthened in the light of contemporary internal and external
challenges faced by the EU.

Table 1. Revisions to the Treaty on European Union

Treaty Date of signature Entry into force
Treaty on European Union (Treaty | 7 February 1992 1 November 1993
of Maastricht)
Treaty of Amsterdam 2 October 1997 1 May 1999
Treaty of Nice 26 February 2001 1 February 2003
Treaty of Lisbon 13 December 2006 1 December 2009

The principal internal challenges faced by the EU was institutional
efficiency in a Union of 27 Member States and democratic credibility of the
European integration process, both in terms of its achievements and even-
tual goals as perceived by the majority of EU citizens. Externally credibility
of the EU as the true representative of its Member States in domains where
the EU has been given a remit to function has been uneven: the EU has been
seen as a relatively easy to manipulate and the Institutions to circumvent.
The extended EU reform crisis, i.e. non-ratification of the Treaty Establish-
ing a Constitution for Europe and delays in ratifying the Lisbon Treaty, has
not reflected well on Member State solidarity, coherence, even the political
commitment of certain EU Member States to a strong European Union.

2 Treaty on the European Union, Article N, para. 2, Official Journal, Series C, vol. 191, 29 July
1992.
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Establishment of the EU and the need for its reform

The Treaty on European Union resulted from the work of two parallel
Inter-governmental Conferences that both opened in Rome on 14 December
1990; the TEU was signed at Maastricht February 1992 at the conclusion
of these conferences. The stated aims of these conferences were to address
the following topics3:

@

Establish a Union based on the solidarity of the Member States
with proper balance between the responsibilities of the individual
States and the Community and between the roles of the Institu-
tions, coherence of the overall external action of the Community in
the framework of its foreign, security, economic and development
policies and of its efforts to eliminate racial discrimination and
xenophobia in order to ensure respect for human dignity;
Strengthen the role of the European Parliament to raise democratic
legitimacy;

Institute arrangements allowing national Parliaments to play their
full role in the Community’s development;

Establish the remit for a common foreign and security policy
aimed at maintaining peace and international stability, developing
friendly relations with all countries, promoting democracy, the rule
of law and respect for human rights, encouraging the economic
development of all nations, and should also bear in mind the
special relations of individual Member States;

Introduce the legal basis for European Citizenship, including provi-
sion for a European ombudsman;

To enhance the effectiveness and efficiency of the Union;

Lay down the conditions for Economic and Monetary Union, in-
cluding introduction of a single currency;

Deal with internal affairs issues and immigration policy in the
light of creation of a single market.

The decision to open these negotiations had been taken, in principle,
at the Strasbourg European Council of December 1989. Developments in
Eastern Europe, both political and economic, took place so rapidly, and
to such a fundamental extent, that the TEU was partially obsolete by
the time that it entered into force in on November 1993. By this time four

3 Cf. the Presidency Conclusions (14 & 15 December 1990), SN 424/1/90. Brussels: Council of
the European Communities, December 1990.
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strong applicants for membership (Austria, Norway, Finland and Norway)
had emerged to join the two long-standing applicants for membership
(Cyprus and Malta). A further ten Central and Eastern European states
(including the Baltic States) evidently keen to join, although the first two
explicit Eastern European candidacies were deposited only in late 1994.
Thus, the EU had to start adapting its working methods for a Union of at
least 20 states*, bearing in mind tremendous disparities in development
among the potential member states, as well as their largely disjoint political
interests.

Although revision of the modus operandi of the EU was a necessity,
the actual reform process turned out to be long and tedious. Whereas the
European Communities had functioned for nearly 30 years before the first
major revision in their legal basis, the legal basis for the EU was revised
three times within 15 years of its existence. The Institutions of the EU
did not suffer a fatal blockage in their work, although decision-making
became slower.

Not all of the goals set out in 1990 for the EU have been attained by
even the most recent revision, i.e. the entry into force of the Lisbon Treaty,
a number of these have been reached.

The Treaty of Lisbon

This treaty, formally, The Treaty of Lisbon amending the Treaty on
European Union and the Treaty establishing the European Community, was
signed at Lisbon, 13 December 2007, and entered into force on 1 December
2000. It took the form of a major revision of both treaties, including renam-
ing of the Treaty establishing the European Community as the Treaty on
Functioning of the European Union (TFEU). The three-pillar model of the
EU was thus abandoned, and, almost imperceptibly, the European Atomic
Energy Community (Euratom) no longer is an intimate part of the EUS. All
EU Member States are Euratom Member States, and no EU Member State
is able selectively to withdraw from Euratom membership. Dealing with
Euratom is a difficult topic inasmuch as there is no consensus at present
among EU Member States about how Euratom ought to be revised (includ-
4 Such an institutional architecture was sketched out by the Treaty of Amsterdam; the EU of

27 Member States worked, until the end of November 2009, on the basis of the Nice Treaty,

as modified by two treaties of Accession.
5 Cf. Protocol 12 of the Lisbon Treaty.
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ing abandoning its link to the development and construction of new civilian
atomic energy power plants). Objections are strongly voiced by popular
anti-nuclear movements, as well as by a number of Green parties of varying
degrees of political support in a number of EU Member States.

The achievements of the Lisbon Treaty most evident to the general
public comprise creation of a new post, President of the European Coun-
cile, popularly known as the EU President, and a heightened role for the
High Representative for Foreign Affairs and Security Policy’. In terms of
democratic legitimacy increased legislative powers have been accorded to
the European Parliament and EU citizens may come forward with a peti-
tion that requires the European Commission to consider drafting a new
legislative act®. Although the European Commission is not obliged to draft
the requisite act, it would be foolhardy of the Commission to ignore any
initiative properly drafted, including dealing with a topic upon which the
Commission has been given a remit to act.

The Lisbon Treaty has slightly simplified function of the EU with
a larger number of Member States than is presently the case. Notably,
previous Accession Treaties continued detailed arrangements for ensuring
the proper weight of a new Member State in decision-making as well as
tending with each enlargement to increase the total number of Members of
the European Parliament. Recall that the first Parliamentary Assemblies in
the 1950s had 142 members (none of whom were directly elected) whereas
the Lisbon Treaty fixes the future number of MEPs at 751, independent of
the number of Member States®. Similarly, total membership is fixed for
several consultative committees.

One of the most significant aspects of the reformed legal basis for the
EU is the consolidation of the legal remit for EU institutions to act, notably
to adopt legislative acts. This important result has largely failed to seize
popular and even academic attention but is an important step forward in

6 Article 15, para. 5, TEU.

7 Article 18, TEU; a High Representative for Common Foreign and Security Policy was intro-
duced by the Amsterdam Treaty, and this position was filled by Javier Solana from 1 May
1999 onwards until the present High Representative took office on 1 December 2009.

8 The treaty provides the outline of this procedure at article 24, TFEU. After public con-
sultation carried out in 2010, launched, the European Commission drafted detailed pro-
cedures (foreseeing a minimum participation from each Member State, 6000 in the case
of Latvia, 74 250 in the case of Germany, that were adopted by the European Parliament
at a first reading on 15 December 2010, http:/www.europarl.europa.eu/sides/getDoc.
do?type=TA&reference=P7-TA-2010-0480&language=EN&ring=A7-2010-0350 (accessed
1 February 2011).

9 Article 14, para. 2, TEU.
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achieving item (f) above as expressed more than 20 years ago. EU bodies are
legally obliged to act solely upon the basis of competences that have been
attributed to them!© and then, carefully respecting boundaries between
areas where their competences are exclusivel!l, or shared with Member
States!2, or merely supportive of Member State actions!s.

The road to achieving this reformed legal basis for the EU was long and
arduous, encountering a number of obstacles that have raised questions
as to how the public and Member State governments and administrations
view further deepening of European integration.

Firstly, in terms of democratic legitimation and its impact upon public
perception of the EU, neither the reform process itself (the final stage
leading to entry into force lasted the best part of a decade) nor its results
appear greatly to have improved the public perception of how democratic
the EU is. Table 2 below shows some selected results from Eurobarometer
surveys of public opinion.!4

Table 2. Surveyed responses to the question “My country has benefitted
from membership in the EU”

Year EU 15 EU 25/27 Latvia Lithuania Estonia
2003 54% n/a n/a n/a n/a
2006 n/a 53% 43% 62% 56%
2010 n/a 53% 41% 66% 73%

The results for Latvia, notoriously, have been influenced by the local
political class hiding its economic and other misdeeds behind the skirts
of the EU. In addition, the steady bombardment of Latvian public opinion
by the Russia-oriented mass media, mostly significantly in the Latvian
language, has proved to be mildly successful in terms of influencing public
opinion. It is furthermore the case that a very substantial segment of the
active population now lives abroad, further influencing public opinion.

Euroscepticism has been a constant feature of the European integra-
tion process even well before the EU became the focus of public attention.
Noteworthy examples are popular opinion in the UK and in Denmark.
10 Article 4, para. 1, and Article 5, para. 2, TEU.

11 Article 3, TFEU.
12 Article 4, TFEU.
13 Articles 5 & 6, TFEU.

14 Information source, Standard Eurobarometer surveys 59, 66 and 73, to be found at http://
ec.europa.eu/public_opinion/archives/eb_arch_en.htm (accessed 1 February 2011).
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Over time little has changed in these countries with a slight increase in
voter apathy in the UK coupled with the advent of extraordinarily frank
eurosceptical political parties scoring some remarkable successes in the EP:
in 2009, the second largest popular vote in the UK went to an outspoken
eurosceptic political party?>.

In general, there has been a gradual long-term roll off in popular
support for European integration. One important contributing cause was
the gradual transition from European issues being peripheral to daily
news that took place in the late 1980s when European integration was
popularly seen to be a (painless) remedy for painful national problems.
Once it became evident that European integration was not a substitute
for concerted national effort the added value of retaining integrated EU
structures increasingly has come into question.

Public participation in elections for the European Parliament is an
important indicator for ascertaining the extent to which EU institutions
enjoy democratic legitimacy, with exception of Belgium, where voting is
compulsory by law (typically more than 90% vote), voter turnout at EP
elections has fallen steadily (see Table 3). Voter turnout in the two countries
most closely associated with European integration (politically and economi-
cally, respectively) France and Germany has shown a dramatic decrease
from after the first EP elections were held in June 1979. For comparison,
voter participation in EP elections by the electorate in the UK has been
consistently low.

The Latvian result for 2009 is better than might have been the case
were the EP elections not to have coincided with elections for local authori-
ties. It is noteworthy that only a relatively small number of voters who
voted for the latter did not bother to vote for the former, i.e. 801 348, versus
797 219 voters took up voting slips at voting stations!e.

15 See the UK Independence Party web-site for a listing of elected MEPs as well as for recent
developments, http://www.ukipmeps.org/mypage_5_UKIP-MEPs.html (accessed 1 February
2011); UKIP MEPs are part of the small Europe of Freedom and Democracy grouping of
similarly minded MEPs (30) from several EU Member States, including a former President
of Lithuania, Rolandas Paksas, cf. http:/www.efdgroup.eu/the-group.html (accessed 1
February 2011).

16 For detailed results of the 2009 elections in Latvia both for local authorities and for depu-
ties to the European Parliament see http:/web.cvk.lv/pub/public/29429.html (accessed 1
February 2011).
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Table 3. Voter participation in elections to the European Parliament!”

Year | EU 9 | EU-25/27 | France | Germany | UK | Latvia | Lithuania | Estonia
1979 | 62% n/a 61% 66% 32% n/a n/a n/a
2004 | n/a 45% 47% 43% 39% 41% 48% 27%
2009 | n/a 43% 41% 43 35% 54% 21% 44%

External challenges for the reformed EU

The ambition of European integration to allow Europe to regain its
voice on the world stage is long-standing, as is the observation that Europe
does not speak with one voice.!8 Reform of the EU was launched in 2002
partially in order that the EU Member States act more coherently and
consistently on the world stage. There are two related aspects to this
ambition.

First, the Member States of the EU comprise the largest developed
actual market for goods of all kinds, from basic to the most advanced.
It is an unappealing aspect of recent developments in the capacity of EU
Member States to satisfy their internal demand in many market sectors
has diminished partly due to intrusion by foreign competition, partly as
a result of implementing a range of economic development policies. The
mantra of free trade notwithstanding (and honest pricing, i.e. anti-dumping
agreements) EU Member States have suffered by being selectively targeted
for intrusive and damaging penetration of the EU’s Internal Market.1®
Thus, defence of EU trading interests has been a significant aspect of the
competences shared by EU institutions with the Member States. The reforms
instituted by the Lisbon Treaty do not substantially change this remit, with
the exception of the European Union acquiring legal personality.

The most visible testimonial to European economic integration has
been introduction of a single currency, the euro, that is now the national

17 cf. http://www.europarl.europa.eu/parliament/archive/staticDisplay.do?language=EN&id
=213 (accessed 1 February 2011).

18 Henry Kissinger allegedly posed the rhetorical question during his time as senior security
adviser to several Presidents of the United States as to what telephone needs to be rung
to discuss the European position at least as far as foreign affairs (security issues) are
concerned.

19 The Treaty of Lisbon renamed the Single Market (established in 1993 for most goods and
services on offer by the Members States of the EU); the Institutions were empowered to
attain this goal which was laid out in detail in a report authored by the then President of
the European Commission, Jacques Delors.
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currency of 17 EU Member States: these comprise the Euro area. The legal
basis for this currency was established by the entry into force in 1993 of
the TEU. The recent world-wide economic downturn together with structural
shortcomings in budgetary discipline among a number of members of the
Euro area have resulted in a daunting challenge to the European Central
Bank, and also to the other members of the Euro area. Undoubtedly, the
reputation (stability) of the single currency as perceived in third countries
has been diminished.

A draft text revising the TFEU20 was adopted at the European Council
meeting of December 2011. This revision foresees establishing a permanent
Stability Mechanism for the Euro. To do this the European Council is us-
ing the simplified revision procedure provided for in Article 48(6) TEU.
Consultation of the institutions concerned should be concluded on time to
allow the formal adoption of the decision in March 2011, with completion
of national approval procedures by the end of 2012, and entry into force
on 1 January 2013. Until that time the present European Financial Stabil-
ity Facility (EFSF) and the European Financial Stabilisation Mechanism
(EFSM) will remain in force until June 2013.2! The Member States declared
at this time that such revision of the basic treaties does not increase the
competences conferred on the Union.

Second, it has proven to be difficult to defend EU interests abroad
without a strong common voice in regard to security and political co-
operation. The Lisbon Treaty has brought about a significant change in the
remit of the High Representative. Firstly, the High Representative (whose
formal position was Secretary General of the Council) is both a permanent
member of the European Council and of the European Commission. There
is thus coupling between representing Member State interests and the
various foreign relations (trade, enlargement, development cooperation
and humanitarian assistance) aspects of the work of the services of the
European Commission. Legal basis for a new body, the European External
Action Service has been established and this service, an admixture of
diplomats seconded from Member States and Commission officials is to
make up this service. Although the foreign representations of them would
enjoy diplomatic status, their presence complements rather than replaces
20 Article 136, TFEU; Article 122, para. 2, TFEU to be deleted.

21 See Conclusions of the European Council meeting of 16&17 December, 2011 at Brussels,

cf. http:/www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/118578.pdf (ac-
cessed 1 February 2011).
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diplomatic missions of EU Member States. For the smaller EU Member States
this is an opportunity to have its diplomats acquire experience in many
foreign countries where there is no national diplomatic representation. For
example, Latvia has only one (1) residential diplomatic representation in
Africa (in Egypt), and none in Central and Latin America.22

The United States has been both a friend, present at the creation of
the first European Community, that for the coal and steel industries and
generally supportive of the progress of European integration. Certainly,
the EU — USA (Transatlantic) Dialogue is the oldest one of these bilateral
dialogues and had proved to be productive in terms of addressing chal-
lenges to the economic and political relationship. The USA has taken a
keen interest (and a generally pro-active position) as regards widening the
European Union. A serious review of the legal basis for the EU as revised
by the Lisbon Treaty concludes, inter alia, that

... the Lisbon Treaty would have positive implications for U.S.-EU
relations. While the treaty is unlikely to have major effects on U.S.-EU
trade and economic relations, some believe that it could allow the EU to
move past its recent preoccupation with distracting internal questions
and take on a more active and effective role as a U.S. partner in tackl-
ing global challenges. There are indications that adoption of the Lisbon
Treaty would make the EU more amenable to future enlargement,
including to the Balkans and perhaps Turkey, which the United States
strongly supports. On the other hand, skeptics maintain that a stronger
EU poses a potentially detrimental rival to NATO and the United
States.?3

Although this report was finalized after onset of the world economic
downturn it refrains from assessing how the reformed EU might go about
tackling the problem of economic recovery. In this regard there are a number
of differences in approach being advocated by the EU when compared to
that advocated by the United States.

Undoubtedly, the citizens of most EU Member States regard formation
of a common defence force as a valid competence of the European Union.
Member States, however, have long been reticent to accede to such poli-
cies. Relatively recently, a Rapid Reaction Force, the Eurocorps, has been

22 The Latvian ambassadors to Brazil and Mexico reside in Portugal and the USA, respectively,
cf. http://www.mfa.gov.lv/len/ministry/mission/ (accessed 1 February 2011).

25 Cf. The European Union’s Reform Process: The Lisbon Treaty, by Kristin Archick and
Derek E. Mix, Congressional Research Service report RS 21618, 9 November 2009.
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created; this act has received wide-spread public support24. The Eurocorps,
however, is rather small in terms of what might be needed in case of a
serious conflict. It is also not a standing or permanent force.

The TEU in its original form (optimistically) referred to the Western
European Union (WEU) as an expression of common action in defence
matters.2> The WEU derives from treaties that were concluded well before
the onset of the European integration process that led to establishing the
EU.26 However, membership in the WEU has not been seen by EU Member
States as an alternative to membership of the NATO alliance. The reforms
instituted by the Lisbon Treaty continue to allocate a certain role for the
WEU, but, more importantly, provide a legal basis for establishing links
between NATO and EU Institutions.2” However, the resolutely neutral stance
adopted by a number of EU Member States (Ireland, Austria, Finland,
Sweden) render adoption of EU decisions in this regard a difficult, although
not an intractable issue.28

Conclusions

When compared with the first twenty years of European integration,
i.e. from the 1950s onwards, the first 20 years of existence of the EU have
been no less (and arguably no more) challenging. Whereas there were no
major revisions to the legal underpinning of European integration during
its initial period of operation, the legal basis of the EU has three times
been revised during the comparable period of time. The most recent of
these revisions has proven to be embarrassing in that apparent weakness
in their commitment to European integration have been demonstrated by
a number of Member States. Ultimately, the extent to which solidarity (of

24 Cf. the results of a dedicated Eurobarometer survey, Public opinion and European defense,
reporting date July 2001, at http://ec.europa.eu/public_opinion/archives/ebs/ebs_146_en.pdf
(accessed 1 February 2011).

25 Cf. the Declaration on the Western European Union adopted on the occasion (Final Act) of
closure of the IGC preparatory to signature of the Treaty on European Union 7 February
1992.

26 The Western European Union has currently no direct link to military units of its member
states; the WEU derives ultimately from the Treaty on Economic, Social and Cultural
Collaboration and Collective Self-Defence signed at Brussels on 17 March 1948; as of July
2001, the WEU retains some few residual functions but has not undertaken an operational
missions since that time.

27 Protocols number 12 and 11, respectively; the conditions for links with NATO are described
in greater details for the self-evident reason that the relationship with NATO is more varied
and intensive than any present or foreseeable future relationship with the WEU.

28 Cf. Article 42, TEU.
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a minimal or maximal kind) shall continue to be a key feature of the EU
will be tested by how long it takes for the economic and social conditions
in the recent intake of 12 new Member States to reach a closer approxima-
tion to average conditions throughout the entire EU. Institutional and
other changes brought about by the Lisbon Treaty (this treaty contains no
rendez-vous clause) are robust enough that future flexibility in working
relationships within the EU shall not be associated with public bickering
that only reduces the strength of the EU as an actor on the world stage.
The external environment in which the EU finds itself is a strong counter-
argument to assertions of national capabilities to be more effective than
joint co-ordinated action.

L’UNION EUROPEENNE APRES LENTRE EN VIGUEUR
DU TRAITE DE LISBONNE

Eduards Bruno Deksnis

Résumé

Le traité de Lisbonne est entré en vigueur le 1¢r décembre 2009 et vise a
moderniser le fonctionnement de 1'Union européenne élargie a 27 membres.
Si le traité de Lisbonne ne contient pas de mesure phare qui fait avancer la
construction européenne, il adapte néanmoins en profondeur les regles des
traités afin que 1'Union puisse réagir aux nouveaux défis du 21¢ siecle.

L'Union Européenne a subi un processus de révision et adaptation presque
continuel pendant ses 20 années de fonction. Cette circonstance était une réponse
aux défis actuels, tel que I'évolution majeure de la politique (gouvernance) et
économique (instauration d’'une économie basé sur le marché) dans plusieurs
pays Européens qui se trouvait pendent les premiers 40 ans de l'intégration
européenne écarté de prendre son propre role la-dedans.

Aujourd’hui les défis dont les Etats-membres de I'UE doivent se faire
face vient de loin (de I'Asie sur le plan économique, de 'Afrique des pays du
Moyen Orient sur le plan démographique). Pour en assure ses propres intéréts
souverains les états membres doivent quand méme agir plus d’'une maniére
plus unie et communautaire quauparavant.
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Certains défis économiques mondiales et des tensions internes (bud-
gétaires) dans la zone d’Euro ont eu pour conséquence le premiere tentative
de révision du traité sur le fonctionnement de 1'Union Européenne en ne pas
suivant la méthode classique (qui est longue et bourrée avec des risques
d’échec) mais sur les procédures de révision simplifiées (art. 48, Traité sur
L'Union Européenne). La réussite d’application de cette procédure sonnerait
une signale assez important aupres des pays tiers qui étaient un peu confus
en regardent les délais (entre 2004 et 2009) dans la reforme de I'UE.

Mots-clés: Traité de Lisbonne, Euroscepticisme, ralentissement de
I'économie, Traité sur 'Union Européenne, Traité sur le fonctionnement
de I'Union Européenne, Service européenne pour l'action extérieure, Haut
Représentant pour les affaires étrangeres et la politique de sécurité, procédure
de révision simplifiée, élections du Parlement Européen



EU POLICY COORDINATION EFFICIENCY
IN LATVIA, LITHUANIA AND ESTONIA —
COMPARATIVE PERSPECTIVE

Renata Mienkowska-Norkiené
University of Warsaw, Poland; Romeris University, Lithuania

Abstract

This article deals with coordination of EU policies in the three Baltic countries:
Lithuania, Latvia and Estonia. Coordination refers in this context to a political
process of both reaching agreements and consensus on the content of positions
representing interests of those countries in EU institutions, as well as determin-
ing how to implement the European law and EU policies on national level. The
main objective of the article is to shortly analyze the criteria and main indicators
of the efficiency of EU policies coordination in the Baltic States in comparative
perspective as well as to point out strengths and weaknesses of the coordination
systems in the Baltic States in the light of coordination efficiency requirements. The
article points out some aspects of construction and functioning of the coordination
systems in the Baltic States and evaluates their meaning in the context of the EU
seven-years-lasting membership.

Keywords: coordination of EU policies, efficiency, nation states in the EU, multi-
level governance, Metcalfe’s scale, benchmarks, Baltic States, centralized coordina-
tion system.

The issue of efficiency — of what it means in the
European context, and whether there is a recipe for
success in a certain national strategy — seems to
be undoubtedly important. It remains, however,
extremely problematic.!

I Kassim, H., Peters, G., Wright, V. The National Co-ordination of EU Policy. Vol. 1. The
European Level, Oxford, 2000, p. 254.
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What is efficiency of coordination?

Efficiency is one of the key concepts related to coordination of EU
policies in the Baltic States, because it justifies the entire system of co-
ordination. In the Baltic States coordination is efficient and it produces
proper results as regards both representation of national interests of Lithua-
nia, Latvia and Estonia in the European Union and implementation of
the EU law on a national level. However, in each of these countries the
level of effectiveness is different and it can be perceived as differently
grounded.

The purpose of this short article is to give evidence that effectiveness
of coordination in the Baltic countries is measurable — although only to a
certain extent. In the analysis there are some practical conclusions about
what is problematic and what could be improved in coordination systems
of the Baltic States in order to raise the efficiency of coordination in these
countries.

In order to determine whether certain measures are effective or not, it
is necessary to specify a proper understanding of the term “effectiveness”
and the way it is used in the context of coordination. It is also crucial to
decide upon which tools are appropriate to measure effectiveness of coor-
dination. There are at least a few such measures of effectiveness, among
them benchmarks of the European institutions and World Bank, indicators
used in the so-called “Metcalfe scale”, finally opinions of the employees
of EU policies coordination system in the Baltic States. These three tools
were used in research underlying this article.

Efficiency is a concept derived largely from the sphere of economics,
meaning rationality of certain activities from the perspective of the ratio
of costs to the results achieved. This economic understanding of the ef-
fectiveness can be applied to coordination with the assumption that the
“result” means both the level of realization of national positions in the EU
institutions (the so-called coordination “up”) as well as implementation of
the European law in a given time and in the proper way. The EU Member
States should seek for efficiency due to limited human, financial, and often
technical resources staying at their disposal. This pursuit for efficiency
should not be absolute, however. Sometimes it is necessary to devote more
resources if the purpose to be achieved is worth it (e.g. coordination of
building long-term strategies in implementing EU structural funds) — then
efficiency is replaced by the concept of effectiveness.
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Just to give a broader context of the efficiency concept, it is worth
mentioning that certain similar indicators may also point out some of the
aspects of validity of creating coordination mechanisms in the Baltic States.
These are, for example: adequacy (sometimes equated with seemliness),
flexibility, durability, utility, sustainability.?2 Adequacy and utility issues
concern not only input—output relations but also the question whether a
certain activity is grounded and whether there is actual demand for it. A
good example is the question of setting up European policy priorities in
the Baltic States — in Lithuania and Latvia these priorities are clearly
formulated in the context of national interests but taking into account the
objectives of the European institutions in a given period of time, in the case
of Estonia they are formulated on the basis of the Presidency priorities.
The Lithuanian and Latvian approach meets the expectations of citizens
on specific objectives of coordination more than the approach represented
by Estonia. The expectations are met because the priorities are set up by a
democratically elected national authority and they represent certain aspects
of national strategies. In the context of wildly criticized democratic deficit
in the EU, this aspect is meaningful. Thus, the approach of Lithuanian and
Latvian EU policy coordinators, to a greater extent than the Estonian one,
meets the criteria of appropriateness and usefulness. On the other hand,
Estonia increases its chances of effective coordination already in the phase
of setting out priorities, because the priorities are formulated taking into
consideration their suitability in the context of possible coalition-building
and finding supporters for them on the European stage. This makes the
probability of realization of those priorities in the European decision-mak-
ing processes more likely. In order to fully conceptualize the effectiveness
of coordination of EU policies in the Baltic States it is indispensable, inter
alia, to answer the following questions:

1. What level of implementation of specific coordination objectives

will indicate the effectiveness of implementation?

2. Which scales and measuring tools show the most relevant indica-

tors of effectiveness of coordination of EU policies?

3. Which problems of coordination of EU policies in the Member

States have a relevant impact on the level of its efficiency?

Since it is impossible to determine the actual effectiveness of coordi-
nating EU policies in the Baltic countries using statistics (e.g. ratio of the
overall number of Lithuanian, Latvian and Estonian national positions to

2 Stake, R. The Art of Case Study Research. Thousand Oaks, CA: SAGE Publications 1995.
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the number of legal acts adopted at the level of European institutions satis-
fying those interests), it is necessary to analyze such more available data
as those covered by reports of the Baltic States on implementation of EU
policies, reports of external institutions surveying this type of activities in
various countries (e.g. World Bank, Freedom House or international funds
and research institutions). Although they do not fully refer to effective-
ness of coordination of EU policies in the Baltic States, they cover certain
aspects of this efficiency and may give some basis for a deeper analysis
of this issue. As regards the main purpose of coordination in Lithuania,
Latvia and Estonia, it can be described as a situation in which the Baltic
States pursue their national interests within the EU while contributing to
the EU overall goals. The effectiveness of coordination in this context is
focused on two dimensions — national and European. For example, one
of the main EU objectives is “promoting economic, social and territorial
cohesion and solidarity among Member States”.3 One of the main ways to
achieve such cohesion is EU’s regional policy. The purpose of coordination
in all Baltic States is to set out national positions in the field of regional
policy, enabling quick implementation of this policy and effective use of
structural aid. Thus, the higher the efficiency of achieving national objec-
tive (use of structural funds), the higher the efficiency of implementation
of the EU goal related to improving the living standard of citizens in the
European Union.

Regarding the indicators depending on certain scales and measuring
tools, they place different Member States in one of the following groups:
1) a group of countries effectively coordinating EU policies, 2) a group of
countries having big problems with effective coordination, and 3) a group
of inefficient countries.* Efficiency should be determined by indicators
such as, among others: 1) the level of administrative capacities of a certain
Member State to fully participate in fulfilling their tasks at all levels of the
multi-level political system of the EU, 2) the number of national positions,
postulates of which have been included into acts of European law (assum-
ing that in each Member State national positions covered all important
matters to be represented at the EU level), 3) the time period in which
decisions are made at different levels of coordination, 4) no significant

3 Consolidated versions of the Treaty on European Union and the Treaty on the Functioning
of the European Union Charter of Fundamental Rights of the European Union (O] C 83,
30 March 2010).

4 Lippert, B., Umbach, G. The Pressure of Europeanization. Institut fiir Europdische Politik,
Europdische Schriften, 82. Baden-Baden: Nomos, 2005, pp. 22-35.
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obstacles in creating coalitions with other Member States to implement
national interests.

A lack of efficiency in coordinating EU policies can have significant
negative consequences for a Member State>— in particular, for a small state
having a relatively small number of both votes in the Council of the EU and
representatives in the European Parliament. No doubt, the Baltic countries
belong to small EU Member States. If such a state inappropriately or inad-
equately coordinates preparation of a national position to the Council of the
European Union or any other European institution, as a result the decision
taken by the EU institution may be very unfavourable for the country and
this state may be unable to avoid negative effects of the decision. Similarly,
inadequate coordination of implementation of European law may lead to
discrimination of a certain Member State against nationals of Member
States having implemented the EU law properly and, as a consequence,
to numerous lawsuits against this country before the European Court of
Justice. This may lead to the imposition of certain fines on such States and
to worsening its position among the Member States.®

Some aspects of measuring effectiveness of EU policies
coordination in the Baltic States

One of the most well-known tools of measuring effectiveness of coor-
dination of European affairs in the EU Member States (and to some extent
also in the candidate countries) is a so-called “Metcalfe’s scale”. Les Met-
calfe, a former professor at the European Institute of Public Administration
in Maastricht, has developed a special tool for measuring effectiveness of
coordination of EU policies in the Member States, whereby it is possible to
determine the extent of the efficiency on a scale 1-9 and draw conclusions
on which elements of the coordination process a greater emphasis should
be placed, or which should be replaced by more efficient ones.

The tool developed by Metcalfe implies the existence of different levels
of effectiveness of coordination process — from the level of an overall
strategy to the level of independent decision-making by institutions or
organizations involved.

5 Case of the European Court of Justice: C-374/89 European Commission vs. Italy, 1990,
p. 1-2425.

¢ Infringements of EU Law: http://ec.europa.eu/community_law/infringements/infringe-
ments_en.htm (accessed 21 April 2009).
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Before presenting a detailed analysis of effectiveness of coordination
of the EU policies in Lithuania, Latvia and Estonia on the basis of the
Metcalfe scale, it is worth paying attention to two general issues related to
interpretation of the analysis results, namely, (1) to the issue of decline of
the overall coordination capacity in the Baltic States since their accession
to the EU, and (2) to the issue of inadequate human resources management
in Lithuanian, Latvian and Estonian public administration and services,
affecting to a high extent the overall efficiency of coordination of the EU
policies in these states.”

The following diagram shows the levels of coordination efficiency from
both descriptive and axiological point of view (it evaluates coordination
in certain countries according to the level it achieves on the scale and
points out the standards to be followed in order to improve the efficiency).
It is worth noting that there is no country in the EU having achieved the
highest level on the scale.

Scale of policy coordination by Les Metcalfe:

Level 9. Overall strategy

Level 8. Defining priorities

Level 7. Setting the operational parameters

Level 6. Arbitration in matters of political differences

Level 5. Seeking for agreement on policies

Level 4. Avoiding significant differences between organizations
Level 3. Consultation with other organizations (feedback)

Level 2. Communication with other organizations

Level 1. Independent decision making within the organization

The precondition for analysis of coordination efficiency in the Baltic
States with the use of Metcalfe’s scale is that coordination is essential to
properly manage the EU and its Member States in the process of achieving
EU Member States’ purposes in the EU and the EU goals at the same time.
The main reason of setting out this precondition is multiplicity of actors
on EU multi-level institutional system stage. On the scale it is necessary to
achieve all lower levels first in order to reach one of the higher levels. There-
fore, it is impossible that a certain Member State has a unified strategy for
operation of various institutions involved in coordination process without
having efficiently implemented standards of their mutual communication.

7 EU-8 Administrative Capacity in the New Member States: The Limits of Innovation? Study,
Document of the World Bank, Number: 36930-GLB, September 2006, p. 8.
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On the basis of the Metcalfe’s concept, Latvia and Lithuania are close
to the fifth level — seeking for agreement on policies (the basic level for co-
ordination system to be considered efficient). Actually, after seven years of
membership in the EU, the level could be expected to be closer to the sixth
or seventh. The higher efficiency of coordination in the EU — its eighth
level — has been reached only by France and the UK (the latter is, however,
on a slightly lower level than France). Definitely low on the scale are Poland
and Slovakia — close to the second level. The most important obstacle in
improving efficiency of the EU coordination for the latter countries appears
to be difficulty in overcoming differences between structures, political
priorities and working styles of organizations involved in coordination. As
for Estonia, it is ranked slightly below the fourth level, mainly because of
the decentralized design of the system of institutional coordination and
the large degree of autonomy of ministries and government agencies in
the coordination system. The decentralization sometimes leads to a lack of
willingness to cooperate on interministerial level. This means that in the
case of Estonia one cannot speak about efficiency of the whole coordination
system but only about efficiency of some of its aspects (e.g. implementing
EU directives, where Estonia is consistently among the most efficient EU
Member States). Estonian example shows that a high level of decentraliza-
tion and a lack of stimuli from one central coordinating institution in the
coordination system may bury the efficiency of professionalization of staff
in the system of coordination of EU policies, despite an increase in their
overall responsibility for the operational aspects of the system of public
administration. In connection with this, a drop in coordination efficiency
in Estonia in comparison to the pre-accession period is similar to the cases
of Hungary and the Czech Republic.

The main conclusion to be drawn from the analysis above is that
the more centralized the coordination system, the more efficient it is. The
Metcalfe’s scale is, to a large extent, a scale of centralization of the coor-
dination system. The case of the Baltic States serves as the best example
of this statement.

Metcalfe scale as a tool for measuring effectiveness of coordination set
out certain benchmarks. There are, however, other benchmarks set out in
the so-called “Common Assessment Framework” of the European Institute
of Public Administration, which are useful in indicating the standards
and, on their basis, levels of coordination efficiency in the EU Member
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States. These standards include, among others, situations in which:
(1) expectations of each institution are clearly articulated and related to
different levels of coordination: governmental level, level of ministries,
agencies, departments and individuals; (2) objectives of governmental
and ministerial level are clear and are reflected in objectives and plans
at lower levels; (3) there is a clear division of responsibility for differ-
ent tasks within the system of coordination, and all actors are aware of
who is responsible for what; (4) expected results of specific activities are
defined before performing these activities; (5) there must be provided
adequate resources to implement coordination activities; (6) institutions
have some flexibility in coordination activities; (7) there is a system of
internal audit, control and improvement of functioning of the administra-
tion; and finally (8) there is a possibility to mobilize adequate human
resources.

According to authors of Common Assessment Framework, each of the
criteria determining the level of coordination efficiency may be analyzed
as “planned”, “planned and executed”, “planned, executed and checked”
and finally “planned, performed, inspected, improved and adapted”.

As regards the first three benchmarks, Latvia and Lithuania meet
them, mainly because of the centralized systems of coordination, however,
due to certain problems, Latvia has not exceeded the third level yet while
Lithuania is still on the fourth level. These problems are mostly related
to a lack of transparency in the appointment of officials of the highest
levels of public administration (and they participate in defining the strat-
egy and assessing its performance in the coordination system). In both
countries, but to a greater extent in Latvia, there is no evaluation system
for public administration employees of different levels, which in many
cases make it difficult to assess the real quality of their performance in
the coordination system. In Lithuania, the public administration reform,
particularly in the fields of strategic planning and management of human
resources, led to reaching of most of the desired results (of course, within
limited resources available). This places this country on the highest level
of fulfilling requirements of the three first benchmarks and the highest
rank among all the so-called New EU Member States (EU-12). Estonia’s
situation in this context is the most difficult among the Baltic countries. Its
level of coordination of EU, particularly in the field of strategic planning,
is rather low mainly because of decentralization of system and the lack of
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consistency in the implementation of various elements of public adminis-
tration reform.8

Full implementation of the first three benchmarks would provide the
Baltic States with certainty that their administrations “speak with one
voice” (literature on this topic often refers to this expression as mirroring
the main purpose of coordination). Achievement of the fifth level of bench-
marks in this area, however, may be reached only when the objectives of
public administration reform in each of the Baltic States are achieved.

As for the next three benchmarks, they can be reduced to the effective-
ness of the division of responsibilities between departments and officials of
the public administration. In this regard, again, Lithuania has achieved the
highest level, the situation is slightly worse is Latvia, and Estonia fulfills
the requirements of this benchmark the least. It must be underlined though,
that the overall level of this index is rather low in all three countries and
remains between the second and third level.

Another group of benchmarks relates to the flexibility in the operation
of the whole coordination system. In this regard, all the Baltic States are
doing no more than average, because the system of delegating responsibili-
ties and enforcing specific tasks does not work effectively. Unfortunately,
in the Baltic countries public administration is regarded as the place from
which it is very difficult to be removed, regardless of performance. This
shows a low level of delegation and accountability for specific tasks within
the system of coordination.

It was impossible to point out in such a short article all aspects related
to measuring efficiency of EU policies coordination in the Baltic States,
therefore, the presented aspects are more a voice in the discussion and a
piece of the area of coordination efficiency. To sum up this short analysis,
however, it can be stated that the effectiveness of coordination of EU
policies in Lithuania, Latvia and Estonia is relatively high, taking into
consideration the fact that these countries had to totally rebuild systems
of their public administrations only a few years ago and bearing in mind
that they are rather “new” democracies in comparison to the so-called
“old” Member States.

8 European Integration and Public Administration Reform in Estonia. Dr. Kaarel Haav. Paper
presented to the 8t NISPAcee Annual Conference “Ten Years of Transition: Prospects and
Challenges for the Future”, Budapest, Hungary, 13—15 April 2000.
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KOORDYNACJA POLITYK UNII EUROPEJSKIE] NA LITWIE,
LOTWIE I W ESTONII — PERSPEKTYWA POROWNAWCZA

Renata Mienkowska-Norkiené

Streszczenie

Artykut ma na celu analize efektywnosci koordynacji polityk unijnych na
Litwie, Lotwie i w Estonii z wykorzystaniem kilku réznych, nieuwzglednianych
jak dotychczas w litewskiej totewskiej czy estoniskiej literaturze przedmiotu,
narzedzi, w szczegdlnosci tzw. “skali Metcalfe’a” czy benchmarkéw Administra-
tive Capacities Common Assessment Framework Banku Swiatowego.

Przedmiotem analizy jest efektywno$¢ rozumiana, jako sensowno$¢ i
celowos¢ koordynacji z punktu widzenia stosunku poniesionych naktadéow
(zasobéw) do osiagnietych rezultatéw (realizacji celow narodowych panstw
battyckich i celéw Unii Europejskiej jako catosci). Koordynacja polityk UE to
w artykule proces polityczny uzgadniania sposobu reprezentowania oraz tresci
stanowisk okreslajacych interesy tych krajow w instytucjach Unii Europejskiej,
a takze ustalania sposobu wdrazania prawa europejskiego i realizacji polityk
unijnych na poziomie krajowym.

Koordynacja polityki europejskiej w krajach baltyckich jest efektywna
wedtug wigkszoSci kryteriéw, jest takze efektywna na tle innych panstw UE.
Efektywnos¢ zdecentralizowanego systemu koordynacji polityk wspélnotowych
w Estonii jest jednak mniejsza niz efektywno$¢ scentralizowanych systeméw
koordynacji na Litwie i Lotwie, przy czym Litwa, z racji na wyzszy stopien
centralizacji koordynacji, jest bardziej efektywna niz Lotwa.

Efektywno$¢ koordynacji we wszystkich pafdstwach moze by¢ wyzsza
dzieki gruntownym reformom administracji publicznej, ktére w kazdym z nich
zostaty juz rozpoczete albo czeSciowo wdrozone.

Stowa kluczowe: Koordynacja polityk UE, wydajnoSci, pafistwa narodowe
w UE, wielopoziomowe zarzadzanie, skala Metcalfe’a, punkty odniesienia,
kraje baltyckie, scentralizowany system koordynacji.
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THE INFLUENCE OF GLOBAL RISKS
ON THE EUROPEAN UNION

Talavs Jundzis
Latvian Academy of Sciences, University of Latvia, College of Law

Abstract

This article presents an assessment of experience gained from the present crisis
and the global risks that the European Union is likely to face, and to be influenced
by during the next decade. Seven different types of risk are examined by looking at
how these might develop in the immediate future with the attendant consequences.
A number of possible solutions and suggestions are offered on how to mitigate,
or even to avoid these risks. The principal conclusion is that effective ways to
counteract global risks and ensure economic recovery of the European Union are
only possible if the Union itself changes substantially by allowing effective deci-
sions to be taken rapidly.

Keywords: European Union, economic and financial crisis, globalization, risk
analysis, future prediction.

The seven years of Baltic membership of the European Union have
seen not only success stories. One of the deepest and most agonizing
of economic and financial crisis has beset the European Union and its
Member States. The new EU Member States, in particular Latvia, have been
particularly severely touched by these crises.

It is highly debatable whether the institutions of the EU need to as-
sume responsibility for insufficient foresight in predicting the onset of the
crises and a lack of readiness to deal with them. It is well established that
the crises were initiated in the USA where conditions had been allowed to
develop that allowed formation of a financial bubble whose bursting shook
economies and financial systems throughout the world. It is a feature of
the market economy that it faces regular occurrence of crises, but this is
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the first such crisis, which is one of the deepest on record, to have global
impact.! The EU Institutions as well as those in the Member States, both
old and new, were unprepared to meet this challenge.

Overcoming the current global economic and financial crisis may
require considerably greater effort and last longer than was the case for
past crises. For example, it is forecast in various scenarios for economic
growth in Latvia that it is likely to approach the median economic level in
developed countries only after 2040.2

The overall unfavourable climate for economic growth both in the
European Union and globally shall pose in of itself a serious challenge to
national governments and international organizations. Such weakness of
economic and financial systems enhances the development of existing risks
to stability, national and international security, as well as encouraging the
appearance of such new risks. This means that governments, as well as
the society in general, are subjected to stress, turbulence and psychological
discomfort.

The methodology for assessing risks and threats has developed sub-
stantially and rapidly during the past 20 years. The theoretical basis devel-
oped by Barry Buzan for understanding how threats to personal security,
and national and international security influence the ability to safeguard
essential values and vital interests,® is now a generally accepted part of
political science. This theory has become, in practice, the basis for conclud-
ing, on the basis of analysis, that risks are factors leading to insecurity and
are threats to fundamental values. As regards individuals, these values are
the right to life, freedom, honour and respect, etc.; as regards states, these
values are independence, territorial integrity, democratic governance and
respect for human rights.

Scientists and other specialists are continuing to analyse the root
causes, contributing circumstances and security risks associated with the
present global crisis. Governments and international organisations have
developed, and are beginning to implement, wide ranging measures in-
tended to bring a rapid resolution of the crisis, mitigation of its effects and

I Dent, S.H. The Great Depression Ahead. New York, London, Toronto, Sydney: Free Press,
2009, p. 6. “There is a logic to our economy that includes inflation and deflation, bubbles
and depressions, growth and recessions, and innovation and decline — just as in our broader
world with the tides, the sun rising and setting, the 7 days in a week, the 12 months in a
year...”

2 Apinis, M. Novecosim pirms kliisim bagati. Dienas Bizness, 28 January 2011, 8, 9.

3 Buzan, B. People, States and Fear. Second edition. New York, London, Toronto, Sydney,
Tokyo, Singapore, Harvester: Wheatsheaf, 1991.
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of the negative consequences. Thought has been given to early prediction
of future similar crises, and how to overcome them with the least possible
negative effects. The European Union has in this respect foreseen a range of
broad and radical measures whose implementation might be hampered by
too scrupulous attention to a democratic approach to adopting the relevant
laws and disagreements between states.

Scenarios for future development trends arising from our present
circumstances, and new security strategies, need to be based upon risk
assessments that take into account lessons learned from the present eco-
nomic and financial crisis. Both as a process and in terms of results, the
unique aspects of globalisation must be at the heart of such analyses and
forecasts. As the present crisis amply demonstrates, globalisation has
introduced changes in many processes and shaped trends, and, therefore,
demands changes in our understanding of and attitude towards many
fundamental issues.

Diverging and even pessimistic forecasts of world development trends
for this century, and assessment of associated potential risks have been
presented by a number of scholars. George Friedman, for example, foresees
a new cold war with Russia, an internal crisis in the Chinese economy
and Mexico becoming a leading world power, as well as in the mid-21st
century a new world war between the USA and an indeterminate Eastern
European coalition.* Harry Dent, on the other hand, forecasts an increase
in terrorism that will reach a maximum in 2014, but also that a third World
War would break out at the beginning of the 2120s, at a time when the
US economy no longer would be the world leader.5 For their part, Latvian
scholars during the time prior to Latvian accession to the European Union
predicted a very rosy picture of development for the following 10—15 years;
real developments have proceeded otherwise.¢

A global risk assessment, supported by detailed studies, for the coming
decade was prepared by a group of academics and specialists for presen-
tation at the 2011 Davos forum.” These studies examined a hierarchy of

4 Friedman, G. The Next 100 Years. A Forecast for the 215¢ Century. New York, London, Toronto,
Sydney, Auckland: Doubleday, 2009.

5 Dent, S.H. The Great Depression Ahead. How to prosper in the Crash Following the Greatest
Boom in History. New York, London, Toronto, Sydney: Free Press, 2009, pp. 346—-348.

6 Latvia in Europe: Visions of the Future. Collection of Articles. Jundzis, T. (ed.). Riga, BCSS
LAS, 2004.

7 Global Risks 2011. Sixth edition. An initiative of the Risk Response Network. Geneva, World
Economic Forum in collaboration with March & McLennon Companies, Swiss Reinsur-
ance Company Wharton Center for Risk Management, University of Pennsylvania, Zurich
Financial Services, 2011.
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risks, emphasising two essential sources of risk, as well as identifying
a number of other lesser risks. The principal sources of risk are: 1) the
persistence of essential differences and inequalities in national economies
around the world that lead to the paradoxical result of globalisation in the
21st century, notably various national economies develop in parallel, but
some economies considerably lag behind; 2) failure to introduce a global
system of financial governance. In addition to these risks, the study em-
phasises three groups of risk: microeconomic disequilibrium; the continued
existence of the shadow (illegal) economy; risks to the supply of water, food
and energy, demand for which is likely to increase by 30-50% during the
next 20 years. A number of other processes must be continuously moni-
tored for risk, such as threats to cyber security, demographic challenges,
uncertainty in the supply of raw materials, the proliferation of weapons
of mass destruction.8 Research has shown that highlighting the negative
consequences of globalisation for populist ends also poses a threat to
security.? This last source of risk has not up to now been identified in se-
curity studies; however, including it in security assessments is warranted.
Results from this most recent study of risk presented to the world economic
forum is based on our current appreciation of trends in the development of
society and the economy; these results refrain from formulating abstract
predictions of future developments.

The process of globalisation and associated global risks has very
directly impacted the European Union and its Member States. As an in-
ternational organisation the European Union is better placed to mitigate
risks due to globalisation than any of its individual Member States. In this
study we have examined seven important categories (types) of risk that
shall, over the next decade, directly impact the further development of the
European Union and its Member States. These are: 1) struggle for influence
in the world and associated threats; 2) increased economic differentiation
and poverty; 3) exhaustion of natural resources and a struggle for con-
trol of these; 4) disregard for cultural differences and insults to identity;
5) risks associated with the information society; 6) terrorism and cross-
border crime; 7) military competition and an arms race.

The struggle for influence in the world is an intrinsic part of how
the international state system works and also contributes to development.
The European Union does not intend to be a bystander in this process. The

8 [bid., pp. 6, 7.
9 Ibid.
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Lisbon Strategy adopted by the EU in 2000 set for the European Union the
goal to become by 2010 the most competitive and dynamic knowledge-
based region in the world. Despite these goals not being attained, the
European Union has not abandoned its ambitious goals and on 17 June
2010 the new Europe 2020 strategy that incorporates these same goals was
adopted.10

The strength of each member of the international system determines
its rank and role in this system. It also determines how the economy
develops, trade relations and access to limited resources under conditions
of intense competition, and, most significantly, contributes to the well-
being of society. The role of state authority and its significance is ever
increasing in a globalised world, one where interdependence is constantly
increasing.

The need to establish a global system of governance is apparent as
the sole effective means of regulating global processes.!! It is, however, not
credible that such a system shall come about in the near future; although
the route to such a system might be democratic in form, the deciding actors
might be economic, financial and trading organisations. Given that the
European Union is a political and economic organisation and thus ought to
be well placed to increase its presence in the world. On the other hand, such
an increase in its influence is possible only if the European Union becomes
internally united and possessing an effective system of governance. This
goal as yet is far from having been attained by the European Union.

At present the struggle for playing the leading role on the international
stage is already quite fierce. In successfully developing its economy China
hopes in the very near future to become an equal partner with the USA.
India also has a good chance to become a leading actor. In this context
the European Union does not at present have a very bright perspective. In
like manner struggle for influence and a dominant position is fierce and
is becoming more acute in various geopolitical regions. These processes
taken together will tend to destabilise the world, lead to new conflicts and
provide many shocks and political confrontations. Competition and the
rearrangement of authority that are on-going today means that for a small
state to survive, and the Baltic States undeniably are small states, entails
10 4 Communication from the Commission, Europe 2020: a European Strategy for smart,

sustainable and inclusive growth. COM (2010) 2020. Brussels, 3 March 2010.

11 The Federalist Debate. Papers on Federalism in Europe and the World. Year XXII, Number 1,
March 2009, New Series.
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joining a strong international alliance or aligning themselves with one of
the leading powers. In joining NATO and acceding to the European Union
the Baltic States have chosen correctly and their choice is politically sound.

An increase in economic differentiation and increased poverty shall
be in the coming decade one of the most severe international problems,
one that will directly impact the European Union and its Member States
as part of the international system. That the rich become richer and the
poor, poorer is a characteristic of the market economy; this adage pertains
not only to individuals, but also to states. The global economic and finan-
cial crisis that has bankrupted many rich individuals has in general not
changed this process, and the process has tended to exacerbate matters.

Differences in the economic well-being of states and individuals have
increased in previous decades. More than one quarter (25%) of states around
the world are under-developed; most of these states are in Africa. Out of
the total world population of 6.3 billion approximately one-sixth live in
poverty,12 and tens of thousands of individuals die each day from hunger.
The gap between the rich and poor states is rapidly widening, as is the
case for rich and poor individuals. The 20% of the world population who
live in the most developed states consume 86% of the world’s resources.!3

Economic differences and poverty lead to increased political tension
in the international system and lead to sharp social confrontations. These
factors encourage the flight of individuals from poor states and are the
principal cause of illegal immigration. Macroeconomic differences between
states allow corruption to flourish, lead to cross-border criminality, in-
cluding human trafficking, terrorism, illegal arms sales, including the
proliferation of weapons of mass destruction.

Poverty means not only living at a critically low subsistence level
and in constant hunger, but also a low level of education, often, illiteracy.
These factors hinder the spread of democracy, lead not only to conflicts,
but also to a general resource to violent methods. Poverty is accompanied
by the spread of disease and infections, often reaching areas far outside
of their sources. States in Africa are the greatest source of infections,
including AIDS.

12 Following the UN Standard definition of poverty as individual daily income of less than
2 $US. The poverty line in the European Union is defined as individuals whose income is
less than 40% of the national median income per equivalent adult.

15 New International Magazine. First Stop for global justice. 3 February 2011, www.newint.
org/feature/1999/03/01/poor-rich-the-facts/
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The European Union must not only make an effort and invest resources
in reducing poverty around the world reducing risks posed to the EU and
its Member States, but also must take steps to reduce economic inequality
and poverty in its own Member States. The Europe 2020 adopted by the
EU assigns high priority in this “European platform against poverty” to
reduce by 25% the number of those living in its Member States who are
presently below the poverty threshold, thereby reducing the risk of poverty
for some 20 million persons.!4

Exhaustion of natural resources and struggle for access to them
is currently an international problem, one that is steadily becoming more
acute. Reserves of oil, natural gas, drinking water, tungsten ore, the rare
earth elements (samarium, neodymium, caesium, etc.) are rapidly dwin-
dling. Manufacturing and introduction of new technologies is scarcely
conceivable without these resources. Thus, issues of the availability of
resources currently are fermenting arguments, conflicts and even wars.
After analysing a number of military conflicts that occurred near the end
of the past century, Michael Klare has concluded that these were ultimately
caused by issues of access to resources.!> Widely-held opinion insists that
the US wars with Iraq, both in 1991, and in 2003, were waged in response
to the oil interests in this region of major world powers.

The consequences for the European Union and the world of exhaustion
of the reserves of oil and natural gas have been studied in great detail and
the results are well known by most members of society. Until recently little
attention has been paid to the fall in the rate at which ores containing the
rare earth elements are being mined in China and in other states that supply
the needs of the European Union. These elements are used, and there are no
alternatives to their use at present, in the production of electric automobiles
and wind turbines, as well as, lap-top computers, wide-screen television
receivers and mobile telephones, magnets, lasers and medical equipment,
as well as by defence industries. Furthermore, present forecasts indicate
that the demand for a number of these elements could triple by 2030, as a
result of increased productions.!®

14 A Communication from the Commission, Europe 2020: a European strategy for smart,
sustainable and inclusive growth. Op. cit.

15 See Klare, M.T. Resource Wars. The New Landscape of Global Conflict. New York: A Metro-
politan/OWL Book, 2002.

16 See the statement of position by Commissioner (Industry and Entrepreneurship) Antonio
Tajoni (Vice-President European Commission). Raw materials — European industry needs
access to critical raw materials. http://ec.europa.eu/commission_2010-2014/tajani/hot-top-
ics/raw-materials/index_en.htm, site visited 14 February 2011.
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An expert group reported to the European Commission the results of
a first analysis on the state of access by the European Union to mineral
raw materials, including rare earth elements. Their conclusion was that as
a result of price increases of these raw materials EU enterprises could lose
their international competitiveness and might be forced to cease produc-
tion.!” The EU has promised to develop a strategy to meet this challenge,
however, no simple solution is evident.

Exhaustion of critical raw materials can heighten confrontation in
the international system. One evident area comprises border disputes, for
example, the Latvian—Lithuanian sea border delimitation agreement which
has not been ratified due to disputes over potential oil deposits, is likely
to become more difficult to finalise in the future.

Disregard of cultural differences and disrespect of identity are
current processes today, and hold the potential for future risks that may
seriously perturb the world. Cultural differences that Samuel Huntingdon
has labelled as different civilisations, are more extensive and deep-rooted
than differences in ideology, or between states.!8 These differences com-
prise an outlook, ideas on the nature of democracy and democratic values,
the free market and liberal economics, the relationship between church and
state, the nature of international action, etc.

Ethnic and religious identity, both of which depend on belonging to
a nation or religion, are particularly persistent aspects of identity, at the
same time extremely sensitive towards any threats, largely because this
aspect of identity has been formed over the centuries and have a strong
hold on individual consciousness. These identities have at times been deftly
manipulated by persons seeking to establish their authority and to gain
power, only later to misuse these sentiments for their own personal ends.
For a variety of reasons, disrespect of ethnic and religious identity has
led to many conflicts and the number of these confrontations is steadily
increasing. These situations have become more profound and threatening;
they concern large regions and engage large numbers of individuals.

The European Union in formulating its foreign policy must pay maxi-
mum attention to cultural differences, making certain that national or
religious sentiments are not offended. In this regard, the EU must also put
in order, make more coherent, its internal policies. There are occasions
wherein individuals, under the guise of exercising their human rights, are

17 1bid.
18 Huntingdon, S.P. The Clash of Civilizations. Foreign Affairs, 1993, 73(3), 30.
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able deeply to offend the religious sentiments of other EU citizens; such oc-
casions ought more strictly to be censured, even resorting to legal measures.

The risks inherent in the information society are not always ap-
preciated and taken account of by society in general. In their daily routine,
few people note that their life has become almost completely dependent
on information technologies, beginning with telephone conversations and
making purchases at a shop. State power is no longer measured solely by
the extent of the armed forces and quality of their equipment, or even by
the extent to which it controls natural resources; to a large extent a state’s
authority depends on its ability to gather, collate and use information
that every year doubles in quantity. Information technologies have con-
sequently gained strategic importance. The development of an individual,
a society, a state and all of mankind has come to depend on information
technology.

In cyberspace the principal risks are due to theft of information, un-
authorized access to information, espionage, cyber attacks on various
servers and terrorism. If a hacker, using a computer, robs a bank, then there
are known financial consequences; however, if a terrorist or other person
with ill-intent hacks into the control system of anatomic power plant, or
illegally breaks into a military control network, the sever consequences
might follow for all of society. It is the opinion of experts that absolute
security is impossible in cyberspace.!

Information is also not absolutely secure within the European Union.
The European Parliament expressed its concerns, in 2000-2001, about
the reach of a system of automatic interception of information (code name
ECHELON), led by the US National Security Agency. The system comprises
elements that are located in Europe. According to expert assessments
the system is capable of intercepting 3 billion messages yearly, including
telephone conversations, telefaxed messages, e-mails, use of the Internet
and information transmitted by microwave.20 There is legitimate concern
that this system, which is not under the control of the European Union, uses
information about its citizens and institutions without legal sanction.

Estonia has had to endure, in 2007, the most serious cyber attack on
its computer networks of any EU Member State. These attacks were linked

19 Schneier, B. Beyond Fear: Thinking Sensibly about Security in an Uncertain World. New
York: Copernicus books, 2003.

20 Campbell, D. Development of Surveillance Technology and Risk of Abuse of Economic
Information. A Report to the European Parliament, 2000. http:/www.europarl.europa.
eu/stoa/publications/studies/19981401_1_en.pdf
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to removal of a statue, the Bronze soldier, from one location to another in
Tallinn, and their massive nature and targeting of the Estonian government
computer network was the equivalent of military aggression.

These actions and others have induced the European Union seriously
to address the issue of cyber security. The European Network and Infor-
mation Security Agency (ENISA) was established in 2004. The European
Commission, on 30 September 2010, decided to strengthen and modernize
the remit of ENISA, in order that it might be able to assist EU Member States
in developing their capacity to detect and avert cyber security risks. A
training exercise “Cyber Europe 2010” was held in all of the Member States
of the European Union in November 2010 to verify and upgrade readiness
to repel a massive cyber attack. An EU directive is being prepared to deal
with cyber crimes. The EU ought to pay greater attention to informing and
educating the general public about cyber security. In addition, specialised
law enforcement units ought to be formed to deal with data crimes includ-
ing their cooperation throughout the European Union.

Terrorism and cross-border crime are not new features; however,
the fight against these will require during the next decade consider-
ably more effort and resources. Terrorism and crime shall take on new
forms and expressions, ones that we can only faintly predict today. In
like manner as has been the case up until now, results of scientific and
technological advances shall be used by terrorists and organised crime
for their own purposes. Cyber terrorism and cyber crime are likely to
become more wide-spread. Instead of organizing bomb outrages, terror-
ists might resort to the use of chemical and biological weapons, both of
which weapon types are readily available; use of such weapons would
lead to horrific consequences. Specialists are concerned lest terrorists,
in addition to employing radiological weapons, might be able to acquire
a tactical nuclear device, one that is relatively small and easy to use.2!
Organised crime will take on a more pronounced cross-border nature,
adapting to the process of globalisation. Trafficking in narcotics, pros-
titution, trade in human organs, illegal weapons sales, and other forms
of organised criminal activity in an ever increasing manner will affect
not only one or another state, but may destabilise the situation in entire
regions, undermining the economy, corrupting the political system at its
weakest points.

21 Ferguson, C.D., Potter, W.C. The Four Faces of Nuclear Terrorism. New York, London:
Routledge, 2005.
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The European Union, in seeking to raise its influence on the world
stage, is likely to encounter increased resistance to such actions by terror-
ists. Organised crime in Europe is likely to become more wide-spread and
have a greater impact, unless an effective system of governance is put in
place, firstly by EU Institutions, but also by the Member States. The current
provisions for cooperation among EU Member States in home affairs and
in the fight against crime have been improved with the entry into force of
the Lisbon Treaty; however, these mechanisms are far from what shall be
needed during the coming decade to meet challenges in the fight against
terrorism and cross-border crime.

Military rivalry and arms races are an intrinsic aspect of the struggle
for power that continues in the world today, and which demonstrates a
tendency to become more acute. The world is saturated with conventional
weaponry and thus, with a sharpening in political confrontations, states
shall be forced to seek any and all means of acquiring their own nuclear
weapons. Undoubtedly, these processes shall proceed slowly, but they will
build on trends established during the past decade. Stationing a system
of protection against ballistic rockets, possibly including creation of such
a system in Europe, shall compel states to improve their ballistic rocket
technology leading to a new level of weapons sophistication. The military
use of space, in which the USA has up to now played an exclusive role,
shall increase. From a military point of view, space satellites and systems
installed in orbit would have a vital role to play in any major international
military action. The struggle to use space for military purposes is likely to
become a high priority for states over the coming decades.

The European Union is unprepared to face future military challenges.
National armies in the Member States are expensive to maintain, ineffec-
tive and old-fashioned. Reliance upon NATO for their security has meant
that the European Union and most of its Member States has acquiesced
to the leading security role played by the USA in the world. The Member
States of the EU are unlikely to renounce reliance upon their national
armed forces in favour of a single modern EU army except in the distant
future. Nevertheless, developments elsewhere in the world might constrain
the European Union to resolve this issue much earlier than is desired by
many politicians.
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Conclusions and recommendations

The global economic and financial crisis has taken on a number of
aspects that have up to now not been encountered given the pace of glo-
balisation and essential changes in the international state system that
have taken place after the end of the cold war. Overcoming the crisis has
involved a recourse to non-traditional measures, one whose effectiveness
we shall be able to judge only in the future. Nevertheless, it is necessary
to develop methods today that will allow early prediction of the onset of
future crises and ensure the effectiveness of remedial measures.

The European Union needs to engage in planning future developments,
taking into account lessons learned from the present crisis, as well as
global risk factors. This should be done by specialists basing their work
on existing understanding of underlying mechanisms, suitably improved
based on recent lessons. The European Union and its Member States have
to bear in mind that in future they shall reap the benefits of globalisation,
as well as being challenged by endemic risks and threats that shall persist
in the working of the international state system, as well as by new forms
and types of risk and threat.

Risk analysis allows identification of a number of global risk groups
that shall challenge the European Union in the coming decade. These are:
1) the struggle for dominant position on the world stage and associated
threats; 2) exacerbation of differences in the level of economic develop-
ment and the risk of impoverishment; 3) exhaustion of raw materials
and the struggle to control dwindling resources; 4) failure to appreciate
the significance of cultural differences and insufficient regard for such
differences; 5) risks associated with the information society; 6) terrorism
and cross-border criminality; 7) military rivalry and increased rates of
arms procurement.

In order that it overcome crises and deal effectively with future
challenges and global risks, the European Union itself needs to change
fundamentally. The Member States must be prepared to delegate more
substantially more power to the Institutions of the Union, in order to allow
taking decisions more quickly and effectively. It is only with a substantial
increase in its remit and powers to act that the European Union could aspire
to an increased role in the international state system.
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GLOBALIE RISKI UN TO IETEKME UZ EIROPAS
SAVIENIBU

Talavs Jundzis

Kopsavilkums

Ekonomikas un finan$u krize pasaulé ieguvusi jaunas, nepieredzétas
ipasibas, ko diktéjusi globalizacija un biutiskas izmainas starptautiskaja si-
stéma péc auksta kara beigam. Krizes parvaréSanai nacies lietot netradicio-
nalas metodes, kuru efektivitati varésim novertét tikai nakotné. Tau jau
tagad jaizstrada metodika kriZu savlaicigai prognozéSanai un janodroSina
mehanismu efektivitates izvértéSana.

Nakotnes attistiba Eiropas Savieniba japlano, nemot véra ne tikai ta-
gadejas krizes macibas, bet ari citus globalos riskus, kuru analize regulari
javeic specialistiem, balstoties uz jau esoSajam un pilnveidotam metodikam.
Janem véra, ka Eiropas Savieniba un tas dalibvalstis ari nakotné ne tikai
baudis globalizacijas auglus, bet ari sastapsies ar izaicinajumiem — riskiem
un draudiem, kas starptautiskaja sistéma ne tikai saglabasies, bet ari iegiis
jaunus veidus un formas.

Risku analize lauj pievérst uzmanibu vairakam globalo risku grupam,
kuras Eiropas Savienibai naksies parvarét nakamaja desmitgadé. Tas ir: 1) cina
par varu pasaulé un tas raditie draudi; 2) ekonomisko atSkiribu pastiprinasa-
nas un nabadzibas riski; 3) resursu izsikS§ana un to pardales riski; 4) kultiiras
at8kiribu ignoréSana un identitates aizskarumi; 5) informacijas sabiedribas
riski; 6) terorisms un transnacionala noziedziba; 7) militara sacensiba un
bruno$anas.

Krizu parvaré$ana un efektiva cina ar nakotnes izaicindjumiem un
globalajiem riskiem Eiropas Savieniba iespéjama vien tad, ja ta pati butiski
parmainisies. Eiropas Savienibas dalibvalstim jaizskiras par ievérojami lielakas
varas nodo$anu kopigajam institiicijam, nodro$inot atru un efektivu parvaldes
lemumu pienemsanu. Tikai tad Eiropas Savieniba var pretendét uz savas lomas
palielinasanu un konkurétspéju starptautiskaja sistéma.

Atslégvardi: Eiropas Savieniba, ekonomikas un finansu krize, globalizacija,
risku analize, nakotnes prognozé$ana

44



LATVIA AND THE EUROPEAN UNION:
A HISTORICAL RETROSPECTIVE

Kristine Bekere

Abstract

The article describes the relationship between Latvia and the European Union (then
the European Communities) during the Soviet occupation period of Baltic States,
describing also the activities of Latvians living abroad, and of Baltic organisations
in lobbying the Council of Europe and the European Parliament.

Keywords: Latvia, European Union, the Baltic question, human rights, European
Parliament, Baltic émigré organizations

Official relations between Latvia and both of the other Baltic States
with the European Union (then the European Communities) only began
after the independent statehood was regained in 1991. These relations
culminated with all three Baltic States acceding to the EU as Member
States in 2004. Nevertheless, a tenuous relationship with the EU formed
during the period of Soviet occupation, most significantly, during the time
period 1989-1991, when the process of regaining independence was under
way in the Baltic States.

Whilst Latvia, Lithuania and Estonia were part of the USSR the rights
of the Baltic peoples to determine their form of government and live in
independent states were defended by Balts living in exile abroad. The latter
sought support for their cause by appealing to various governments and
international bodies, including the European Parliament and the Council
of Europe. From 1990 onwards, these appeals were undertaken by Baltic
governments themselves.

The Baltic Question was rarely raised at the level of European insti-
tutions throughout the entire period of Soviet occupation; exceptionally,
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the issue was discussed during the late 1980s and early 1990s, i.e. once
relations between the USSR and the Baltic States began to change. Never-
theless, there were a number of earlier discussions. The Parliamentary
Assembly of the Council of Europe adopted on 29 September 1960, on the
occasion of 20 years that had elapsed since the Baltic States had been
forcibly incorporated by the USSR, a resolution on the situation in the
Baltic States. This resolution expressed sympathy for the plight of the Baltic
nations, declared support for these nations by the people of Europe and reaf-
firmed that Western countries were continuing a policy of non-recognition
of a de jure incorporation of the Baltic States by the USSR. The resolution
also invited Western governments to support efforts of Baltic nationals
living abroad striving to restore a free Estonia, Latvia and Lithuania, as
members of international, democratic European institutions.! A further
resolution addressing the Baltic States was adopted 28 January 1987 by the
Parliamentary Assembly of the Council of Europe, reiterating that European
countries continued to refuse to recognise that incorporation of the Baltic
States had been carried out in a legitimate way.2

Furthermore, 11 members of the Parliamentary Assembly signed, on
10 November 1986, a declaration on human rights issues, including those
arising in the Baltic States, to contradict human rights provisions of the
Helsinki Final Act. The signatories of this declaration indicated that the
already poor state of human rights in the illegally annexed Baltic States
was continuing to degrade. They called for a need to continue dialogue on
these matters, and to give maximum importance in negotiations to human
rights problems, thereby preventing these issues to be overshadowed by
other topics, for example, arms control issues.3

During the 1980s, the European Parliament also discussed the Baltic
Question on several occasions. A number of parliamentary bodies and
individual deputies co-operated with Baltic exile organisations.

In 1982, Otto von Habsburg, a distinguished member of the European
Parliament, addressed the Baltic Question, by authoring a Parliamentary
Report that called for the Baltic Question to be raised at the United Nations

1 See the collection of documents related to international recognition of Latvia during the time
period 1918-1998, published in Latvian only: Latvijas valsts okupacijas gados. — Dokumenti
par Latvijas valsts starptautisko atziSanu, neatkaribas atjaunosanu un diplomatiskajiem
sakariem 1918-1998. Riga: Nordik, 1999, p. 160.

Ibid.

Cf. the written declaration Nr. 145, issued by the Council of Europe Parliamentary Assembly
of the Council of Europe, 10 November 1986.

[SREN]
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Special Committee of 24 on Decolonisation.* He was successful insofar
as the European Parliament adopted, on 13 January 1983, a Resolution
on the situation in Estonia, Latvia and Lithuania. In the preamble to this
declaration a number of significant historical facts were listed justifying
the urgent need for this resolution, including a description of the situation
on the Baltic States. The text refers to the appeal of April 1979 to the UN
by 45 Estonians, Latvians and Lithuanians inviting it to recognise the
right of the Baltic States to self-determination and independence; also to
the treaties of 1920 between the USSR and the three Baltic States, wherein
the USSR guaranteed the territorial integrity of the latter; Article 8 of the
Final Act at Helsinki of the Conference on Security and Cooperation in
Europe, and other legal documents. This act by the European Parliament
censured occupation of the Baltic States in 1940 that occurred following the
Molotov—-Ribbentrop Pact, and noted that most European countries, as well
as the United States, Canada, the United Kingdom, Australia and others had
a policy of not recognising the legitimacy of this occupation. The Resolution
by the European Parliament invited the Foreign Ministers of the European
Communities to raise the Baltic Question at the UN for consideration by
its Special Committee of 24 on Decolonisation. Furthermore, the resolution
called for the Baltic Question to be examined in the follow-up conferences
that were dedicated to assessing implementation of the Helsinki Final Act.
Finally, the resolution instructed the President of the European Parliament
to transit it to the Conference of Foreign Ministers of the Communities.>
However, the Conference of Foreign Ministers of the Communities failed to
act upon the request to submit the Baltic Question to the UN Special Com-
mittee of 24 on Decolonisation. Hans Dietrich Genscher, Foreign Minister
of the Federal Republic of Germany, expressed the view of the Conference
of Foreign Ministers of the Communities in an appreciation of and sym-
pathy for the difficult position of the Baltic peoples, but also that realistic
political considerations meant that raising such a question would only
receive a cursory examination by the UN. Furthermore, were the result to
be negative, the interests of the Baltic peoples might suffer in consequence.
4 Hough, W.J.H. The Annexation of the Baltic states and its effect on the development of law
prohibiting forcible seizure of territory. New York Law School Journal of International and
Comparative Law, Vol. 6 (2), 1985, 438.
5 Resolution on the situation in Estonia, Latvia and Lithuania. Adopted by the European
Parliament in Strasbourg on 13 January 1983.

6 Hough, W.J.H. The Annexation of the Baltic states and its effect on the development of law
prohibiting forcible seizure of territory. Op. cit., 440.

47



An additional, similar resolution on the Baltic Question was adopted
by the European Parliament in 1989.7

The work of Otto von Habsburg in submitting a draft resolution to
the European Parliament and staunchly defending the Baltic States in the
light of decolonisation was closely supported by and in cooperation with
various Baltic émigré organisations. Bernd Posselt, secretary to Otto von
Habsburg, appraised Baltic organisations of progress in building support
in the European Parliament for this resolution. Thus, Baltic organisations
were informed in a timely manner of the confrontation that took place
between Otto von Habsburg and German Foreign Minister Genscher during
the session at which the resolution was adopted. Minister Genscher rejected
the demand to raise the Baltic Question at the UN. In like manner the
Secretariat of Otto von Habsburg informed Baltic organisations of future
planned steps in regard to the Baltic Question.8

For their part various Baltic organisations informed Otto von Habsburg
about their activities and successes that they achieved. Judging by surviv-
ing documents, Latvian émigré organisations largely devoted themselves to
disseminating information to the mass media and publicity campaigns as-
sociated with debate in the European Parliament about the Baltic Question.
By sending out letters they also canvassed the position of various Members
of the European Parliament concerning the draft resolution.® Exchange of
letters and transmission of information on Baltic issues between various
Members of the European Parliament and various émigré Baltic organisa-
tions continued on in later years.

The Baltic Intergroup of Members of the European Parliament was
created on 21 May 1988; the activities of this group focussed on the right
to self-determination and support for implementation of human rights
provisions in the occupied Baltic States. The aim of the Baltic Intergroup
was to ensure that the human rights principles contained in the Helsinki
Final Act would be implemented in the Baltic States. In the same way that
Members of the European Parliament represented many countries and
diverse political parties, the Baltic Intergroup was similarly broadly-based.
It was led by Dr. Hans-Joachim Seeler, elected as a social democrat from
Germany. Algis Klimaitis, director of the Baltic World Council, was the

7 Deksnis, E. European Union relations with the Baltic States. 1988-1991. In: The Baltic Way
to Freedom. Riga: Zelta Grauds, 2005, p. 401.

8 See an undated letter from Berndt Posselt to unspecified Baltic organisations, at the Latvian
State Archives (LVA), f. 2197, 1.v. apr., 1.131., p. 302.

9 See a letter to Berndt Posselt. Op. cit., p. 388.
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general secretary of the Baltic Intergroup.l? This attested to links between
the European Parliament and émigré Baltic organisations.

Baltic issues were more forcefully raised in European institutions in
1990/91, during the process of the Baltic peoples regaining independent
statehood.

The heads of Baltic governments appealed to both the European Par-
liament and the Council of Europe for their support. On 30 June 1990, the
Chairmen of the three Baltic Supreme Councils sent letters asking for their
support to Anders Bjorck, President of the parliamentary Assembly of the
Council of Europe, and to Enrique Baron Crespo, President of the European
Parliament. The latter was asked to form an official inter-parliamentary
delegation of the three Baltic countries at the European Parliament. Such a
delegation would allow the Baltic States constructively to participate in the
work of the European Parliament, as well as to help with transformation of
the economic and social system in the Baltic States, thereby accelerating
the process of renewing independent statehood in Lithuania, Latvia and
Estonia, as well as strengthening democracy in the Baltic States.!! The let-
ter to the President of the Parliamentary Assembly of the Council of Europe
asked to grant special guest delegation status to Lithuania, Latvia and
Estonia. This would permit the Baltic States to integrate step-by-step into
the community of European states, allow participation in resolving prob-
lems important to all of Europe, to gain experience with modern democratic
procedures. The result would be better success in dealing with social and
economic development as well as treating humanitarian issues.!2

European Institutions of their own accord reacted to events in the
Baltic. The European Community invited the USSR, on several occasions
during 1990, to refrain from intimidation and to act in accord with pro-
visions of the Helsinki Final Act and the Paris Charter. The European
Community reacted particularly vigorously to the violent events in the
Baltic during January 1991. Furthermore, in January 1991, the European
Parliament, inspired by the initiatives of the Icelandic Government, formed
a special Committee to investigate the legal aspects of the behaviour of the
USSR in Vilnius on 13 January 1991. Members of this Committee visited

10 See the World Federation of Free Latvians press release, 26 May 1988, at the Latvian State
Archives, (LVA), f. 2197, 1.v. apr., 1.102., p. 215.

11 A letter to Mr. Enrique Baron Crespo, President of the European Parliament (30 June 1991).
In: Zogether. Council of the Baltic States, 1990-1992: Documents. Vilnius, 1996, p. 25.

12 A letter to Mr. Anders Bjorck, president of the Parliamentary Assembly of the Council of
Europe. In: 7ogether.... Op. cit., p. 26.
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both the Baltic region and Moscow.!3 The Council of Europe also addressed
Baltic issues and adopted a resolution that condemned recourse to use of
military force against civilians and warned of the negative consequences of
future overt violent acts.!* The European Commission also associated itself
with international protests against violence by Soviet authorities in the
Baltic by deciding in January 1991 to postpone planned negotiations with
Soviet authorities concerning closer economic cooperation and delaying
implementation of a technical assistance programme worth 500 million
dollars.15

Finally, on 27 August 1991, only six days after de facto independence
of the Republic of Latvia was renewed, the Member States of the European
Community recognised the independence of all three Baltic States. In its
communication the Member States congratulated the Baltic States on re-
gaining their independence and sovereignty, and stated the Baltic States
thereby to have returned to the family of European states: “.. It is now
time, after more than fifty years, that these States resume their rightful
place among the nations of Europe. Therefore, the Community and its
Member States confirm their decision to establish diplomatic relations with
the Baltic States without delay. Implementing measures will be taken by
Member States individually.”16

Notwithstanding the fifty years of the Baltic States being separated
from Europe, whilst being incorporated in the USSR, Member States of
the European Communities already had supported the ambition of the
Baltic States for regaining independence and had expressed their opinion
that these were undeniably European states and worthy of being part of
European community of nations. Sustaining this view of the Baltic States
as well as attracting attention to the Baltic Question was at the core of
activities by Latvians living abroad, and of Baltic organisations in lobby-
ing the Council of Europe and the European Parliament. In regard to the
Baltic Question, these European Institutions principally examined cases of

13 Genzelis, B. The Twists and Turns of the Recognition of Lithuania Statehood. Published
in The Baltic Way to Freedom. Op. cit., p. 393.

14 Jundzis, T. The Role of non-violent resistance in the struggle to achieve full independence.
In: Regaining independence: non-violent resistance in Latvia 1945-1991. Riga: Latvian
Academy of Sciences, 2008, p. 591.

15 Jbid.

16 The Declaration by the Foreign Ministers of the 12 Member States of the European Com-
munities has been published as “Eiropas Kopienas dalibvalstu 27.08.1991. deklaracija par
Baltijas valstu neatkaribu”, in a collection of documents, Dokumenti par Latvijas valsts
starptautisko atzisanu.... Op. cit., p. 243.
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human rights abuses in the Baltic States and the right of the Baltic peoples
to self-determination and a form of governance of their choosing.

The Baltic Question was examined most often during 1990/91 once the
process of agitating for restoration of their statehood became apparent in
Latvia, Lithuania and Estonia. Once de_facto independent statehood was
attained, the Member States of the European Communities did not hesitate
to recognise this fact, warmly welcoming their return to the family of
European nations. The practicalities of “returning to Europe” were in 1991
only a future task, one that was successful in that all three Baltic States
acceded to the European Union in 2004.

LATVIJA UN EIROPAS SAVIENIBA: VESTURISKS
ATSKATS

Kristine Bekere

Kopsavilkums

Latvijas un abu paréjo Baltijas valstu oficialas attiecibas ar Eiropas
Savienibu sakas péc to neatkaribas atjaunoSanas 1991. gada un sasniedza
savu maksimumu 2004. gada, visam trim Baltijas valstim klustot par
Eiropas Savienibas dalibvalstim. Tomeér zinamas attiecibas, lai ari netieSas,
pastavéja starp Baltijas valstim un ES ari pirms tam, padomju okupacijas
laika.

Neraugoties uz piecdesmit gadus ilguSo Baltijas valstu atSkirtibu no
Eiropas, atrodoties PSRS sastava, Eiropas Kopienas dalibvalstis ari vél
pirms Baltijas valstu neatkaribas atgiiSanas apliecindja savu atbalstu
Baltijas valstu brivibas centieniem un izteica savu uzskatu, ka Baltijas
valstis ir piederigas Eiropai un pienaciga tas dala. Uzturét So uzskatu
un pievérst uzmanibu Baltijas jautajumam Baltijas valstu okupacijas
laika centas emigracija dzivojoSo latvieSu un baltieSu organizacijas, cita
starpa vérSoties ari pie Eiropas Padomes un Eiropas Parlamenta. Sakot
ar 1990. gadu, Sos sakarus uznémas jau pasas Baltijas valstu valdibas.
Galvenas problémas, kuru sakara Eiropas institiicijas sava darba skara
Baltijas valstu jautajumu, bija cilvéktiesibu parkapumi Baltijas valstis un
tautu tiesibas uz paSnoteikSanos un brivu parvaldes formas izveli.
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Ipasi biezi Baltijas jautdjums Eiropas institticijas tika aplukots
1990.-1991. gada, norisinoties neatkaribas atgiiSanas procesam Latvija,
Lietuva un Igaunija. Baltijas valstim faktiski atgiistot neatkaribu, Eiropas
kopienas valstis nekavéjoties atzina So faktu, izsakot prieku par Baltijas
valstu atgrieSanos Eiropas valstu saimé. Praktiskais “atgrieS8anas Eiropa”
darbs gan 1991. gada vél lielakoties bija prieksa, un, veiksmigi noritot,
tas vainagojas ar visu triju Baltijas valstu iestaSanos Eiropas Savieniba
2004. gada.

Atslégvardi: Latvija, Eiropas Savieniba, starptautiskas attiecibas, Bal-
tijas jautajums, cilvéktiesibas, Eiropas Parlaments, baltieSu trimdas
organizacija.
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USE OF THE ECONOMIC THEORY FOR SHAPING

THE NATIONAL POLICY OF A LOW COMPETITIVE

ECONOMY IN THE ECONOMIC SPACE DOMINATED
BY STRONG ECONOMIES

Nikolajus Markevicius
Viktoras Justickis
Mykolas Romeris University, Lithuania

Abstract

This presentation focuses on the unique situation met by such underdeveloped
countries, like Lithuania and other Baltic countries, after regaining their inde-
pendence and their entering quite a new economic space — one dominated by
incomparably stronger economies. The review of economical theories dealing with
international labour division shows that currently there exists no single theoreti-
cal basis able to provide a consistent approach to problems met by Lithuania and
other Baltic countries. Instead, in each situation one has to search empirically for
a suitable theory among many competing ones.

At least a partial solution of this “meta-theoretical” problem is seen in gather-
ing and systemizing of a “bank” of theory selecting criteria — considerations that
have to be reviewed when selecting a proper theoretical approach to a single case
of underdeveloped and rather uncompetitive economy acting in economical space
dominated by economic super powers.

Reviewing the case of Lithuania we discussed several such considerations and
ideas that should be included in such a “bank” of theory selecting criteria.

Keywords: low competitive economy, economic integration and safety, integrated
economic space, economical theory and their use in the shaping of economic
police.
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Introduction

This presentation focuses on the unique situation met by such un-
derdeveloped countries like Lithuania and other Baltic countries after
regaining their independence and their entering quite a new economic
space — one dominated by incomparably stronger economies.

The review of economical theories dealing with international labour
division shows that currently there exists no single theoretical basis
able to provide a consistent approach to problems met by Lithuania and
other Baltic countries. Instead, in each situation we meet the necessity
of a rather empiric selection of a suitable theory among many competing
ones. The solution of this “meta-theoretical” problem is seen in gath-
ering and systemizing criteria for real-situation-related (and not sub-
jective theoretical) preferences based on selecting of the most suitable
approach.

This brings the need to discuss considerations and criteria that should
be regarded in shaping the economic policy of Lithuania and other Baltic
countries.

In the following section, “Theories of economic integration and the
problem of low competitive economy”, we will focus upon the general
preconditions for low competitive state to form efficient economic pol-
icy in an economic space dominated by powerful and high competitive
economies.

The next section, “Formation of the integration economic policy in a
low competitive state”, considers policy recommendations arising from the
theoretical analysis.

Theories of economic integration and the problem
of low competitive economy

Lithuania, like some other new members of the EU, is a weak economy
which has to act in the market dominated by strong ones. A country in
such a position meets very difficult problems when shaping its economic
policy: whether to try to integrate as close as possible or to resist such
integration, to open its inner market for strong economies, or to protect it,
to prefer long-time investments and develop science intensive branches or
to choose short-time ones, etc.
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The answers to all these questions are supposed to be found in the
modern economical theories of international labour division.

Let us consider from the historical and modern aspect the economic
theories which describe such components determining the increase of the
well-being of a nation like foreign economic relations and trade, which are
the derivatives of competitiveness of the national industry, agriculture, and
sector of traditional and information services.

In order to understand the logic of functioning of modern interna-
tional foreign economic relations, trade and their subsequent integration
displays it is necessary to refer to the theory. Today the core issue both for
trading and integration processes is the question of the role and degree
of intervention of the state in this process, whereas at the beginning of
creation of the theory of international trade (mercantile system) in the
15th—17th centuries such question did not exist for its main representa-
tives like T. Mun !, A. de Montchrestien?2 and W. Stafford3. It was very
obvious to them that international trade could be based only on active
intervention of the state into economic activities of national subjects of
trade, or using modern terminology — lobbying protectionism. The main
objectives and criteria of trade in those days did not differ much from the
modern ones — maintenance of positive trading balance, accumulation of
gold-currency reserves or simply jewelry and precious metals which were
associated with the increase of commodity weight. Later in the first place
came parameters like the distribution of economic (land, labour, capital)
and natural resources at the expense of which, using modern language,
static gains take place. The theoretical basis of all these preferences is
given in the theory of absolute advantages of A. Smith* and in the theory
of comparative advantages of D. Ricardo>.

Later these basic theories and their derivatives, additions, transfor-
mations, modifications, updatings and detailed elaborations basically by
efforts of the 20th century scientists, like E. Heckscher and B. Ohlin®,

I Mun, Th. Englands Treasure by Foreign Trade. Elibron Classics Series. Adamant Media
Corporation, 2005.

2 Montchrestien, A. 7raicté de l'oeconomie politique. Geneve Librairie Droz, 1999.

3 Backhouse, R. (comp.) Early Histories of Economic Thought 1824—1914. London: Routledge,
2000.

4 Smith, A. The Wealth of Nations. New York: Dover Publications, 2002.

5 Ricardo, D. The Principles of Political Economy and Taxation. New York: Dover Publications,
2004.

6 Heckscher, E., Ohlin, B., 1933. http://www.econ.rochester.edu/Faculty/jones/Palgrave_Jones_
on_Heckscher_Ohlin.pdf (accessed 16 May 2010).
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W. Leontief?, M. Porter8, T. Rybczinski% P. Samuelson!®, W. Malenbaum
and W. Stolper!! and others have been shifted to a modern perception
but the criteria specified above remained as the basis alongside with the
added integration parameters such as desirable adjacency of territories,
accumulation of all kinds of resources, first of all financial ones, creation
of highly technological manufactures, i.e. achievement of dynamic gains
oriented towards the influence on manufacturing capacities and subsequent
growth of income.

For example, the theorem of Heckscher-Ohlin suggests that patterns
of trade between the countries are based on the characteristics of the coun-
tries. It maintains that capital-rich countries will export capital-intensive
goods while labour-rich countries will export labour-intensive products.

The theorem of Stolper-Samuelson as the basic model of the theory of
foreign trade tries to give the answer to the central question of economics:
how changes of commodity prices through the application of various con-
straints, like duty and excise taxes, etc., will affect the prices of production?
Stolper-Samuelson declares that if the price of capital-intensive products is
growing, for whatever reason, then the price of capital is increasing as well
and this factor is used extensively in industry, at the same time the price
of other factors, like the rate of wages paid for labour will is falling.

The theorem of Rybczynski illustrates the relationship between the
changes. To keep the prices of goods constant, the same prices should be
kept for production factors. The latter will remain constant only when the
ratio of the factors used in the two sectors remains constant. In the case
of the growth of one factor the constant balance will remain only with the
increase of production in the industry, which makes extensive the use of
this factor and vice versa, the reduction of production in other industries,
which will lead to the release of a fixed factor that will be available for use
alongside with the growing factor in the expanding industry.

In the second half of the 20th century, basically in connection with
integration processes taking place in Europe and the creation of two eco-
7 Leontief, W. /nput-Output Economic. New York: Oxford University Press, 1986.

8 Porter, M.E. On Competition. Boston: Harvard Business School Publishing Corporation,

9 g{gggiinski, T. 1955. http://www.fordschool.umich.edu/rsie/workingpapers/Papers426-450/
r448.pdf (accessed 17 June 2010).

10 ?Sgguellr?gn, P. Economics. An Introductory Analysis. New York: McGraw-Hill Book Company,

11 Malenbaum, W., Stolper, W.F. Political Ideology and Economic Progress. The Basic Question.
World Politics, 12 (3), Apt., 1960, 413-421.
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nomic formations — the European Economic Community (EEC) in the
Western Europe and the Council for Mutual Economic Assistance (CMEA)
for socialist countries in the Eastern Europe — to the already existing
theories, two new groups of theories were added, which relatively could
be divided into supporters of consecutive “step by step“ rapprochement of
economies and supporters of formation a priori of supranational institu-
tions. Though in the socialist countries of that time due to political-ideo-
logical motives such theories in their modern approach were not given
enough attention, nevertheless, the real functioning of the CMEA per-
fectly fits in all theories of the fathers of functionalism, like A. Spinelli!2,
D. Mitrany!?, E.B. Haas!* and others as well as into the liberal intergovern-
mental theory of A. Moravcsik!®, which appeared already after the dis-
integration of the the CMEA.

The theoretical base of integration in the Western Europe is slightly
wider. From the purely theoretical classical definition of B. Balassa'® who
approached the economic integration pointing out its five levels — from
free trade through customs union, common market and economic union
until full economic integration to the theories of functionalism, federal-
ism, institutionalism. At the same time, P. Streeten!” looked upon the
European integration from the point of view of neofederalism defining
its purposes as presence of economic growth and the principle of eco-
nomic equality, more even distribution of income and the bigger freedom
of choice.

Basically both directions, namely, the theory of consecutive rapproche-
ment and the theory of the creation “a priori“ of supranational formations
had one purpose — through economic cooperation to increase the degree
of political trust and competitiveness of national economies. Entering
the new stage of integration orientated first of all to the nearby markets
these two theories underwent actual revision, were updated, converged
and in new wording acquired the term of neofederalism and neofunctiona-
lism. Thus, starting with the mid-1970s, the main theory of the European
integration became the theory of a neofunctionalism by E.B. Haas and
12 Spinelli, A. 1984. http://www.altierospinelli.org (accessed 25 June 2010).

13 Mitrany, D. The Functional Theory of Politics. London: Martin Robertson, 1975.

14 Haas, E.B. The Uniting of Europe: Political, Social and Economic Forces 1950-57. Ann Arbor,
MI: UMI Books on Demand, 1996.

15 Moravcsik, A. The Choice for Europe: Social purpose and State Power from Messina to Maas-
z;rrzg;z: gtghgagca, NY: Cornell University Press, European edition with London: Routledge/UCL

16 Balassa, B. The Theory of Economic Integration. London, 1961.
17 Streeten, P. Economic Intregration. Aspects and Problems. Leyden: AW Sythoff, 1961.
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Ph. Schmitter!8. Its basis was three stages of preconditions for coopera-
tion — presence of common values, i.e. coincidence of purposes and interests
of the political and economic elite; the pilot project focused on success
(most relevant and advanced and least problematic); immediate injection
of positive dynamics to the cooperation by duplicating the first successful
project on other areas of cooperation.

The integration theory found further profound development in the
works of A. Moravcsik!®. The keynote of this theory is that despite the
general global values of the countries-partners, the interests of national
political-business elite of different countries could considerably differ due
to both national interests and a different degree of responsibility that they
exercise in the integrated economic space. A. Moravcsik talks about the
definition of preferences of the integrated states which are defined by their
power, asymmetric independence and possibility to reach the strategic goals
of negotiations at the expense of acceptable tactical concessions.

Thus, the general situation in the economic theory is rather frustrating.

1. Our review shows that there does not exist any leading theory able
to provide a solid basis for an efficient economical strategy of Lithuania
in its new situation. Instead, we see a great deal of different approaches,
each of them is based upon some economical idea and facts and provides
its own recommendations that differ from those of other approaches.

2. When taking decisions, the economic police meets the necessity to
choose the “most suitable” theory which means to answer the question
which of many existent international labour division theories should be
chosen in a given situation.

3. The economical policy needs a meta-theory indicating the basis of
such choice and defining special situations in which every single theory
should be preferred.

In the next paragraph, we review some points that should be con-
sidered in the selection of a theoretical basis for shaping of economical
strategy of an underdeveloped country like Lithuania.

18 Haas, E.B., Schmitter, Ph. Economics and Differential Patterns of Political Integration:
Project About Unity in Latin America. /nternational Organization, XVIII (4), 1964; Haas,
E.B. The Study of Regional Integration: Reflections on the Joy and Anguish of Pretheorizing.
International Organization, XXIV (4), 1970.

19 Moravcsik, A. Centralization or Fragmentation? Europe Facing the Challenges of Deepening,
Diversity and Democracy. New York: Council on Foreign Relations, 1998; Moravcsik, A.
Europe without Illusions. Lanham, MD: University Press of America, 2005.
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Formation of the integration economic policy
in a low competitive state

The basis for the well-being of nations is the presence of enterprises
generating surplus value. If the capital of these enterprises is national
then such enterprises take a more active role in the formation of well-being
of the nation. With the reduction of the national capital and the increase
of foreign capital, this well-being decreases. The key factor here is the
question to what degree the national capital is capable of guaranteeing
competitiveness of enterprises and their production on internal and foreign
markets, and in which foreign markets, closed or open. Ideally, the pres-
ence of competitive production or services allows enterprises to find the
demand on the global market, to make economies from manufacturing
scales, and thus, campaign both for the free market and for various kinds
of integration processes the final objectives of which are the expansion of
commodity market of production and services of the given enterprise. We
shall name such enterprises “the first group*, they are always on the crest
of the wave.

But what should the enterprises do, which have never been “on the
wave” but which are making efforts to this end? How should they proceed,
in what markets should they trade and at whose expense should they
maintain competition with the enterprises of “the first group“? These
enterprises (we shall name them “the second group”), by all parameters,
and first of all, from the aspect of scale of capitalisation and volumes of
output concede to the enterprises of the first group with all the following
consequences. Free trade and various integration processes in economy
do not necessarily improve their condition in economy and, as a rule,
lead to closing of such enterprises or their absorption by the enterprises
of the first group, which in its turn affects the national market of em-
ployment in the given branch and outflow of profits to the enterprises
that have absorbed them. Thus, the enterprises of the first group become
richer with ever increasing possibilities of growth and competitiveness
and the enterprises of the second group that operate basically in the
local markets fall into decline. How should these enterprises avoid such
a destiny?

First, they should become, partially or completely, the divisions
of the enterprises of the first group which could offer a share of their
local and foreign market. The shortcoming is that profits will also go to
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the enterprises of the first group. The advantage is that such enterprises
economically could remain afloat and technologically meet all require-
ments of the enterprises of the first group, i.e. to become competitive inter-
nationally.

Second, they could try to enter into cooperation with enterprises of a
technologically similar level with the purpose of gaining advantage from
manufacturing volumes. The partners could be from the enterprises of
both the first and the second group. The advantage would be a retained
control over manufacture, expansions of the local market, at least up to
the size of two countries, employment of local manpower, use of profit for
modernization and expanding of manufacture.

Third, to try to be kept on the local market and to emerge on export
markets.

In other words, the issues of well-being of the nation depend on the
degree of involvement of the population in labour activity. The presence
of work implies the growth of well-being of the nation, its absence — the
decline, and as it has already been said above, we mean the work generat-
ing an additional surplus value of enterprises, i.e. work in the budgetary
enterprises is not taken into consideration.

Now from the enterprise generating a surplus value we can move to a
more complex aggregated condition — to national economy of the particular
country and its generated surplus value, or in other words, to competitive-
ness and employment of the population generating primary surplus value
in the national economy, assuming that exporting economies improve their
position while the importing ones worsen it.

In authoritative economies full employment of the population is guar-
anteed and this factor, despite efficiency losses, increases the well-being
of the nations. Though here we talk more about the survival of companies
or economies of separately taken countries than about their possibilities
to compete outside their national borders, however, this factor is extremely
important for the formation of competitive economies. Historically, most of
the highly industrially developed countries passed this phase. For example,
the USA and Germany, during the establishment and strengthening of their
economies in the first quarter of the 20th century, were protected with
high tariff barriers. The same policy allowed the Soviet Union to create
a powerful industry and regularly increase the well-being of the nation.
Thus, while in 1913 the indicator of the average GNP per capita in Russia
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was only 15% compared to the USA level, in 1955, this indicator rose to
40%, in 1975 to 60 % and in mid-1980s — to about 65%.20

This means that realization of the policy of protectionism and free
trade should be seen in reliance to the development level of national
economy and also to the fact for whom and at whose expense the well-being
is achieved — for national or foreign work and capital, which categories
of the population (consumers or manufacturers) and institutions in the
form of the state will receive the benefits. It is obvious that consumers and
partially manufacturers win from the free market to the extent to which
export can cover their losses from the appearance of substitutes on the
local commodity market. Under free trade the country with low developed
economy focusing on import finds itself in unambiguous loss and tries
to win back on the consumers what it could have received in the case of
presence of preferential trade from counterparts from a foreign market. The
question of well-being implies the following: which categories of consum-
ers compensate the losses of government from the zone of free trade and
whether this compensation exists at all. If such compensation exists then
the well-being of the nation grows, but if not, it falls. If the market is not
free then the government receives the highest dividends.

The most important parameter here is the question of how strong the
national economy is and how much it is oriented on export. If the economy
is strong then the creation of free trade zones is always attractive, since the
market expansion stimulates the national economy which in its turn leads
to the increase of well-being of the nation. If the economy is weak the issues
of protectionism and development of regional inter-state trade leading to
the increase of the well-being of the nation are also important.

For investment-wise weak economy with limited accumulative finan-
cial possibilities of the state to support perspective branches of economy,
the presence of the free market means permanent backwardness of local
manufacturers against world leaders, and consequently, a gradual decline
of nation’s well-being. The only solution is the support of local manu-
facturers and regional cooperation which, on the one hand, fits well the
theory of gravitation of Tinbergen for the countries with similar weight
in economy:

20 Fischer, S., Dornbusch, R., Schmalensee, R. Economic. New York: McGraw-Hill, Inc., 1988,
p. 761.
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where:

F is trade stream, G — constant, M; — GNP, Mj — GDP of each country
in econometric estimations, and D — distance, and the theory of “the
second best“ and also the theory of neofunctionalism of E. Haas with its
basis of striving to controlled integration on regional level.

The next item for discussion is how much the involvement of the
countries into one or another regional economic and other union leaves
freedom to its participants in choosing partners or contacts outside these
unions and to what level the cooperation within the framework of one union
is obligatory and efficient for each of its constituent countries.

The basic economic problem facing the countries with similar economic
development and of similar size to Lithuania is that their economies cannot
compete qualitatively and quantitatively either in the EU market or the
markets of other developed economies. The leadership of such countries,
on the one hand, face the problem either to choose one of directions that
would allow to make investments and look for partners and companies of
the developed economy, or, on the other hand, in the long run to be only
consumers of the goods, products and services, and thus, the issues of
convergence and standards of living will be put aside. The comprehension
of the fact that without manufacturing, the generated added value of the
enterprises, there cannot be any rise in well-being of the nation, should
urge the governments to act adequately creating such conditions. In the
absence of such conditions, the participation in the EU can be considered
simply as a formality which under free trade conditions apart from direct
payments provide no advantages to the national economy as the substitutes
of goods on regional market, especially in the sphere of food products,
imply the outflow of finances to the regions of their origin. Thus, the
importing country gets into constantly increasing financial dependence
regarding the accumulation of financial resources for the support of local
manufacturers.

Concerning the “Eastern initiative” the same tendency to increase the
zone of free trade in the post-Soviet space countries could be observed.
The common problem of the countries to the East from the “Iron Curtain”
is that the production of their economies, except the cases when their
production has stable demand in Western Europe due to the investments
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of the Western countries and transfer of production to the East, has low
demand in the markets of the Western Europe and basically is directed
to the home market. However, if for such a big country like Poland the
home market, especially for agricultural and other food articles, is vi-
tally important and is supplied by local manufacturers, for countries
like Lithuania the share of local manufacturing for home consumption
is much less.

It is partially related to the environmental conditions, but basically
with poor diversification of manufacture, which in its turn is limited by
losses from manufacture scales. Thus, the initiative of “Eastern partner-
ship“ provides a possibility of expansion of the market to the East which
allows to secure financial assets from sale and the return of investments
expected by the partners. In other words, the “Eastern partnership” is the
same expansion of the EU to the East only in its shortened and more formal
variant, and since the risks in the private sector here are still high enough,
these territories are assigned to the sphere of non strategic investments to
the new EU countries having closer contacts than with old EU members.
The basic point of such economic cooperation for enterprises with limited
resources, of the former socialist space, is an attempt to get access to
cheaper labour and energy resources, amalgamation of producing units with
the purpose of subsequent access to richer markets, i.e. profit maximisation
in relation to investments.

Such a policy could help to create new workplaces in the new EU
countries and improve their position in the global economic competition,
and eventually, define, which branches could be potentially fit for the
competition in the world markets. Only having reached a certain thresh-
old limit in concentration, production technologies and finances allowing
to overcome temporary financial and time rupture from the moment of
manufacture and sale, the enterprises are able to sustain the competition
both on national and global markets.

Conclusions

The current economical situation of Lithuania and other Baltic coun-
tries seems to be rather new for the economic theory. There exists no single
theoretical position able to provide any consistent recommendations on the

further economic policy of these countries.
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Therefore, the use of the present-day theories is based upon a rather
eclectic selection between them. It is a selection based rather on personal
and political preferences of police shapers and not on any consistent and
scientifically proved grounds.

The main way of development of some general theory describing the
situation for countries like Lithuania and providing related recommenda-
tions is to gather and systematize considerations for the selection of a
specific theory according to a specific economic situation.

Summarising the above, it is possible to draw conclusions for two
spheres or levels of interaction — the global and the regional one.

In the global aspect, the “Eastern partnership* will promote rapproche-
ment concerning national safety on all European continent, restoration of
trust and contacts between societies and the people, promotion of diverse
integration processes including the economic ones, and what is most im-
portant, will allow to avoid creation of new political, military and economic
dividing lines and borders.

In a regional economic aspect working on the crossroad of two systems
or blocks could give tangible results for well-being of the nearby nations.
The new EU countries are capable of providing the volumes of financing,
investments and consultations, which are anticipated in the countries-par-
ticipants of “Eastern partnership”. The countries-participants of “Eastern
partnership” are capable to supply the resources for the purpose of increas-
ing their global competitiveness.

The increase of well-being of the nation could emerge from contacts
with partners having an identical and even a lower level of development,
and not only on higher level.

Only the production and services of enterprises, even on the basis of
“the second best” but generating primary surplus value, promote the growth
of well-being of the nation.

For “rather economically backward nations”, like Lithuania, the cre-
ation of long-term real economic strategy and policy directed on support
of local manufacturers instead of a chaotic running around between the
simplified reductionism and the Silicon Valley is extremely important.
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MMPUMEHEHME 3KOHOMWYECKOV TEOPUU
[P ®OPMMPOBAHUM ITOCYAAPCTBEHHOM MOAUTUKU
CTPAH C C(IABOKOHKYPEHTHOM 3KOHOMWMKOW,
HAXOAAIMXCA B SKOHOMUNYECKOM MPOCTPAHCTBE,
B KOTOPOM [JOMUHVPYIOT CTPAHBI
C CM{IbHOM YKOHOMUKOM

Pesome

B 1eHTpe BHMMaHMA CTATbU YHMKAAbHAA 3KOHOMMYECKAs CUTYalusd, C
KOTOpOIt (INTBA U ApyTMe CTPaHbl BaaTum CTOAKHYIUCH TIOCAe BO3POKACHUA UX
HE3aBUCUMOCTH. ITY CUTYaLMIO MOKHO OXapaKTepU30BaTh TaK — 3KOHOMUYECKN
c1abas cTpaHa, OKa3aBIIaACA Ha 3KOHOMUYECKOM MIPOCTPaHCTBE, Ha KOTOPOM
[JOMMHUPYIOT 3KOHOMUYECKHUe cynepaepkapbl (fepmanusa, dpanuus, Beauko-
OputanusA, CKaHAMHABCKUE CTPAHBI U 1Ip.).

T103ULNA TaKOW S3KOHOMMYECKM C1aboil CTPaHbl B 3TON CUTyallMu Xapak-
TepU3yeTcs MpeK/e BCEeTro ee MOHMKEHHOM (10 CPAaBHEHMUIO C YKa3aHHBIMMU KO-
HOMUYECKMMU CyTIep-AepKaBaMy) KOHKYPEHTOCIIOCOOHOCTBIO. B 3TMX yCaoBUAX
CaMo BBUKMBaHME TaKOWM CTPAHBl B 3HAYMTENBHON Mepe 3aBUCUT OT TOYHO BBI-
OpaHHON YIKOHOMUYECKOI CTPATETUMN.

OfHaKO 0030p 3KOHOMMYECKMX TEOPUI MEXAYHAPOAHOTO pa3/eneHus
Tpyaa TOKa3bIBaeT, YTO TOMBITKA ONEepeThCs Ha HUX B MOMCKE TAKOM CTpare-
TMU I0BOABHO TpobaeMHa. ITO CBA3AHO ¢ MHOTOYMCAECHHOCTBIO 3TUX TEOPUIL U
OTCYTCTBMEM KpUTepMeB s BbIOOpA Mydlle BCero MoAXOAAMIEN AdA AaHHOM
KOHKPETHOM CTPaHBbl B OTpe/eneHHON dKOHOMUIECKON CUTYaIUM.

[lepBbIM IaToOM K pa3paboTKe «MeTa-TeOpUi», TO eCTb «TeOPUM s Bbl-
6opa TeopuM» MOJXKET CTaTh COo3AaHMe «GaHKa KpUTepues» — (GopMupoBaHue
Habopa MOMEHTOB, KOTOPbIe HEOOXOAMMO YUUTBIBAT IIPU BHIOOPE MOAXOAAIIEN
TEOpUN.

Ha npumepe (IMTBBI paCCMOTPEH Leabli psAA TAKUX COOOpakKeHMI.

Karwouesvle cnoséa: c1abOKOHKYPEHTHAA SKOHOMMKA, IKOHOMMYECKAA MHTETpa-
1A 1 6e30MacHOCTb, MHTETPUPOBAHHOE YKOHOMMYECKOE TIPOCTPAHCTBO, KO-
HOMMYECKas Teopusa U ee NMpuUMeHeHue A GopMUPOBAHUA IKOHOMUYECKON
HOAUTUKH.
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ECONOMIC INTEGRATION OF THE BALTIC
AND THE CIRCUMJACENT STATES

Nikolajus Markevicius and Viktoras Justickis
Mykolas Romeris University, Lithuania

Abstract

During their long and difficult fight for independence on their adjacent countries
(Russia, Poland, Germany, etc.), the Baltic countries had to cope with only one — the
disintegration task. They had to use every opportunity to become as much inde-
pendent as possible from these large, mighty and politically and economically
aggressive states. They had to protect their own economy from both political and
economical occupation. This long tradition of persistent struggle for economical
and political independence, for separation and disintegration from the circumjacent
world still today permeates both the economic and political decision-taking in Baltic
countries and is both a leading and an essential economic strategy.

Today, in quite a new political and economic situation (EU, NATO, strong
political and economical systems in Baltic countries, economical globalisation,
development of regional and world common economical spaces), the Baltic countries
faced a quite opposite and rather unusual task — how to integrate with the world
and especially with next-door neighbours — circumjacent states. The Baltic have to
decide how to be involved into regional and world economic cooperation, which first
of all means integration with the surrounding countries. The Baltic have to decide
how much “dependent” they have to become on the adjacent countries with the
aim to make also them dependent on itself. This problem is especially complicated
because the old intensive fight that was caused by the previous economic situation
produced a political tradition of suspicion and resistance against any integration.
This tradition does not always agree with new economic realities. Notwithstanding
it, this political tradition often outweighs economic considerations.

Our paper focuses on the economical side of the matter. Instead of discussing
whether we should or should not integrate we try to review criteria to be considered
when searching the proper (which means economically the most useful for the
Baltic) level of integration. For example, we review the most difficult case — pro-
blems of economical integration with the country that arouses the most political
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(and consequently, economical) aversions — Belarus. Analysis of this example is
especially interesting because of the conviction that is widely spread in the Baltic,
that the Baltic countries should do everything to be protected from this evil — a
totalitarian country, which means, from all connections, also, economic ones. We
suppose that the considerations we reviewed for Belarus can be of importance when
dealing with other circumjacent states.

As it often happens, our discussion showed that the answer to this integra-
tion — disintegration question is not any definite decision (to avoid any integration
or to aim at it) but rather finding of a proper degree of integration. Our analysis
has shown that there even exist very promising prospects of quite far-reaching
economical integration between the Baltic (represented by Lithuania) and Belarus.
Our analysis also doubts the current practice when adequate political considera-
tions based upon a previous economical situation, are decisive today, in a quite
new world.

Key words: Lithuania, Belarus, bilateral economic relations, economic integration,
preconditions, Eastern Partnership.

Introduction

This long tradition of persistent struggle for economical and political
independence, for separation and disintegration from the circumjacent
world still today permeates both economic and political decision-taking in
Baltic countries and is both a leading and an essential economic strategy
in the Baltic. During its long and difficult fight for independence from its
adjacent countries (Russia, Poland, Germany, etc.), Baltic countries had
to cope with only one — disintegration task: how to become as much
independent as possible from these large, mighty and politically and eco-
nomically aggressive states, how to protect the economy from both political
and economical occupation.

Contrary to this, today, in quite a new political and economic situa-
tion (EU, NATO, strong political and economical systems in the Baltic), the
Baltic countries faced quite an opposite and unusual for these states task
of economic integration with circumjacent states. The Baltic have to decide
how much integrated with these countries they should be. In terms of the
above mentioned persistent fight for independence policy, the Baltic has to
decide how much “dependent” it has to become from its adjacent countries
with the aim to make them also dependent on the Baltic. This problem is
especially complicated because the old intensive fight, which was caused
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by the previous economic situation, now becomes a rather political tradi-
tion that not always agrees with new economic realities. In this way that
political tradition often outweighs the economic considerations.

Our paper focuses on the economic side of matter. Instead of discussing
whether we should integrate or not we try to review criteria to be considered
when searching the proper (which means, economically the most useful
for Baltic) level of integration. As an example, we review the most difficult
case — problems of economic integration with the country that arouses the
most political (and hence economical) aversions — Belarus. Analysis of this
example is especially interesting because of the widely spread conviction
in the Baltic that the Baltic countries should do everything to be protected
from this evil, totalitarian, etc. country, which implies, from all connec-
tions, also the economic ones.

The questions that are top important in our analysis.

The first question — what are the criteria, and of what level, for optimal
integration of the countries of the “first and second“ economic “worlds”,
i.e. for countries of the old and newly economically incorporated Europe,
since the latter, at least in the foreseeable future, is doomed to be in a
pursuit position.

The second question — in what way low competitive economies can
become strong in the integrated European economic space? It may sound
paradoxical, but this could be achieved at the expense of the same criteria
of B. Balassa! only in this case directed not inside an economically incorpo-
rated Europe but outside. Political carte blanche for such economic scenario
is given in the “Eastern Partnership” programme perfectly fitting into the
gravitation theory of Tinbergen for countries with similar economic weight.

Circumjacent states

The small Baltic countries always were surrounded by political and
economical over-powers — Russia, Poland, Germany. The Baltic States
always were “a sheep in the pack of wolves” seen by these over-powers as
a titbit that had to be subjected by these countries and in this way “inte-
grated” with them. Therefore, such integration always was a bad thing.
This is especially true for Russia which was the latest to occupy Lithuania.
After the downfall of the Soviet Union, Belarus is seen in Lithuania (and

1 Balassa, B. The Theory of Economic Integration. London, 1961.
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in other Baltic countries) as the most traditional piece of the former Soviet
state, successor of its traditions. Thus, much of the former anti-Russian
aversions is directed to this country. This made Belarus a concentration
of the old anti-integration political tradition. Every proposed political,
economical, educational, environmental etc. action is seen, first of all, in
terms of its possible effects in making mutual separation from Belarus
less distinct and clear-cut.

This makes Belarus the most proper country for our analysis. It is the
most typical, concentrated manifestation both of the old anti-integration
tradition and, as we will see, of new integration challenges.

Last but not least, Belarus is the most “convenient” for our purpose.
It is not so huge as Russia, which makes the problems of integration with
this countries much more graspable, considering the scope of this paper.

Forces pushing to convergence

As to considerations to increase the integration, we review two kinds
of factors for convergence and integration: those making increase of eco-
nomical (and interrelated political) integration useful for Lithuania, and
those making this process easier.

Firstly, considering the processes of European safety and economic
integration with three integral elements of Western Europe, Eastern Europe
and Russia, theoretically, this process should cover not only integration
within the limits of the EU, but also countries of the post-Soviet space
and Russia.

Secondly, as the basic question of European safety, except for direct
military threats, is the fact that countries with a lower level of income
represent greater danger to the unity of the EU than any outer threats,
there is a question of how to level them. Here we could refer to a number of
integration theories and researches? which unfortunately give little atten-
tion to the conditions of low competitive economies. Therefore, the theory

2 Mitrany, D. The Functional Theory of Politics. London: Martin Robertson, 1975; Haas, E.B.
The Uniting of Europe: Political, Social and Economic Forces 1950-57, Ann Arbor, MI: UM,
1996; Moravcsik, A. The Choice for Europe: Social Purpose and State Power. from Messina to
Maastricht. Ithaca, NY: Cornell University Press, European edition with London: Routledge/
UCL Press, 1998; Radelet, S. Regional Integration and Cooperation in Sub-Saharan Africa:
Are Formal Trade Agreements the Right Strategy. Development Discussion Paper No. 592
July 1997, Copyright 1997 Steven Radelet and President and Fellows of Harvard College;
Smilga, E. Strateginés minties integravimo galimybés Lietuvoje. Politology (Politologija),
4 (40), 2005, 034-052.
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of the “second best“ gives rise to the dilemma of creation or reduction of
workplaces and inflow or outflow of monetary weight in the countries with
high competitive economy and energy resources.

It is obvious that for small and relatively backward EU countries from
the technological aspect, like Lithuania, it is improbable both in nearest
and long-term future to catch up with leading economic countries. Another
solution for levelling the difference in the Gross National Product (GDP)
could be regional cooperation with neighbours.

Ask a question, whether the programme “Eastern Partnership“ is cap-
able of levelling this difference or at least capable of showing “a road map”
for convergence of a “low competitive* economy in open economic space?

As the basis for convergence, we take adjacent territories on either
side of an economic dividing line where economies are low competitive. In
this context the programme “Eastern Partnership“? as one of components
of the programme “The European Neighbourhood Policy”, developed in
2004, created to avoid new dividing lines between the European Economic
Community and its neighbours# and its economic block “The Agreement on
Association”, which assumes gradual integration of the partner countries
into the EU economy. However, creation of a profound and universal zone
of free trade with each partner country, on condition of their joining the
WTO, does not reflect the problems of low competitive economies and ways
to increase national GNP and does not give guidelines towards a balanced
and optimal economy keeping the continuity of competition and interaction
of national and non-national economy. Basically, such a discrepancy arises
from different purposes and expectations which participants put forward
on either side of the “Eastern Partnership”. While the basic economic target
of the countries-participants of the “Eastern Partnership“ is to receive
investments relating them to technologies and access of EU markets,
the goals of the EU countries lies in the optimisation of manufacturing
expenses and in an easy access to the markets of the above mentioned
countries.

Thus, on the continuum of economic rapprochement between the two
states, one or another point satisfying the conditions for optimum could
always be chosen or aspired to depending on the closeness or coincidence
of interests of the parties. If we consider this point on a continuum from the
3 Commission of the European Communities, Brussels, 2008, COM (2008) 823 final, Com-

munication from the Commission to the European Parlament and the Council, Eastern

Parnership {SEC(2008) 2974}.
4 EC 2010 [online]. http://ec.europa.eu/world/enp/index_en.htm [accessed 21 May 2010].
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point of view of economy laisser-faire and try to apply it to the relations of
Lithuania and Belarus it is possible to assume that in the initial situation
it will be approximately in the centre of the continuum and its moving to
one or another direction will depend on the purposes and expectations of
the two parties and will also be equitable in a reasonable measure to the
interests of the two economies.

Thus, the first step of integration could be simply directed on the
expected increase of growth of volumes and diversification of trade and
services, as the bottleneck here is the size of home market, for example, of
Lithuania, which does not allow to optimise internal manufacture. Basi-
cally, these are the results of insufficient volumes and low capital invest-
ments of manufactures, in other words, small and technologically weak
manufactures making basis of the Lithuanian economy are little adapted
for stable competition in the EU market. Notably, the level of efficiency
of many manufactures both in Lithuania and Belarus is below compared
to the developed economies, and thus, integration and capitalisation of
manufactures would allow a considerable increase of the technological
level and cutting of average expenses to make these enterprises more
competitive.

Creation of an acceptable trading union for mutual penetration into
each other’s home markets could become the second step of integration that
will lead to the revival of labour market and following investments in the
tideway of the theory of economy: increased amounts of manufacturing,
transport flows, services, equipment, goods and labour. Mutual interest will
be inspired not only by access to mutual common market but also on the
adjacent markets. Eventually, any comprehension and speculations about
an equal common market result in pure efficiency and cost of manufacture
and its influence both on regional and wider streams of trade. In a wider
sense, this reasoning could be considered as a possibility of a long-term
steady economic growth of the Lithuanian and Belarus economies and
increase of their GNPs. Market integration can create also other dynamic
effects, which could cause structural changes of the market, for example,
its shift towards the field of high technologies and consequent attraction
of additional investments.

Summarising both integration steps one could ask a question: do
Lithuania and Belarus need a strong regional economic policy directed at
all neighbours and of what form could it be?

73



Considerations behind the anti-integration resistance.
Is the fear of economic integration real?

There are many examples of successful cooperation of the countries in
the world which do not enter into the economic unions but have close rela-
tions with them, for example, Switzerland, Norway and some other non-EU
countries in Europe, or such units within the uniform state but belonging
to different limits of coordinated and/or uniform competitive economy (EU
and the USA), and where there are elements of economic systems, as for
example the Peoples Republic of China and Hong Kong.

Taking as the basis the gravitation theory of Tinbergen, for countries
with a similar economic weight, we shall compare quantitative and qual-
ity indicators of the Lithuanian and Belarus economies and define their
competitiveness on the world and regional scales. The statistical data
below show that Lithuania and Belarus have comparable economies both
in absolute sizes and per capita income.

Table 1. Compared geographical, demographic and economic parameters
for Lithuania and Belarus for 20085

Lithuania | Belarus |Difference (times)
Territory (thousand of sq. km) 65.3 207.6 3.2
Population ( million) 3.3 9.7 2.9
GNP in 2008 (billion USD) 45.0 59.9 1.3
GNP per capita (thousand USD) 13.4 6.2 2.2
Foreign trade turnover (billion USD) 549 72.4 1.3

However, all these positive tendencies should not ignore problematic
questions, for example, the place of Belarus in the international division of
labour. The complicated external economic situation of Belarus could be ex-
plained by the severity of world crisis and, first of all, by demand and price
reduction for its basic articles of export such as deliveries of manufacturing
industry to Russia and oil products to the EU. Other GDP-growth-limiting
factors in the future will certainly be higher Russian oil and gas prices as

5 Statistikos departamentas prie LR vyriausybés, Belstat, and calculations of the authors,
2009.
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the import and export of natural resources make a considerable share of
income from Belarus export. It is necessary to note the presence of state
protectionism favouring Belarus enterprises against Lithuanian companies
working in Belarus.

Table 2. Foreign trade of Belarus, in billion dollars / % to GNP6

2007 2008
Export 24.3/53.7 33.0/54.8
Including energy carriers 8.3/18.3 12.1/20.1
Import 28.4/62.7 39.2/64.9
Including energy carriers 10.0/22.0 13.9/23.0

Comprehension of the fact that the breakthrough of growth of national
economies in the face of the world globalisation basically it possible only at
the expense of united innovations and accumulation of human and invest-
ment capital, would allow an economic link Lithuania — Belarus, employing
advantages of state regulation and free market to raise self-sufficiency of
the home market with goods produced in both countries and, what is more
essential, to reduce the income gap per capita between Lithuania, Belarus
and the developed economic countries.

Undertaking of such steps at an institutional level would promote for-
mation of uniform programmes of economic development of both countries
on an innovative basis, attraction of capital, technologies, administrative
and marketing skills.

The next step in the initial phase of efficient and successful interac-
tion of both states would imply such factors as the sizes of the commodity
markets of the two countries and their efficiency including the common
regional market of technologies, finances, investments, labour, minimisa-
tion of prices for primary raw materials and consequent growth of joint
export possibilities.

The ultimate goal of such an association should provide the creation
of such conditions which, on the basis of innovations, high technologies,
geographic advantages and incorporation of economy of both states in the
East — West system, would lead to the creation of contemporary “intel-
ligently sophisticated” business.

6 IMF 2009, 22 September 2009, Source: IMF (DoTS) DG TRADE European Union: 27 mem-
bers.
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A long-term objective should be the increase of both GDP and GNP
per capita to the average level of industrially developed countries which,
in our opinion, in the initial stage could be within the boundaries of
20 000-25 000 USD.

The implementation of this ambitious programme would allow our
countries to stand on the same level with the developed countries of Eastern
and Central Europe. For many years, Lithuania and Belarus have been
traditionally important trading partners and take the 7th to 9th place in
foreign trade volume with each other.

Table 3. Comparative turnover of goods between Lithuania and Belarus,
in mln. Litas’

Export from Lithuania to BY Import to Lithuania from BY
2007 1733.4 (4,0%) 1220.4 (2,0%)
2008 2495.8 (4,5%) 1247.0 (1,7%)

The union of two countries with the total population of approximately
13 million allows to talk about a substantial and solid home market, con-
siderably increasing export possibilities and the fact that the differences
of our economies are not so great, which means that nobody will encroach
on the autonomy of the national elite.

To consider the economic model of the union state, first of all, it is
necessary to draw attention to the structure of both economies and define
the areas for cooperation where the highest efficiency could be reached.
First of all, such areas could be logistics, coordinated foreign trade policy
and trade, frontier cooperation.

Prospects of a “joint integration”

What if both countries will be included into a common integrated
economical space? Thus, we return again to the issue of the efficiency of
the creation of the economic union between Lithuania and Belarus as the
countries of the “second world”. The question could be posed under a differ-
ent angle: how to become a country of the “first world” and if not together
with Belarus, with whom then? It is obvious that at the level of enterprises

7 Lietuvos statistikos metrastis 2009.
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of any size the problems of efficiency and competitiveness could be solved
only partially. To deal with the question of efficiency and competitiveness
of the two countries or convergence of their economic subjects in one home
market with an exit through it to the Western and Eastern markets is an
ambitious task that is successfully solved now in China by connecting
versatile economic models operating in continental China, its free economic
zones and Hong Kong. To make something similar in the centre of Europe
between two countries close to each other in many parametres with the
attraction of already operating nine free economic zones in Lithuania and
six in Belarus, and the creation of high technology parks, would allow them
to get on the list of the industrially-developed states of the world and would
also promote strengthening of the European economic stability.

Conclusions

The results of the analysis raise doubts concerning the widespread
stereotype of “restrictions” according to which it is necessary to “protect”
our economy from contacts with Belarus in every possible way.

This analysis proves a high perspective and an economic advantage
of close integration of our economy with that of Belarus. The analysed
data allows to draw attention to the issue of close economic integration
transforming into a political one.

Efficiency growth of low competitive economy could take place as a
result of contacts with a high competitive economy as well as contacts
with a regulated economy. Regulated economies have an advantage in
comparison with low competitive economies in the sense of accumulation
and concentration of financial resources. It makes them attractive to the
EU Member States.

The programme “Eastern Partnership” gives a political carte blanche
and the theory of Gravitation of Tinbergen, the economic basis for coopera-
tion of the countries bordering with the EU, which is the key issue of the
European safety and consolidation of the EU. This should become the main
tool for increase of economic stability along the EU borders by increasing
of income both in partner countries and the new EU Member States.

Successful implementation of this special case of political-economical
cooperation between Lithuania and Belarus could become a successful pilot
project for its propagation and application for the partner countries of the EU.
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IKOHOMMYECKAA MHTETPALINA BAOTUKN
C OKPY/KAIOIIMMU EE CTPAHAMMU

Pesrome

B Xoae cBOeN AANTENbHON U TPYAHONM OOpBOBI 32 HE3aBUCUMOCTD OT OK-
pyXatomux crpal (Poccuu, INoabmy, FepManuu U T.4.) CTpaHbl [Ipubaatuku
VIMEV 10 B OCHOBHOM C OIHOM 3a/4a4el — Ae3MHTerpalyiy, Cenapammu, 3ammTbl
CBOEJl SKOHOMMKM OT OKPY/KAIOMMX MOIIHBIX, OAUTUIECKU U 3KOHOMMYECKN
arpecCcUBHBIX, C CYIIECTBEHHBIMM MMIIEPCKMMM CTPEMIEHMAMM CTPAH.

B 3TUX yCA0BUAX (IUTBA U APYTUE CTPAHBI BaaTnum A0MKHBI OBIAN UCTIOND-
30BaTh KaXAyl0 BO3MOXHOCTD OTAENUTH CBOIO SKOHOMMKY OT IKOHOMUK ITUX
cTpaH. JKM3HEHHON HEOOXOAMMOCTBIO A1 Ma€HbKOM (INTBEI (A TaKKe (IaTBUM U
JcTOHMM) OBIAO OTAEAUTH Y TIPOTUBOIIOCTABUTDH CBOM 3KOHOMIYECKIE MHTEPECH
MHTEpecaM OKpyKaoluX CyIepiaepxas.

[103TOMY COIPOTUB/IEHNE MHTErPALVN C OKPYKAOIMMIY AepKaBaMy ABIA-
€TCs eCTECTBEHHOV MHOTOBEKOBOV NMOMUTUYECKO TpaanLyen (IUTBLL U APYTUX
6aaTUICKUX CTPaH.

JTa TpaaULMA HENPEPBIBHON 60PbOBI 33 MOMUTUYECKYIO0 ¥ SKOHOMUYECKYIO
HEe3aBMCYMOCTb U B HAIUV AHM IIPOHMU3BIBAET KaXK/I0€ MONUTINIECKOE U IKOHO-
MWYECKOE pelleHNe, ABAAETCA OCHOBOM SKOHOMMYECKON MOMUTUKM.

B TO Xe BpeMs 3Ta NoauTU4ecKas Tpadulys, BO MHOIOM IOPOXK/IEHHA
TIPONIION TIOAUTUYECKON M AIKOHOMUYECKON CUTyanmen 6aaTUiCKuX CTpaH, He
BCeraa NOMHOCThIO COOTBETCTBYET HOBBIM IOAUTHYECKMM M SKOHOMUYECKMM pea-
IUAM. ITa TpaAMLNA, POKAECHHAA B CUTYaLM IOAUTNYECKON Y SKOHOMMIECKON
6€33aIUTHOCTU TIPOAOMKAET CYIEeCTBOBATh B YCAOBUAX OOLIENPU3HAHHON U
HMKEM He OCllapyuBaeMol He3aBUCUMOCTY OaATUICKMUIA CTPaH, U CTOIb JKe HECOM-
HEHHOM MOMUTNYECKON, SKOHOMUIECKON ¥ BOEHHOM! 3alIMIIEHHOCTY B paMKax
EBponerickoro Coto3a, HATO, Haau4uaA CUABHBIX, CAOKMBLIINXCA TOAUTUIECKUX
Y 9KOHOMIIECKUX [OCYAapCTBEHHBIX CUCTEM.

YKazaHHasA yCToiyyMBas IMOAUTUYECKAsA TpaauLMs, BOZHUKINAA B COBEP-
IIEHHO MHBIX, HEPEAKO IPSAMO IPOTMBOIONOKHBIX HBIHEIIHEM YCIOBUAX, BCE €Ile
MoOYKAaeT CTPaHy CONPOTUBAATHCA TpoLieccaM, MHOTYE M3 KOTOPBIX BBITEKAIOT
M3 BCEMMPHOTO Mpolecca raodanmu3any, pasBUTUA MYPOBOTO M PETMOHAMBHBIX
00X 3KOHOMMYECKUX TPOCTPAHCTB. B cuay AeiCTBUA JaHHON TPaaULIMN CTpa-
Ha IOCTOSHHO OKa3blBaeTCs Iepe/ BBIOOPOM — PYyKOBOACTBOBATbCA CBOMMM
3KOHOMMYECKMMM MHTEPECaMy UV CeA0BaTh CAOKMUBIIENCA B MIPOIIION KO-
HOMMYECKON CUTYalVM OAUTUYECKON TpaANIIUEN.
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Hama craTbs IOCBAIIEHAa IMEHHO 3TOi Hpobaeme. OLHAKO BMECTO TOTO,
4TOObl 00CYKAaTh NOMYAAPHYI0 NPoOaAeMy CONPOTUBAATHCA IKOHOMMUYECKOMN
VHTEerpalyy ¢ OKpyKalolMMM CTpaHaMM UaM CTPEMUTBLCA K Hel, MBI 00CyX-
faeM KpUTEpUM U cOooOpakeHus, KOTOpble HYKHO Y4YMTBIBAaTh pellas BOIPOC
00 OTTUMAbHOM CTETNEHM MHTErPallMy, TO €CThb TaKOM, KOTOpas B Hanboabluen
CTETIeHM COOTBETCTBYeT IKOHOMMYECKMM MHTEPECcaM CTpaHbl.

JTOT BONPOC PacCMOTPEH Ha NpuMepe beaopyccuu. BIGOp 3TOi CTpaHbL
CBA3aH C TE€M, YTO MIMEHHO MO OTHOIIEHWIO K HEM TpaAMuMs 3KOHOMMYECKON
cemapauyuy NpoABAAETCA OCOOEHHO CUABHO. AHAAN3 MOKa3bIBaeT, YTO IKOHO-
MMYECKYI0 MEepCIeKTUBHOCTD AaAeKo MAYIIEH 3KOHOMMYECKO MHTerpaumm ¢
[aHHOW CTpaHON. [I0Ka3bIBaeTCsA, YTO B CUY LIEAOTO pALa IPUYMH 3Ta MHTErpa-
11, BRIrogHasA Aas beaopyccuy, ee 6oaee BHIroAHA A4A (IMTBBL, CIIOCOOCTBYA
€€ dKOHOMUYECKOMY POCTY U, CIeA0BaTeNbHO, IOAUTUYECKOTO BAVAHUA.

Hau aHaam3 CTaBMUT 107 COMHEHMe CyLIeCTBYIOILYI0 NPAaKTUKY, KOLAa
HoANTHYeCcKas Tpaauumsa, chopMUpoBaBIIasAC B yKe He CYLIeCTBYIOMMI 1o-
AUTUYECKON ¥ 3KOHOMMYECKON CUTyalMy, OKa3blBaeTCs ONpeAeasiomen npu
NPUHATUY 3KOHOMMYECKUX PEIleHN, B TOM YUCae O CTeNeHM IKOHOMUYECKO
MHTErpaLum C COCEAHNMI CTpaHaMM.

Kawuesste caosa: (IutBa, beaopyccus, IKOHOMUYECKME B3aMMOOTHOLIEHU,
IKOHOMUYECKAA UHTETpalud, NPeANOChI/IKN BOCTO‘IHOCBpOHeI;ICKOFO napTHeEp-
CTBad.
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Abstract

The paper addresses the pivotal economic problem, which Lithuania faced after
regaining its independence and entering the European economic space. This problem
is concerned with the transition to quite a new and in many respects contrasting
economic position that Lithuania obtains in this new space.

In the economically and technologically underdeveloped Soviet Union Lithua-
nia was in a rather favourable situation. It held the position of “a strong one among
weak ones”. Being economically much stronger than the majority of less developed
regions of the former USSR, Lithuania used to attract “high-tech” investments. It
was a preferable place for science-intensive investments. This shaped the structure
of Lithuanian economy — it was a “leader economy”, the structure dominated by
science-intensive branches.

In the new European market the old Soviet “high-tech* proved to be totally
uncompetitive and obscene. This challenged the very basis of Lithuanian economy.
The country met a difficult task to obtain a new, in many respects contrasting to
the previous one, position of “the weakest among the strong ones”, to survive in the
space dominated by others. The country had to find its new place — instead of being
a leader it has to become an appendage of new leaders, to become indispensable
and this way — competitive.

We show that this position of an appendage of highly developed modern
economy which psychologically could be seen as degradation, in fact, is a great
challenge for the country. In fact, it is the only way to be included into international
cooperation. It is also an inevitable interim station and a springboard for Lithuania
to regain its leading position in the future.
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The presentation reviews current Lithuanian trade data and tries to specify
the present position of the country on its way toward integration into European
economic space. This review shows: (1) the analysis of Lithuanian export demon-
strates a doubtless progression of Lithuanian economy towards its new “append-
age” position; (2) this progression is followed by increasing integration of the
country to European market; (3) Lithuania is rather on the beginning of this way;
(4) the remnants of the previous strong position on the Eastern market and stable
economic relations with Baltic countries play an important mitigating role, making
Lithuanian transition to its new position less painful.

Key words: Lithuania, restructurization of economy, competitiveness of national
economy, economic position of a country, European Union.

Introduction

Independence was the dream of many generations of Lithuanian
people. The national independence was seen as a way for national devel-
opment, especially for economic proliferation. It had to give Lithuanian
people freedom to act, to release their economic initiative, to build a rich
country and introduce high modern living standards. Independent political
situation and independent free economy were supposed to provide a mighty
impetus for quick economic development of the country. No doubt that this
quick development of free Lithuania will place the country on its proper
place — among the world’s economic leaders.

As is usually the case with dreams, the reality proved to be much more
complicated. Indeed, the independence solved many important problems
and brought a great deal of progress in many areas of life. However, it also
brought new, challenging and to many people unexpected problems.

Such problems were and still are the necessity of a fundamental
change of Lithuania’s economic position and consequently, the necessity in
a crucial and, in fact, very painful restructurization of Lithuanian economy.

These problems will be discussed briefly in the following chapter.

The following one deals with the same problems in a more specific way.
Using the official statistical data on the trends of Lithuanian export data,
the current place of the country in its movement towards a new economic
position is discussed.
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Independence of Lithuania and the change
in its economic position

On the one hand, being occupied by USSR Lithuania was one of the
most developed economic regions of this huge country. First of all, this was
due to some natural and traditional reasons. Thanks to its location (close
to Western Europe) and its position (on the main road of exchange between
East and West) Lithuania always had good opportunities to develop its
industry. One of the most important resources of Lithuania was its popula-
tion, among the leading ones in the USSR as to the level of education, and
possessing relatively high labour moral.

This was the most important reason for developing science-intensive
branches of economy in Lithuania. It involved the construction of new enter-
prises, which contributed to the industrialization of the Lithuanian economy
and the increase of the share of mechanical and electrical products in the
overall share of output. On the other hand, isolation from world markets and
the overall technology level of the Soviet industry, except for the enterprises
of military-industrial complex, were inferior to that of their Western rivals.
In the Soviet Union, including Lithuania, the lion’s share of export compo-
nent was due to oil and gas, and engineering products were more focused on
the domestic market or the markets of the third world countries, although
its percentage was all-time highest in the Lithuanian modern history!.

However, the outcome of all this was a rather paradoxical situation
of Lithuania in the former Soviet Union. On the one hand, Lithuania was
an occupied country, suffering all negative moral, cultural, economic con-
sequences of its dependant political situation. On the other hand, eco-
nomically it was in a rather favourable situation. It was the situation of “a
strong one among weak ones”. Being a preferable place for science-intensive
investments Lithuania was highly competitive in attraction of the most
perspective branches of industry. This left the majority of less developed
regions of the former USSR in a position of sustained and underdeveloped,
just the source of raw materials for economically leading regions of the
USSR (like Lithuania and other Baltic countries).

One of the most important consequences of this position was the very
structure of Lithuanian economy — it was a “leader economy”, the structure

I Markevich, N., Panzyrev, A. Participation of Lithuania in international cooperation of
the USSR. USSR Foreign Trade, 9, 1987, 37; CeseviCius, D. Lietuvos ekonominé politika
1918-1940. Vilnius: Academia, 1995.
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of which is typical for most developed countries. In fact, it reflected the
real economic situation of these countries in the closed economic space of
the former Soviet Union.

Regaining its independence and joining world market and later the
EU have been events of crucial importance for Lithuania. The dreams of
many generations of Lithuanian people for independence, free development
and democracy came true.

However, economically the former position of Lithuania (“a strong one
among weak ones”) proved to be the most vulnerable, even comparing to
the less developed regions of the former Soviet Union. The main source
of this vulnerability was the striking contrast between the technological
levels of the Western and Soviet Union’s industries.

By the time when Lithuania regained its independence, weakly devel-
oped socialist industry of the Soviet industry was far behind the Western
one. Lithuanian (and that of all Baltic countries) economy that used to be
the leading one in the closed economic space of the Soviet Union proved to
be totally noncompetitive compared to such economic powers as the USA,
Germany or Scandinavian countries.2

Independence extinguished the leading role of Lithuania. The first
years of independence have been the years of unprecedented destruction
of country’s economy, especially of its leading branches — electronics,
engineering industry, chemistry. As a result of this economic “shock of
independence”, the great majority of large enterprises went bankrupt.

The country faced a very difficult task to adapt to its new role of “the
weakest among the strong ones”. Its production that had been seen as
“high-tech” in the underdeveloped Soviet Union was seen as “yesterday’s”
technology and met no demand in this new world. The country had to find
its new place — to become an appendage of new leaders, to find resources,
services, products that could be demanded in this new, mighty, intensive,
universal, highly adaptable economic world. This becoming an appendage,
which psychologically could be seen as a degrading fact, actually proved
to be a very important challenge for the country. For Lithuania it turned
out to be the way to be included into international cooperation. Paradoxi-
cally, to regain its former economically leading position the country first
has to become an appendage, which means to become demanded, to be
included.

2 Die baltischen Staaten. 54. Jahrgang, Heft 2/3. Herausgegeben von der Landeszentrale fiir
politische Bildung Baden-Wiirttemberg, 2004, pp. 134-154.
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Only after successfully joining the world market, the “jump” to a lead-
ing position becomes possible. Let us have a look at the current situation and
see how successful Lithuania is in this process of “becoming demanded”.

Progression of Lithuania to its new economic position

A total re-polarization of export flows in a competitive global economy
was a major challenge to Lithuania in the international division of labour.
Table 1 and Table 2 below contain the official data on the development of
Lithuanian international trade showing both general trends in export and
changes in it.

Table 1. Geographic distribution of exports and imports in 1938, 2004
and 2009 with some countries (BSRC* — Baltic Sea Region Countries,
CIS — Commonwealth of Independent States).

Country 1938 2004 2009
EXP% IMP% EXP% IMP% EXP% IMP%

BSRC + 57.5 69.2 66.4 71.4
RU, BY, UA

BSRC 29.3 279 42.9 42.6 45.5 37.6
RU, BY, UA 14.6 26.6 20.9 33.8
EU - BSRC 23.5 20.4 18.8 21.5
EU 66.4 63.0 64.3 59.1
USSR 5.7 6.7

Germany* 26.8 24.4 10.2 16.9 9.7 11.3
Latvia* 1.1 1.1 10.1 3.8 10.1 6.4
Estonia* 5.0 3.2 7.0 2.6
Sweden* 1.4 2.4 5.1 3.3 3.6 2.7
Denmark* 4.7 3.5 3.8 2.2
Poland* 4.8 7.6 7.2 10.0
Finland* 0.9 3.4 1.6 1.9
England 39.4 30.9 5.3 2.3 4.4 1.6
Norway 2.1 0.9 2.5 0.5
CIS 16.2 26.9 23.4 32.9
Russia 9.1 22.3 13.2 29.9
Belarus 3.2 2.8 4.7 3.0
Ukraine 2.3 1.5 3.0 0.9
RU, BY, UA 90.4 99.1 89.4 98.8
in % to CIS
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The table summarises official statistical data provided by the
Lithuanian Department of Statistics?, Lithuanian Ministry of Economy*,
Lithuanian Ministry of Finance® and the Lithuanian Ministry of Foreign
Afairs®.

Reviewing these data we can see several trends, the most important
within the frame of this paper.

1. There is an obvious progression of Lithuania in its inclusion to
the Western economic space. Data analysis show increasing amounts of
Lithuanian export to the West European countries.

2. We can see many remnants of the previous economic position in
the East. Lithuanian export still is traditionally directed to the previous
Soviet market. Lithuanian goods are still competitive in this market. We
can suggest that it is not because our goods are better than those coming
from West European countries. Most probable, the point is that Lithuania
is much more familiar with this market. Knowledge of Russia and other
post-Soviet countries, of Russian language, good personal relationships
having survived despite all political conflicts are the factors that improve
the competitiveness of Lithuania on this market. Very important are long-
standing traditions of cooperation with these countries. The first axiom: the
traditions of production are created over the years, and economic entities,
for the sake of political expediency, cannot radically and quickly change
the nomenclature of production that entails both the imbalance of access
to raw materials and supply of finished products to the markets. In this
aspect, the primary factors are access to markets of raw materials, which
in Lithuania’s case traditionally are located to the east of its borders. From
this fact follows the second axiom: the key role of eastern partners as
the main suppliers of raw materials and energy sources and markets for
traditional Lithuanian products, mainly dairy products, and a big customer
in the market of logistics and transit services.

Unfortunately, all this it is a transient, temporary advantage. Western
economies are rapidly mastering the eastern market. Thus, the Lithua-
nian remnant position can mitigate its economic problems, but not solve
them.

3. A steady part of Lithuanian export always has been and remains

the Baltic. Thus, for nearly 75 years about 60-70% (in 1928 about 60%, in
3 Lietuvos Respublikos statistikos departamento svetainé. www.stat.gov.1t.

4 Lietuvos Respublikos Gikio ministerijos svetainé. www.ukmin.lt.
5
6

Lietuvos Respublikos finansy ministerijos svetainé. www.finmin.lt.
Lietuvos Respublikos tiZsienio reikaly ministerijos svetainé. www.urm.lt.
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1938 approx. 30%) of the volume of the Lithuanian foreign trade has been
traditionally concentrated around the countries of the Baltic Sea basin in
the West and with neighbouring partners in the East. Here we can make a
conclusion that in the foreseeable future, a presupposition for the change of
the situation seems unlikely. One can presuppose that next-door neighbours
usually are a “natural market”, since neighbours have a natural preva-
lence of closeness, good mutual knowledge, good connections, common
traditions. All these privileges are stable, they do not vanish with time.
Therefore, the Baltic countries are a kind of support for each other in the
new, challenging situation.

4. The structure of Lithuanian export to the West shows its refuse of
the previous “economic leader” position and its transition to the role of
an economic appendage. Lithuania totally refused from science-intensive
branches that previously were the core of its economic position. Light
industry, raw produce, and half-finished products are the leading ones in
Lithuanian export (see Table 2 below).

A typical example of such activity could be Lithuania’s furniture in-
dustry where a significant proportion of products are made by orders of
IKEA and Conforama companies. A similar situation exists in the textile
industry. It is obvious that access to the markets of these countries would
be significantly lower in the absence of gravitational effects both in foreign
trade and the international division of labour. The share of other EU coun-
tries, in the absence of the above stimulating effects, despite the fact that
the number of these countries is bigger — 18 instead of 7 — was about
20% in the Lithuanian foreign trade.

All these factors determine structural changes in Lithuanian export
and economy. As far as the structure of Lithuanian exports is concerned the
following should be noted. If in the pre-war years it was farming, during the
Soviet times its structure shifted towards increasing exports of machinery
and equipment, and with the opening of Mazeikiai refinery — to export of
petrol products and gasoline. The latter two items accounted for 65% of all
Lithuanian exports in the mid 1980s. Over the last seven years, these pro-
ducts account for about 40% of Lithuanian export. Export of agricultural sec-
tor during the last ten years, like in the Soviet times, is within the range of
15%, while exports of chemical products, wood processing and light industry
compared to Soviet period have increased twice from 13% to 26%. Imports of
semi-finished products compared to pre-war period has doubled from 35% to
60%. Exports of semi-finished products today accounts for 50% of exports.
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Table 2. The structure of Lithuania’s exports in 1938, 1986, 2004 and

2009 in %.
1938 1986 2004 2009

Mac.hlnery and ) 53 23 19
equipment
Petrol. products and i 2 19 19
gazoline
Foods, fish and fish 55 » 7 14
products
Furniture and paper i 6 8 8
products
Agrlcult.ural 15 4 4 6
production
Chemlcall .products i 4 7 9
and fertilizers
Textiles an.d their 15 3 » 6
products, linen
Wood, timber 15 - 5 3
Other products - 6 15 16

The table summarizes official statistical data provided by the
Lithuanian Department of Statistics’, Lithuanian Ministry of Economys?,
Lithuanian Ministry of Finance® and the Lithuanian Ministry of Foreign
Affairs!o.

The above brings to two conclusions.

First, the country has made its first steps in its “becoming necessary”.
Quite logically, it proved to be necessary first of all to the nearest area
of Baltic and other countries which belonged to the former Soviet Union.
Two factors seem to be most important: tradition (these countries are “old
markets” of Lithuanian economy, this market is well-known, based upon
old business relations and connections and, the last but not least, com-
mon business language — Russian and “regional” effect — opportunity
to develop branches in which the delivery is crucial.

7 Lietuvos Respublikos statistikos departamento svetainé. www.stat.gov.lt.
8 Lietuvos Respublikos tikio ministerijos svetainé. www.ukmin.lt.

9 Lietuvos Respublikos finansy ministerijos svetainé. www.finmin.lIt.

10 Lietuvos Respublikos GiZsienio reikaly ministerijos svetainé. www.urm.lt.
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Secondly, Lithuania is continuing to maintain its “high-tech” posi-
tion in its former leading branches — electronics, engineering industry,
chemistry and successfully proceeds to its new role as an appendage of
the Western economy. Our rather paradoxical conclusion is that this seems
to be a positive trend, inevitable for the further economic development of
Lithuania.

From the above analysis we can conclude that in the foreseeable future
both Lithuania’s participation in the international division of labour and its
qualitative and geographical components will not change and, if they do,
the process will be slow and predictable.!! This means that the countries
of the Baltic Sea and Eastern partners will remain for Lithuania the most
important trading partners and the structure of the national economy
should be developed primarily in the direction of satisfaction of the needs
of domestic consumption markets in these countries. Similar conclusions
could be made about the structure of foreign economic relations, and con-
sequently, on the structural changes, or maintaining the status quo in
the national economy of Lithuania. At least for the next 10-15 years, it is
very unlikely that changes in the structure of the production in Lithuania
will take place. Slow and sluggish investments of foreign contractors and
the lack of tradition and, accordingly, specialists in the manufacture of
non-traditional goods is also a problem for Lithuanian industry, which is
even more aggravated by the outflow of skilled workers abroad and inflex-
ible policy of the ruling majority towards Western and Eastern partners.
And if in the case of the former ones all is left for its natural course in
the hope of “redeeming” market mechanisms, then in respect of the lat-
ter the politics can never be separated from the economy and therefore
poses great challenges for makroeconomic stability and the very exist-
ence of the Lithuanian state. Hopes for compensation for occupation, as
it was the case with the peace treaty of 21 July 1920 with Soviet Russia
when Lithuania got 3 million gold rubles, does not allow to gain non-
political benefits from the international division of labour on the Eastern
market.

Another solution of the problem of structural changes may be the
increase of income per capita and the gradual replacement of imported
goods from the Lithuanian market, as well as strengthening of the joint
Lithuanian-Latvian market, which shows good tendencies of growth. This

11 vijeikis, J., Macys, G. Trade policy in Lithuania: Past experience and benchmarks for the
future. Intellectual economics, 2010, 1 (7), 76-86.
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could resolve the problem of high trade deficit, the substitution of imported
components in the final export product and the creation of enterprises with
high added value. Lithuanian import nomenclature with the EU meets the
parameters of the countries with a relatively low level of economic devel-
opment and who are trying to fill this gap with imports of capital goods
primarily in the field of mechanical engineering, electrical engineering,
vehicles, products of chemical industry.

Gravitation models of cooperation are well supported by both quan-
titative and qualitative, and export-import structure of foreign trade of
individual countries, such as derivatives of the international division of
labour, and acquire their growing attraction due to high per capita income
in separate markets, and due to the size of these markets. In view of
this cooperation the question could be put in following aspect: how much
closeness or distance between the two countries affect their external trade
taking into account not only the distance factor, but also other parameters
such as market access (tariff and other restrictions) or cultural, linguistic
and institutional differences.

Based on the above data one could pose a question to institutional
organizations responsible for economic policy whether they deal with a
targeted stimulation of export development in the already relatively well-
functioning or in a relatively random directions or in completely new direc-
tions, which could lead to some benefits from the international division of
labour in the future.

Conclusions

1. Regaining the independence and joining the world market and later
the EU has been of crucial importance for Lithuania. However, economically
the former position of Lithuania (“a strong one among week ones”) proved
to be vulnerable because of the striking contrast between the difference in
the technological level of the Western and Soviet Union industries.

2. Lithuania faced a difficult task to adapt itself to its new role of
“the weakest among the strong ones”. The country had to find its new
place — become an appendage of the new leaders, to find resources, ser-
vices, products that could be demanded in this new, mighty, intensive,
universal, highly adaptive economic world. Therefore, becoming an append-
age which psychologically could be seen as degradation, in fact proved to
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be a very difficult challenge for the country and the only way to be included
into international cooperation.

3. Only after successful joining the world market in the role of its
“appendage” the “jump” to a leading position could become possible for
Lithuania.

4. Analysis of trends in Lithuanian export show that despite all pro-
gress Lithuania is still on the beginning of adaptation its economy to new
economic space. This causes current competitiveness problems, which, in
line, brings many problems for country’s economy and its population.

Nevertheless, there are several points mitigating this painful transition
and re-adaptation: remnants of the former strong position of Lithuania on
the East market and the “local stability effect” — traditional, “next-door”
economic relations with other Baltic countries, especially Latvia.

5. Lithuania still preserves some remnants of its further strong po-
sition in the Eastern market. This is a very important point helping Li-
thuania to stand in a new challenging economic situation and making
its restructurization less painful. However, this seems to be a temporary,
transitional privilege, gradually decreasing with the increasing ability of
Western economies to work with Eastern market.

6. Next-door Baltic countries, especially Latvia, imply an important
and long-standing factor providing additional “local stability” effect and
mitigating difficulties of structural change.

ITPOB/IEMBI (INTOBCKOM 3KOHOMMKWU B CICTEME
MEXKAYHAPOAHOI'O PASAEAEHNA TPYAA

Peswome

B crarbe 06CyKaaeTcs HoBas SKOHOMMYeCKas CUTyalus, B KOTOPO¥ [IuTBa
CTONKHYAACh TOCAE MPOBO3IIANIEHNA ee He3aBUCUMOCTY Y TIPUCOEINHEHUA K
EBporeiickoMy coto3y. CTpaHa OKa3asnach B HOBOM dKOHOMUYECKOM MPOCTPaHC-
TBE, KOTOpPO€ B KOPHE OTAMYAA0Ch OT COBETCKOro. I[Ipeablayias 3KOHOMUIeC-
KasA MO3UIMA (IMTBHl Obla «CUABHBIN Cpean c1abbix» — (IUTBa Oblaa OZHOM
u3 Hamboaee pa3BUTBHIX ¥ 3KOHOMMYECKU AMAMPYIOIMNX pecrnyOank ObIBIIEro
3KOHOMMYECKM OTCTanoro CopeTckoro Corosa. 3To 06yCa0OBUIO U CTPYKTYDY ee
3KOHOMMKM, B KOTOPO! 3HAYMTENbHYI0 YacTh 3aHUMAIU HayKoeMKMe Tpou3-
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BO/CTBa. B HOBOM 3KOHOMMYECKOM TPOCTPAHCTBE (IMTBA 3aHUMaeT (110 KpaliHein
Mepe BPEMEHHO) MPAMO MPOTUBOIOMAOKHYIO MO3ULIMI0O — OAHON U3 HaMMeHee
pasBUTHIX cTpaH EBponeiickoro Coto3a.

B cuay aToro cTpaHa CTOAKHYyach C TPYAHON 3aAavell — MOMHOCTBIO Te-
PECTPONUTH CBOIO YKOHOMMKY — 13 3KOHOMMYECKOIO AMaepa IMPeBPaTUTHCS B
«IIPUAATOK» YKe CYIEeCTBYIOIMX, HeCpaBHEHHO 60/ee MOITHBIX 3KOHOMUYECKUX
anaepoB. bes pelenus 3Toil 3a4a4M CTpaHa He CMOKET BKAIOUYUTHCA B MEKIY-
HapoaHOe pa3aeneHne Tpyda. be3 aToro oHa He pelnT CBOMX IKOHOMUYECKUX
npo6aemM U AUIIUTHCA BCAKON HadeKabl B OyaylieM BOCCTAHOBUTD CBOIO MO3U-
LMIO OAHOW U3 Pa3BUTBIX COBPEMEHHBIX CTPaH.

Ha ocHOBe aHaaM3a IKCIIOpTa YTOYHAETCA HBIHEIHAA CUTyauusa (INTBHL.
[ToKa3blBaeTcd, YTo 1) HaauIo ABHBIN MPOTPecc BO BKAIOYEHUU IKOHOMUKMU
(IMTBBI B HOBOE 3KOHOMMYECKOE NPOCTPAHCTBO; 2) CTpaHa IOCTENEHHO OCBau-
BaeT CBOI0 HOBYI0 9KOHOMMYECKYIO PO/Ib — IePeKI0Iasch Ha MPOAYKINIO XOTh
M HE CTOAb HAYKOEMKYIO M IPEeCTUKHYIO, HO TpeOyeMylo B HOBBIX YCAOBUAX;
3) 0AiHaKO ajganTalya dKOHOMUKM K 3TON HOBOM NMO3ULMM IIPOUCXOAUT Me/AeH-
HO, 4TO I€KUT B OCHOBE MHOTMX TPYAHOCTEN, KOTOpBIE NepekuBaeT CTpaHa;
4) OCTATKM CTApOM MO3UIUM HA BOCTOYHOM PBIHKE U «CTAOUAU3UPYIOIIMIA 10-
KaabHBI 3 (PeKT» — yCTOMUMBBIE CBA3M B BAaATUIICKOM peruoHe BBICTYIIAOT B
poau BaxHOro hakTopa, CMAryammero 601e3HeHHOCTb aanTalyy 3KOHOMU-
YeCKOW CTPYKTYPHI (IMTBBI K HOBOW 3KOHOMMYECKOW MO3ULIMN.

Karuessvle caosa: (IMTBa, IEPECTPYKTYPUPOBaAHNE SIKOHOMUKY, KOHKYPEHTHOCTD
HaIMIOHANbHOM 9KOHOMUKM, IKOHOMMYECKas CUTyalus CTpaHbl, EBponencKkuit
Coroa.



PROBLEMS OF ADOPTION OF THE EURO
IN THE BALTIC COUNTRIES

Gediminas Davulis and Linas Sadzius
Mykolas Romeris University, Lithuania

Abstract

The article analyzes the possibilities of Latvia and Lithuania to adopt the euro,
which is one of most important tasks of the economic policy in these countries.
The international importance of the euro, the advantages and disadvantages of a
single currency are discussed. The strategy of the adoption of the euro in Lithuania
is presented. The analysis based on the data of Eurostat database shows that both
Lithuania and Latvia may become the eurozone member states if they first will
cope with financial problems at their governments.

Keywords: currency, euro, European Monetary Union.

Introduction

The foundation of the European Union (EU), as a result of the Euro-
pean integration process, is one of the most politically and economically
significant processes in the entire history of Europe. The establishment
of the European Monetary Union (EMU) and the introduction of the euro
ended the currency integration process which had lasted for 50 years. The
euro became the key axis of integration. In the contest of the international
monetary system, formation of the EMU is perhaps the most important
event since the failure of the world monetary system that functioned on the
basis of the Bretton Woods Agreement. The first year of the functioning of
the euro showed that the single currency stabilized the fluctuation of
interest, price, and exchange rates in the complicated environment of eco-
nomic globalization. On the other hand, adoption of the euro is significant
not only in economic and political, but also in psychological terms. National
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currency is an important symbol of national sovereignty. Voluntary transfer
from national currency to the euro shows the strengthening of the general
European identity.

Adoption of the euro and joining the EMU remains one of most im-
portant tasks of the economic policy in Lithuania. It has been anticipated
that Lithuania and Slovenia should become eurozone countries since
1 January 2007. However, by that moment, the inflation rate in Lithuania
slightly exceeded the set limit (0.1 %), and Slovenia alone joined the EMU.
Thus, the adoption of the euro in Lithuania was postponed. When on
1 January 2007 Lithuania was expected to join the EMU, the eurozone
already comprised 12 EU Member States. In the same year, Slovenia and
later on Cyprus, Malta, Slovakia and Estonia joined the EMU; today it
unites 17 EU Member States.

In order to select the proper strategy for integration into the EMU, it
is important to analyze the experience of the countries that successfully
joined the EMU. Since the experience of functioning of the EMU is not
so rich, more discussions on this point are expected in the future. The
ways the adoption of a single currency can affect country’s economy was
investigated by Benjamin (2007)!, Duisenberg (2002)2, Galati (2004)3,
Gaspar (2004)4, Greenspan (2001)5, Rose (2001)°, Shalder (2005)7 and other
authors.

The purpose of the article is to discuss the possibilities of the adop-
tion of euro in Lithuania and Latvia with reference to other countries that
successfully joined the EMU.

Benjamin, C. Enlargement and the international role of Euro. Review of International
Political Economy, 14, 2007.
Duisenberg, W. The Euro as a Catalyst _for Integration and Competition in EMU. Vienna,
2002.
Galati, G., Tsatsaronis, K. The impact of the Euro on Europe’s Financial Markets. Financial
Markets, Institutions and Instruments, 12, 2003.
Gaspatr, V. The transformation of the European Financial System. Millenium BCP Bankers
Seminar. Lisboa, February, 2004.
5 Greenspan, A. The Euro as an International Currency. Remarks by Chairman of the Board
of Governors of the Federal Reserve System, before the Euro 50 Group Roundtable. Wash-
ington, 30 November 2001.
Rose, A., Engel, C. Currency Unions and International Integration. CEPR Discussion Paper
No. 2659, 2001.
Shalder, S. Drummond, P., Kuijs L. Adopting the Euro in Central Europe. Challenges of the
Next Step in European Integration. Occasional Paper, No. 234. Washington, IMF, 2005.

N}

©w

IS

o

<

93



Increase of euro’s international weight during
the pre-crisis period

From the very adoption until the rise of the world financial and eco-
nomic crisis, the euro has held a firm position among other currencies.

Having replaced the national money of most EU states, the euro
was continuously gaining strength and became one of the most impor-
tant international currencies in the world. At present the euro can be
regarded as the world’s second currency, successfully competing with the
USA dollar. The role of the euro as a basic and reserve currency is also
increasing. The euro being the basic currency, a wide spectrum of cur-
rency regimes is possible. One way or another, about 30 non eurozone
states have associated their currency with the euro8. Thus, an outcome
of the establishment of the EMU is euro’s internationalization. An ob-
stacle for a more rapid spread of the euro is the so-called “snitching
cots”, i.e. consumption of time and money in the transition to another
currency.

Introduction of the euro was a powerful stimulus for the development
of finance markets. The single currency made it possible to optimally
distribute the capital in the eurozone. Due to this, more participants could
make use of a larger number of financial means, because in smaller states
with different money there is no possibility to form the sufficient critical
mass of using definite financial means.

One of the major advantages for countries joining the EMU is a positive
effect of trade expansion, i.e. the so-called Rose effect®. Andrew Rose has
defined that trade flows between country pairs that belong to the monetary
union are on the average 100% greater than among the EU countries not
belonging to the monetary union. Noteworthy is the fact that trade growth
stimulates the economic growth as well. It has been established that trade
increase in the country by 1% determines an increase of the gross domestic
product by 0.33%°.

By eliminating the exchange rate indetermination, the single currency
diminishes the risk and determines thereby a lower rate of real interest. The
decreasing rate of interest, in its turn, stimulates economic growth. Notably,
integration into the eurozone will provides superiority to a country, i.e. an

8 Benjamin, C. Enlargement and the international role of Euro. Op. cit.
9 Rose, A., Engel, C. Currency Unions and International Integration. Op. cit.
10 Shalder, S., Drummond, P., Kuijs, L. Adopting the Euro in Central Europe. Op. cit.
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opportunity to actively represent its own economic interests by participat-
ing in the EU economic decision making. The remaining EU countries have
little possibilities to influence these decisions.

One of the arguments against the adoption of the euro is based on the
Balassa-Samuelson effect, which means the growth of inflation within the
country. In estimation of the International Monetary Fund, the Balassa-
Samuelson effect can increase inflation by 1-2% in the EU states (Shalder,
2005)11,

The countries that pursue the classical monetary policy will lose this
independent economic policy means after joining the EMU. The Central
European Bank pursues the monetary policy with regard to the situation of
the entire eurozone without stressing particularities of separate countries.
Therefore, the common monetary policy can be regarded optimal in respect
of separate countries.

If the majority of Eastern European countries were accepted to EMU
today, they would not avoid of the price “shock “, i.e. a fair jump of prices.
Even the most developed West Eastern countries, e.g. Germany have not
avoided a certain increase in prices, though it was not considerable. Psycho-
logical factors are also of utmost importance for the adoption of the euro.
Just like the national anthem or flag, the national currency is perhaps the
most vivid indication of sovereignty. Loss of a right to issue the national
currency can form a negative attitude of population to the adoption of the
euro.

In summary we can affirm that, in terms of economics, the adoption
of the euro undoubtedly causes more positive than negative effects.

Strategy on the adoption of the euro in Lithuania

Strategy on the adoption of the euro in Lithuania was prepared on the
basis of the experience gained by the countries that underwent successful
adoption of the euro. The society of various countries, which adopted or
pursue the adoption of euro, were or are fearfully concerned with the leap
in prices that may possibly be determined by the adoption of the euro. The
case of Germany proved that such fear is too far overdone.

Despite that Germany is one of the most powerful European states,
having a developed economy, fears regarding the adoption of the euro were

1 Jbid.
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not avoided. Most people expected an abrupt rise in prices, though economi-
cally such fears were not grounded. In fact, statistical data indicated a
certain rise in prices after the adoption of euro in Germany, but it was not
so large as perceived by the mass media and residents themselves. Besides,
the rise in prices was conditioned also by other factors not related with
the adoption of the euro!2. The adoption of the euro had some influence
on prices of several services and commodities; however, no notable influ-
ence on the common price index of users was observed. Other factors, not
related to the adoption of the euro, were much more significant. These are:
reform of ecological tax in 2002-2004, health care reform in 2004, the
growth of fuel prices in 2002-2006, rise in the price for energy products
and food.

Psychological issues also must be considered in estimating the adop-
tion of the euro as a factor of price rising. People subjectively estimate
information on a certain economic phenomenon, which not necessarily
corresponds to facts. Users tend to notice and stress price growth rather
than price fall or its stability. With regard to that, the Federal Statistical
Office of Germany decided to follow the honesty principle, i.e. to present
objective information to the society about changes in the price index,
inflation level, etc. This strategy of communication proved to be good and
has been accepted in the international arena.

Under Resolution No. 592 of the Government, dated 30 May 2005,
the Coordination Commission on the Adoption of the Euro in the Republic
of Lithuania was formed with the aim to ensure proper preparation for
the adoption of the euro in Lithuania. To this end, seven working groups
were formed that prepared the National Euro Adoption Plan and the Public
Information and Communication Strategy on the Adoption of the Euro of
Lithuania.

In 25 April 2007, the new Resolution of the Government of the Republic
of Lithuania, “On the Approval of the National Euro Adoption Plan and
the Public Information and Communication Strategy on the Adoption of
the Euro of Lithuania”, came into force. As laid down in the National Euro
Adoption Plan, the primary aim is to identify the main elements and means
of euro adoption in the Republic of Lithuania that would ensure protec-
tion of consumer interests, smooth litas replacement by euro and public
information. The National Euro Adoption Plan establishes the principal euro

12 Davulis, G. Problems of the adoption of the euro in Lithuania. /ntellectual Economics.
Scientific Research Journal, 2(6), 2009.
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adoption elements, schedule and procedure thereof. It sets out the legal
framework for euro introduction in Lithuania, as well as the institutional
framework, currency exchange means and provides the instruments to be
implemented in various sectors.

The National Euro Adoption Strategy is based on the following prin-
ciples. The principle of continuity shall mean that all the documentation
with reference to litas will remain valid for the period of validity after the
replacement by the euro. The value in litas will mean the value in euro
established in accordance with the irrevocable litas conversion rate against
euro. Protection of consumer interests: taking up all and any means to
prevent any abuse in reviewing prices, salaries, pensions, social protection
benefits, etc.

Another important document in pursuit of euro adoption is the Public
Information and Communication Strategy on the Adoption of the Euro of
Lithuania. To avoid the shock after euro adoption, regular public informa-
tion on decisions, stimulation of its citizenship and activeness in public
life are of high importance. The primary aim of this Strategy is to help the
society to prepare for euro adoption. This Strategy foresees informing of
the public on euro introduction and factors related thereto. With reference
to their competence, institutions concerned must provide to the society all
the information on any aspects concerning euro adoption.

Thus, the formation of the Strategy on the Adoption of the Euro of
Lithuania has taken into consideration also the experience of foreign coun-
tries that have already adopted euro.

Assessment of possibilities to introduce the euro
in Lithuania and Latvia

Since 1 January 2011, Estonia has become the 17th eurozone member.
Lithuania and Latvia are also determined to introduce the euro start-
ing from 2014 onwards. Such a scenario would seem absolutely real and
feasible considering the fact that the Estonian economics cannot be ob-
jectively regarded as being much more superior to the economics of the
abovementioned countries. However, one must admit here that Estonia
did manage to maintain its financial discipline at the level likely to be
envied by other countries with much greater economic power. In 2009, the
Estonian budget deficit stayed as low as 1.7% of the gross domestic product
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(GDP), as compared to Germany (3.3% of GDP), France (8% of GDP), Great
Britain (12% of GDP), Greece (13% of GDP). The EU average of budget deficit
constituted 6.8% of GDP and the respective rate in eurozone was 6.3 per
cent. Even though the Estonian budget deficit amounted to 2.2% of GDP
in 2010, it still did not exceed the limit of 3% of GDP, in this way satisfy-
ing the Maastricht criterion. Moreover, Estonian foreign debt constitutes
only 7% of GDP, which is substantially less than is required for a country
to be accepted to the eurozone. Therefore, Estonia is one of the few EU
countries satisfying the monetary union criteria. The most important fac-
tors which subsequently led to such remarkable achievements were a well
thought-out economic policy, concentration of all national political powers
upon a common aim and, as already mentioned, strict financial discipline.
The support, which Estonia receives from the Nordic countries, cannot be
underestimated either.

On the other hand, Estonian economics is only able to secure Estonian
citizens with the standard of living that does not considerably exceed the
quality of living in the other two Baltic States and takes a significantly
lower place in comparison with, for example, standard of living in Ire-
land, currently a very problematic EU country. A statistic Irish person
earns as much as 33 000 euro per year on average, whereas his Estonian
counterpart’s income per year constitutes approximately 9 200 euro. In
Ireland, an unemployed person is entitled to receive a 800-euros-allowance
plus the same amount of money is allocated for the keeping of his/her ac-
commodation, whereas in Estonia only 67 euro per month are guaranteed
for unemployed people. One of the most acute problems in Estonia (as in
Lithuania) is emigration. If we take only the construction sector in Finland,
as many as 30 000—40 000 Estonian workers have integrated there. Accord-
ing to data announced in 20103, approximately 130 000 people have left
the country over the recent years. This means a huge number of inhabitants
for such a small country, while Ireland, currently undergoing hard times,
does not regard emigration as a serious problem anymore.

One might presume here that the adoption of euro will enable Estonia
to cope more effectively with its problems. Alongside with the advantages
brought by the euro, as discussed above, euro will give to Estonia a higher
status in the face of other European countries and will probably attract
much more attention from foreign investors. The latter factor might be

13 http://www.stat.ee/
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beneficial for the other Baltic countries as well since Lithuania, Latvia and
Estonia are often regarded by investors as one single region.

The state of play in the global economics that has been ameliorating
over the recent years will facilitate the improvement of macroeconomic
factors of Lithuania and Latvia, thus bringing them closer to the euro. The
EU market continues to be of high interest for the Baltic countries, even
though its growth rates are not very impressive. According to the estima-
tions of the European Commission, the annual percentage change in real EU
GDP will not reach 2% in 2011, repeating the same scenario of 2010. Such
a situation facilitates the growth of export from the Baltic countries. For
a number of years, the Baltic States were marked by a considerably faster
economic growth than other EU countries, however, as the global trade
shrank as a result of world economic crisis, the export-oriented economics
of the Baltic States plummeted to an all-time low: in 2009, the real GDP
of these countries decreased by 14-18% (14% in Estonia, 17% in Lithuania
and 18% in Latvia) as compared to 2008 data.

All the three countries — Lithuania, Latvia and Estonia — are coping
with the problem of emigration. If emigration processes are not suppressed
in these countries, they will face serious economic problems in the future
as the demographic situation there is quite poor. Moreover, in spite of
intensive emigration, unemployment has become a serious and large-scale
problem in the Baltic countries. According to the date of Eurostat!4, the
unemployment rate in these countries has reached unprecedented heights
and now amounts to 14-18 %. It is not likely that any considerable changes
would take place in labour markets of all countries concerned in this year
either.

In 2010, the Baltic countries underwent inflationary pressures from
abroad determined by the growth of prices of raw materials, energy supplies
and grain in world exchanges. However, these pressures did not provoke
any substantial price growth. The rate of inflation was 0.8 % in Lithuania,
whereas Latvia even had deflation. Still, bearing in mind the fact that, in
comparison with the EU average, common price level in the Baltic States
is quite low (75 % in Latvia, 68 % in Lithuania), it might be presumed that
inflation in the Baltic States will be faster than in the eurozone. Therefore,
in order to introduce the euro, these countries will have to cope with
another serious problem and take steps to reduce inflation rate.

14 http://www.ec.europa.eu/eurostat
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In 2010, the Baltic countries had already shown some signs of re-
covery in their economies. It is only in Latvia that the recession of econ-
omy remained considerably high, reaching approximately 4% in the first
half-year of 2010. Meanwhile, Lithuanian economy developed margin-
ally and the recovery of economy is largely influenced by the growth of
export.

Among the Baltic countries, Estonia is likely to be the most attractive
one to foreign investment. Direct foreign investment in Estonia was increas-
ing even during the years of recession, and in 2009 it reached almost 9%
of GDP. Despite the slight decrease in direct foreign investment in Estonia
in 2010, it still exceeded 8% of GDP. Meanwhile, direct foreign investment
into the Latvian and Lithuanian economy was likely to decline (from 3.8%
of GDP in 2008 to 0.3% of GDP in 2009 in Latvia and from 3.9% of GDP in
2008 to 0.9% of GDP in 2009 in Lithuania) and in 2010 it reached negative
values.

Like many other EU countries, the Baltic countries are facing the
budget deficit problem: proportion of fiscal deficits to GDP largely exceeds
the limit of 3% prescribed by the Treaty of Maastricht. In 20009, this figure
amounted to 9.2% in Lithuania and 10.2% in Latvia, while estimations of
their fiscal deficits for the year 2010 relate to 7-8% of GDP. Information
regarding government debt is not satisfying either. On 1 July 2010, the
proportion of government debt to GDP was equal to 43% in Latvia and
34% in Lithuania and these figures satisfy the Maastricht criterion (60 per
cent), but they were increasing very fast in the last two years. So the Baltic
countries striving for the adoption of the euro will have to face a difficult
task, i.e. reduce their fiscal deficits to the permissible limit.

Thus, the situation in Lithuania and Latvia is not easy. The internal
market in Lithuania is underdeveloped with no visible signs of its recovery,
loan granting for business purposes is absolutely dependent on foreign
banks, and foreign investments seem to be insufficient. Though Lithua-
nia’s government debt falls within the permissible limits and is much less
than prescribed by the Treaty of Maastricht, its repayment might cause a
number of problems, bearing in mind the insufficiently developed internal
market and lack of investment that could contribute to a strengthened ef-
ficiency of production processes. The reduction of fiscal deficit is another
and equally serious problem. The country’s situation is also burdened by
emigration leading to the depletion of qualified staff resources. The most
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important economy recovery factor in this country is export and Lithuania’s
competitiveness in foreign markets.

The situation in Latvia is similar to the situation in Lithuania — re-
cession of economics is very severe, internal market is poorly developed,
like in Lithuania, budget deficit is high and emigration is reaching a large
scale. However, the gap between Latvia and Lithuania can be surmounted
and filled in and it is very likely that both countries will adopt the euro
at the same time. Latvia’s advantage is that it pays much less interest for
the loans granted by the International Monetary Fund as compared to
Lithuania.

With reference to the above, Estonia deserved its accession to the
EMU for it seems to be in a markedly better position than Lithuania and
Latvia according to the key indicators. Among the Baltic States, Estonia is
most attractive to investment, it has the most effective public sector, the
situation of public finances does not face any problems and its economic
policy is coherent. From other points of view, Estonia only slightly differs
from the other Baltic countries.

Conclusions

The following conclusions can be drawn from this analysis. During a
comparatively not long period of its existence, the euro has become a power-
ful steady and reliable international currency. Therefore, entry into the
EMU and adoption of the euro will bring more possibilities and economic
benefits than losses to the countries.

Both Lithuania and Latvia may also become the eurozone member
states. However, they should firstly cope with financial problems at the
government, which is far from being an easy task to deal with. On the
other hand, these countries ought to reanimate and develop their internal
markets, as well as modernize the production process with a view to all
state of the art technologies.
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EURO JVEDIMO PROBLEMOS LIETUVOJE

Gediminas Davulis, Linas SadZius

Santrauka

Straipsnyje nagrinéjamos galimybés jsivesti eura Lietuvoje ir Latvijoje, kas
yra vienas svarbiausiy ekonominés politikos uzdaviniy Siose Salyse. Aptariama
euro tarptautiné reikSmeé, bendros valiutos privalumai ir trikumai. Pateikiama
euro jvedimo strategija Lietuvoje. Atlikta analizé parodé, jog tiek Lietuva, tiek
ir Latvija turi galimybiy jsivesti eura ir tapti euro zonos narémis, taciau tik tuo
atveju, jeigu joms pavyks susidoroti su tikrai nelengvomis problemomis. Be
pirmaeilio uzdavinio — sumazinti biudzeto deficita iki Mastrichto Kriterijaus
reikalaujamy riby, Sioms Salims bitina atgaivinti vidaus rinka ir padidinti
Salies konkurencinguma, atnaujinant ir modernizuojant Salies Gkj.

ReikSminiai ZodZiai: valiuta, euras, Europos pinigu sajunga.
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REGULATION OF INSURANCE MARKET
IN LITHUANIA: EFFORTS TOWARDS
THE OPEN MARKET

Tomas Talutis
Mykolas Romeris University, Lithuania

Abstract

This article seeks to analyse the experience of Lithuania after the new regulation
in insurance sector was implemented according to which insurance undertakings
of other European Union (hereinafter, the EU) Member States acquired the right
to engage in insurance activity in Lithuania. The article shows the possibilities
for insurance undertakings of other EU Member States to act in Lithuanian insur-
ance sector, analyses the problems that were caused by efforts to create the open
insurance market in Lithuania, and advantages and disadvantages of such process
that may be seen until now.

Three possibilities having insurance undertakings of other EU Member States
are discussed in the article: the right to establish a subsidiary undertaking, the
possibility to provide services on the cross-border basis and the right to establish
a branch in Lithuania.

The author comes to the conclusion that despite the fact that some problems
were caused by trying to create a really open insurance market in Lithuania, the
overall impact of the possibility of insurance undertakings of other EU Member
States to act in Lithuania is more positive than negative.

Keywords: the open insurance market, the right to provide insurance services, the
right of establishment in the insurance sector.

Introduction

Before Lithuania joined the EU, there were just a few possibilities to
insurance undertaking of other EU! Member States (other than Lithuania)

1 References to other EU Member States in this article include references to the European
Economic Area Member States.
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to engage in insurance activity in Lithuania. These possibilities in principal
were related only to the insurance of large risks. However, the situation
dramatically changed when Lithuania joined the EU and implemented
EU legislation (EU directives) in insurance sector. Since then insurance
undertakings of other EU Member States have a wide access to the Lithua-
nian insurance market. Paragraph 1 of Article 3 of the Law on Insurance
of the Republic of Lithuania2 provides that the following subjects should
have the right to engage in insurance activity in Lithuania:

1) insurance undertakings — public companies, private companies,
and European companies (Societas Europaea) established in the manner
prescribed by laws of Lithuania and which have obtained a licence to
engage in insurance activity according to the procedures set out in the
Law on Insurance;

2) insurance undertakings of other EU Member States, exercising the
right of establishment and (or) the right to provide services;

3) branches of insurance undertakings of foreign countries established
in Lithuania having a licence to carry on insurance activity as branches
according to the procedure prescribed by the Law on Insurance.

Moreover, Article 56 of the Law on Insurance provides that insurance
undertakings of other EU Member States should have the right to establish
subsidiaries, provide services or establish a branch in Lithuania.

Establishment of subsidiaries

The right to establish subsidiaries means that the insurance under-
taking of other EU Member State has the right to establish the subsidiary
insurance undertaking in Lithuania. It is important that such establish-
ment should obey the same rules as those applicable to all other insurance
undertakings established in Lithuania. This means that subsidiary insur-
ance undertakings should be established in line with the requirements of
Lithuanian company law, should obtain the licence from the Lithuanian
Insurance Supervisory Commission (hereinafter — the LISC)3, should fol-
low all organisational and operating requirements, are supervised by the
LISC, etc.

2 Law on Insurance of the Republic of Lithuania (Lietuvos Respublikos Draudimo jstatymas)
No. [X-1737 dated 18 September 2003, as amended.

3 The Lithuanian Insurance Supervisory Commission is the state institution which supervises
insurance activities in Lithuania.
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It should be noted that such a possibility to engage in insurance
activity in Lithuania was also before Lithuania joined the EU. The right to
establish the subsidiary insurance undertaking actually does not give any
advantages in comparison with the situation as it was before Lithuania
joined the EU.

The right to provide services

Another option for insurance undertakings of other EU Member States
may be the possibility to exercise the right to provide insurance services
in Lithuania without any establishment therein (cross-border provision
of insurance services). Article 57 of the Law on Insurance stipulates that
insurance undertakings of other EU Member States should have the right
to start providing services in Lithuania upon the receipt by the LISC from
the competent authority of the Member State, in which the insurance un-
dertaking is established, of documents which must be submitted by this
authority to the LISC in accordance with the legal acts of that EU Member
State and upon meeting other conditions stipulated by this Law.*

This option to engage in insurance activities in Lithuania means that
insurance undertakings of other EU Member States can in the simplest way
start providing insurance services in Lithuania, i.e. there is no need to
undergo a very complicated and lengthy licensing procedure in Lithuania.
There is only one thing that an insurance undertaking of other EU Member
State should do: to notify its “home” supervisory authority®> about the
intention to provide insurance services in Lithuania. After that the “home”
supervisory authority provides certain information and documents to the
LISC, and upon the receipt of such information and documents by the
LISC the insurance undertaking has the right to start providing insurance
services in Lithuania.

Talking about the right to provide insurance services, it should be
taken into account that the possibility for insurance undertakings of other
EU Member States to provide insurance services in Lithuania should not
give the right to insurance undertakings of other EU Member States to
assign a person subordinate to instructions and control of the represented
undertaking who will be in Lithuania permanently or for a long period
4 Such a procedure also in known as a “notification procedure”.

5 The home supervisory authority means the competent authority of that Member State where
the insurance undertaking is established and authorised.
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of time and who has been empowered to establish the rights and obliga-
tions for insurance undertakings of other EU Member States with regard
to third parties (Paragraph 5 of Article 57 of the Law on Insurance). This
means that the right to provide insurance services on the cross-border
basis is a suitable option only for those insurance undertakings of other
EU Member States which intend to engage in insurance activity in Lithua-
nia temporally (on non-permanent basis), from time to time, by making
just few insurance contracts with few clients, etc. If, however, the in-
surance undertaking intends to provide insurance services in Lithuania
on a permanent basis, another option should be used (establishment of
the branch).

The right to establish the branch

Similarly as in the case of cross-border provision of insurance services,
before the establishment of the branch insurance undertakings of other EU
Member States should undergo the notification procedure. Paragraph 1 of
Article 58 of the Law on Insurance provides that an insurance undertaking
from other EU Member State should have the right to establish the branch
and commence its activities in Lithuania in two months after the “home”
supervisory authority of the insurance undertaking informs the LISC about
the intention of the insurance undertaking to establish the branch in
Lithuania and provides the information and documents which the “home”
supervisory authority must provide to the LISC in accordance with the legal
acts of that Member State. The LISC must inform the “home” supervisory
authority about the conditions applicable to the activities of branches of
insurance undertakings of other EU Member States in Lithuania precluding
breaches of public order.6

Similarly as in the case of cross-border provision of insurance services
in the case of establishment of the branch there is no need of undergoing
a very complicated and lengthy licensing procedure in Lithuania. This is
one of most significant differences (and an advantage) in comparison with
the situation when insurance undertakings established outside the EU
intend to open the branch in Lithuania. In the latter case such insurance
undertakings should obtain the licence for provision of insurance services

6 The list of the provisions stipulated to protect the public order is published on the internet
site of the LISC: http:/www.dpk.lt/en/teises.legal.php.
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in Lithuania, as well as follow quite strict requirements applicable to such
branches.”

It should also be noted that the procedures set out in the Law on
Insurance regarding establishment of branches of insurance undertak-
ings of other EU Member States should be applicable to the agencies or
any other offices managed by the employees and persons of the founding
undertaking, who have a permanent or a long-term authorisation to operate
on behalf of the insurance undertaking. This means that even though an
insurance undertaking of other EU Member State has, in Lithuania, a small
office or agency, which are not established as branches from the company
law perspective, such an office or agency would be treated as a branch from
the perspective of the insurance law.

A specific case when an insurance undertaking of other EU Member
State would be treated as having a branch in Lithuania, from the insurance
law perspective (but not from the company law perspective), can be the
case of acting in Lithuania through tied insurance intermediaries.® Such
interesting and sophisticated acting should be followed by two groups of
requirements:

1) requirements applied to insurers;

2) requirements applied to tied insurance intermediaries.

Insurance undertakings of other EU Member States intending to en-
gage in insurance activity in Lithuania through tied insurance intermedi-
aries should follow specific main requirements:

— Firstly, the insurance undertaking should undergo the abovemen-
tioned notification procedure applicable for the establishment of the
branch.

— Secondly, before launching insurance activity in Lithuania, insur-
ance undertakings of other EU Member States must list tied insurance
intermediaries and include all its tied insurance intermediaries in this list,
manage that list and publicly disclose certain data of the list in accordance
with the legal acts approved by the LISC. An insurance agent might be
included into the list of tied insurance intermediaries only if he/she is of
good repute and qualified whereas an entity of insurance agents might be
included in such a list only if its employees who would provide insurance
mediation services are of good repute and qualified.

7 Those requirements are very similar to the case of insurance undertakings licensed in
Lithuania.

8 Atied insurance intermediary under Lithuanian law means an insurance agent (as natural
person) or entities of insurance agents (as legal persons).
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- Thirdly, when the insurance undertaking engages in insurance activ-
ity in Lithuania through tied insurance intermediaries, it must organise
professional training for the employees of the tied insurance intermediary
whose activities include provision of insurance mediation services.

— Fourthly, the insurance undertaking must ensure that the terms
and conditions of insurance contracts are in line with requirements of the
Lithuanian law, especially with the requirements set forth for the conclusion
and execution of insurance contracts, consumer rights protection, etc.

Another group of requirements applies to tied insurance intermediar-
ies.

— Firstly, under Lithuanian law, tied insurance intermediaries must
have the professional indemnity insurance cover. The sum insured should
be no less than € 1 120 200 per insured event and € 1 680 300 for all
insured events per year. The insurance cover must be valid across the
entire territory of the EU. A tied insurance intermediary must have insur-
ance cover throughout the period of mediation activities. However, there
are two exceptions when tied insurance intermediaries may not have the
professional indemnity insurance cover:

1) the insurance undertaking itself concludes the professional indem-

nity insurance contract insuring the tied insurance intermediary;

2) if the insurance undertaking, by concluding the contract with the

tied insurance intermediary, assumed the obligation to indemnify
the loss incurred due to the tied insurance intermediary’s default
or on inadequate discharge of the professional obligations.

— Secondly, a tied insurance intermediary must not be able to engage
in an insurance mediation activity on behalf and in the interests of other
insurance undertakings in relation to insurance contracts providing identi-
cal or similar insurance coverage.

— Thirdly, the tied insurance intermediary also must provide to the
clients the information specified by the LISC (information which should be
provided by insurance intermediaries according to EU Directive 2002/92/EC
of the European Parliament and of the Council of 9 December 2002 on
insurance mediation) and, prior to entering into an insurance contract,
also the information specified in the Law on Insurance, e.g. the legal form,
name, address of the insurance undertaking, the law which governs the
insurance contract, etc.

Summarising the possibility to exercise the right of establishment, it
should be noted that such a possibility is a very good alternative for insur-
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ance undertakings of other EU Member States which intend to engage in
insurance activity in Lithuania on the permanent basis, because this way of
activity enables to avoid the need to establish in Lithuania the subsidiary
insurance undertaking (with the consequences of licensing, complying with
the local regulation of insurance activity, etc.).

Advantages and disadvantages of the open insurance
market in Lithuania

Efforts towards the open insurance market in Lithuania gave certain
advantages and disadvantages in insurance sector.

The increased competition between insurance undertakings in Lithua-
nia might be stressed as a clear advantage. According to the data of the
LISC, at the moment there are about 400 insurance undertakings from other
EU Member States which exercise the right to provide insurance services
on the cross-border basis® and 15 branches!® of insurance undertakings of
other EU Member States!!. The increased number of insurance undertak-
ings which may offer insurance services in Lithuania creates the possibility
to policyholders to obtain a wide range of insurance services suitable for
them on the best conditions. Moreover, the insurance undertakings from
other EU Member States started to offer insurance services which previ-
ously were not offered in Lithuania, e.g. the Directors and Officers (D&O)
liability insurance services.

On the other hand, it may be seen that the open market brought also
certain disadvantages. After Lithuania joined the EU in 2004, a clear ten-
dency has developed showing that more and more insurance undertakings
established in Lithuania and owned by foreign insurance or finance groups
are transformed into branches. The LISC, in respect of such branches, has
very limited supervisory powers. Since the role of the branches of foreign
insurance undertakings is consistently increasing, the Lithuanian Govern-
ment (the Ministry of Finance) has raised serious concerns that the LISC
would have less supervisory powers, and consequently, Lithuania would
lose the control over the Lithuanian insurance market. This was one of

9 The list of such insurance undertakings is published in the internet site of the LISC:
http://www.dpk.lt/en/es_draudikai_beta.php.

10 One branch announced a termination of its activities as of 1 January 2011.

11 The list of branches is published on the internet site of the LISC: http://www.dpk.lt/en/
drinkos.draudikai2.php.
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the reasons why Lithuania, by adopting the Solvency II Framework Direc-
tive, has strongly supported the idea that the local supervisors should
have more rights and obligations in respect of supervision of insurance
or finance groups.

Further, increased competition in the insurance sector led to the situ-
ation when small Lithuanian insurance undertakings went to bankrupt.!2
To this end it might be mentioned that even in 2010 a bankruptcy case
was opened against a previously well-known insurance undertaking in
Lithuania. There are some concerns that other relatively small Lithuanian
insurance undertakings owned by local individuals or legal entities might
also face similar problems.

Moreover, there are some concerns that insurance undertakings of
other EU Member States will dominate over the Lithuanian insurance mar-
ket, e.g. already at the moment there are 15 branches of insurance under-
takings of other EU Member States and only 12 insurance undertakings!?
licensed in Lithuania. As the rule, the branches of insurance undertakings
of other EU Member States have not so strong and close relations with
Lithuania as insurance undertakings established in Lithuania. This may
lead to the situation when insurance undertakings of other EU Member
States will not take into account the economical situation of Lithuania and
will act contrarily to the needs of economy.

Summarising the advantages and disadvantages of the new regulation
in insurance sector!4, it should be mentioned that despite the fact that some
problems were caused by trying to create a really open insurance market
in Lithuania, the overall impact of the possibility of insurance undertak-
ings of other EU Member States to act in Lithuania is more positive than
negative.

12 According to public available data there are three Lithuanian insurance undertakings that
went bankrupt since 1 May 2004.

15 The list of such insurance undertakings is published in the internet site of the LISC:
http://www.dpk.It/en/drinkos.draudikai.php

14 New regulation means the regulation under which the insurance undertakings of other EU
Member State acquired the right to engage in insurance activity in Lithuania.
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DRAUDIMO PASLAUGU RINKOS REGULIAVIMAS
LIETUVOJE: PASTANGOS SUKURTI ATVIRA RINKA

Tomas Talutis

Santrauka

Sis straipsnis siekia atskleisti Lietuvoje susiklos¢iusia praktika po to, kai
Lietuva jstojo j Europos Sajunga ir jtvirtino nauja teisiniy santykiy draudimo
sektoriuje reguliavima, pagal kurj draudimo jmonés i$ kity Europos Sajungos
valstybiy nariy jgijo teise vykdyti draudimo veikla Lietuvoje. Straipsnyje yra
aptariami klausimai, susij¢ su kity Europos Sajungos valstybiy nariy draudimo
imoniy galimybémis vykdyti draudimo veikla Lietuvoje, taip pat parodoma,
kokias problemas sukélé Lietuvos pastangos sukurti atvira draudimo paslaugy
rinka Lietuvoje, iSskiriami Sio proceso privalumai ir trukumai.

Straipsnyje detaliau nagrinéjamos trys galimybés, kurias turi kity Europos
Sajungos valstybiu nariy draudimo jmonés vykdyti draudimo veikla Lietuvoje:
dukterinés draudimo jmonés steigimas, teisé teikti paslaugas nejsisteigus ir
teisé steigti filiala Lietuvoje. Be to, kaip viena specifiniy galimybiy yra anali-
zuojama situacija, kai kity Europos Sajungos valstybiy nariy draudimo jmonés
gali vykdyti draudimo veikla Lietuvoje naudojantis priklausomy draudimo
tarpininky paslaugomis.

Straipsnyje autorius padaro iSvada, jog nepaisant tam tikry problemy,
kurias sukiiré pastangos Lietuvoje sukurti atvira draudimo paslauguy rinka,
bendras poveikis, kurj galima pastebéti kity Europos Sajungos valstybiu nariy
draudimo jmonéms suteikus galimybes vykdyti draudimo veikla Lietuvoje, yra
labiau teigiamas negu neigiamas.

paslaugas, jsisteigimo teisé draudimo sektoriuje.
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THE POTENTIAL OF APARTMENT HOUSE
MANAGEMENT

Iveta Pukite
College of Law, Latvia

Abstract

The necessity of housing maintenance is stated because the country has a large
number of housing stock, which has to be successfully maintained to ensure its
sustainability. The aim of the article is to explore factors that hinder successful
organization of management of apartment houses, and factors that contribute to the
housing management, which dominate as novelties; also, to offer the introduction
of the “Kaizen principle” of housing management in the organization.

The main problems that hinder successful management of residential build-
ings are:

* Non-customer — persons who owns the property, not the service providers,
are often not knowledgeable about the service and “game rules” in the
property market sector;

* Apartment owners’ incompetence in the sphere of housing management;

* Household credit and a rapid increase in unemployment directly influence
the house managers;

* One of the factors undermining the payment discipline is the lack of disci-
pline of control and monitoring of payments.

As the housing management develops, a number of facts are released in the
regulation of new legislation, which contributes to the high quality of housing
management services. The promoting innovation factors in the country are: educat-
ing the manager, statutory mandatory minimum management activities which in
the Latvian legislation are provided for the first time, “Home Files” for carrying
out the requirement for a written management or agency agreement.

But there is also another aspect for successful implementation in the legisla-
tive framework: how well the building administrators are able to manage their
businesses through the introduction of all administration and management activi-
ties in their attractive homes. Consequently, the authors suggests building your
own business based on the Kaizen principle. This means — focus on continuous
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change, not to allow any excuse that prevents things from going forward, and
doing everything to make them happen, also every employee’s awareness and
empowerment of every employee.

For the management company to provide affordable and professional services
to residential apartment owners and users, regulatory compliance, management
of standard development and approval of the company, and Kaizen principles are
implemented as a first step, which would allow the company staff to give a complete
picture of the actions to be expected, of the results, and to determine levels of
responsibility of the staff.

Keywords: real estate, residential building management, owners, legal conditions,
Kaizen principle.

Housing management is needed because the country has a large
housing stock that has to be supported by constructing its sustainable
development. Whatever the framework of the housing fond tactics, one
of the key challenges is to create suitable conditions for owners at their
homes so that they themselves could improve the situation, by showing
their initiative. To reach this goal it is necessary that the improvements
will be sustained and that the improved housing situation will be secured
for a longer period. The national housing policy should provide adequate
conditions which includes reasonable legal conditions, available loans to
improve the housing stock as well as the existence of appropriate institu-
tions that can and are willing to support housing improvement.

Housing operation is the longest life cycle and management is the
only variable factor, which can affect it after the building has been put into
service. Solution of the project and the execution of works shall remain
as a static, constant value. House until its demolition or reconstruction
is operated as it is built. Whereas management of work is affected by the
extent to which consumers (owners, tenants) benefit from the manage-
ment within the limits of building construction. The more complex and
diverse buildings are built, the more important role is attributed to the
technical maintenance during the operation. Home longevity and comfort
level is largely determined by the technical work quality. Contemporary
environment for design and construction as well as new forms of housing
management require an appropriate level of technical facility maintenance
services that would be able to effectively execute the built environment of
economic and technical challenges.
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On 1 January 2010, in Latvia the Residential Building Management Act
came into force. Work on the drafting of this law lasted for several years,
starting from 2005. The law was designed with the objective to develop a
comprehensive framework for housing management, to cover any type of
housing stock (single-apartment, apartment, house denationalized, new
project).

The goals of the Residential Building Management Act are the fol-
lowing:

— to provide housing operation and maintenance (physical preserva-

tion over their lifetime), according to legal requirements;

— promote housing improvement over their lifetime;

— ensure each dwelling house management continuity;

— maintain and develop the residential environment as objects of

aesthetic value and, consequently, the environmental amenities;

— prevent the public and environmental safety risks during the opera-

tion of housing;

— improve housing management labour skills in order to improve the

management of the organization and efficiency.

The above Act provides housing management principles involved in
this process of mutual relations, rights, duties and responsibilities, as well
as national and local expertise in this area.

Successful work with the real estate requires complex knowledge.
It requires taking into account the dynamics of market development and
market analysis. You have to know what the real estate buyer and seller
wants, their interests, needs and beliefs. This allows increasing the sales
and efficacy of the real estate. Consequently, it is necessary to have a
professional staff, both managers and lawyers, who have an experience in
property management, as well as accountants, who focus on a particular
sector.

There are a number of factors that hinder successful operation of
the law.

The first factor — for private operators who wish to provide real
estate maintenance (administration and management) services on the
market to different owners the first problem is related to clarification of
all aspects of the service — what is the service?

Essentially, the second factor is the apartment owners’ incompetence
and vulnerability of the area of legislation. In Latvia, to a large extent, the
form of cooperation lacks confidence, due to the mentality of the people
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and their previous unfortunate experiences. There are very few positively-
minded people. One-dwelling residents have not only different financial
opportunities, social status, education level, but also different understand-
ings of life, they differ in mentality, ethnicity and age. Maintenance faces
apartment owners’ indifference, immunity and ignorance. We have not
developed housing joint maintenance culture.

The third factor — the current economic situation and solvency impact
maintenance. Already beginning from the late 2007, an everyday notion
of “economic crisis”, a “real estate bubble” has appeared. The causes and
consequences have already occurred and the reasons are broadly reflected
in the conclusions of economists, media and other information products.
Households in the credit and the rapid increase in unemployment directly
influence the house managers in house management service, and also,
maintenance is charged to basic necessities.

New project managers are in a most vulnerable situation. New-home
owners in 97% of cases have purchased homes through bank loans which
are pledged to the bank with the mortgage, which in case of money recovery
will leave the operator without the new-home. According to statistics, only
50% of apartments have been purchased to live there — others are owned
by brokers who did not manage to realize the project during the speculative
property market.

The fourth factor — debt recovery dynamics. One of the factors that
undermine the payment discipline is a lack of control and monitoring of
payments. Many maintenance companies have few actions concerning the
recovery of debts.

Real estate manager would not reflect the everyday lives of hard-
core apartment owners / tenants and their tasks, the available financial
resources, human resources, concrete and reasonable deadlines. Industry
is characterised by increasing uncertainty, a high level of stress and of
changes. In the management process it appears more and more often that
what the customer (apartment owner) had requested is not necessarily
what the customer wanted the most.

There are a lot of contributory factors that brought the Latvian housing
management novelty.

The first factor — a request for Governor’s education: the law provides
for an action when a self-possessed house is managed, it requires the
third professional housing management qualification level. By contrast,
managers who carry out other houses owned by management are subject
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to the fourth level of professional qualification certificate. Professional
standards require the profession of building administrator (with the theme
of education — Commerce and Administration, which is the fourth level
of professional qualification). The fifth level of professional qualification
results in a profession of a real estate economist (with the theme of educa-
tion — Commerce and Administration). Those who wish to acquire a third
professional qualification level for the management of their own home will
get a House Manager’s profession. Such development and implementation of
professional standards are rated positively, because it gives an opportunity
to bring the real estate owner the manager qualification.

The second factor — the law sets minimum management activities
in the Latvian legislation which are regulated for the first time. Those are:

e maintenance of residential buildings (physical maintenance) in
accordance with statutory requirements: health care; heating, cold
water and sanitation provision, as well as household waste; residen-
tial buildings at the existing facilities and communication survey,
maintenance and running repairs; residential home environment
as an object the request made to it; residential buildings for energy
efficiency, minimum requirements for enforcement;

e management of work planning, organizing and monitoring — man-
aging the work plan, including the maintenance of the plan, prepa-
ration of the draft budget for the preparation of financial accounting
organization;

e keeping of Home Files;

e agreement on the use of land attached to the closure of the land-
owner;

e provision of information to state and municipal institutions.

The overall record of the operations is a positive development because
it answers the question, what actions must be included in building man-
agement, and about the responsibility of any residential home owners,
co-owners and managers. In addition, owner of the apartment is responsible
for enforcement. And only in case these activities are transferred with an
authority to the manager, the responsibility of the failure passes to the
residential home manager.

The third factor — Home File. It is an establishment of a clear set of
maintenance of each dwelling house, which will provide an opportunity
to obtain information on the homes of owners and third parties, as well
as state and local government institutions, where their functions will
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require a home files section containing information. “Home File” assist in
arranging carriage house documentation of all quality documentation and
records of management activities, but a change of manager, or where the
owners themselves will decide to manage the house, will be relieved from
home file transfer process.

The fourth factor — maintenance or an agency contract. Residential
building management process improving the effectiveness of the law has
been introduced in the contract management framework, which is manag-
ing the transfer of the task manager, in agreement with the apartment
owners. As such, this is not a novelty, but with the entry into force of the
law, it is determined that the contract must be necessarily in writing, as
well as the fact that it must have the authorization agreement. So far,
these conditions were not as mandatory requirements. When awarding the
management contract, it is important to respect and balance the interests
of the parties to engage in maintenance process. Management contracts
shall be coordinated on both sides, with the house owner and manager
interests. In Residential Building Management Law there are specialized
rules on governing the direct management of the contract. With regard to
the transfer of the management task to the manager, the decision is made
by apartment owners who determine how much the management of all
or part of the transfer shall be granted to the manager, which is done by
writing a residential home management contract. Current manager of the
law may receive compensation for completing the task. Apartment owners
are obliged to provide the manager with funds.

The fifth factor — posted manager. A manager seconded by the
municipality is appointed for a period of residential house manager, who
performs certain management activities in the house while the owner
provides home administration of the laws and regulations. The act requires
the municipality to appoint a seconded manager if the owner does not
provide residential home manager services or the administration has not
been asked to make a manager change as a result of threat to human life,
health, safety or property or the environment. Governor may propose the
appointment of a person whose rights have been violated in connection
with legal or other residential management-related laws and regulations
or by an authority which has competence in residential management of
the regulatory laws. The designated manager is responsible for avoiding
potential risks in time and at the same time to make these compulsory
statutory management activities to be accomplished.
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There are a number of obstacles for implementation of this provision
of law:

e Itis not clear from which funds the manager will receive his salary.

If the relationship with the owner-manager to hire an appropriate
regulatory framework can provide an authorization agreement, an
agreement for administration and management fees in respect of
a designated manager is not possible. This means that the local
authority may use the the budget money to hire emergency manag-
ers, and then through the apartment owners’ invoices recover these
funds back.

e There could be a situation when a lot of residents do not pay for
maintenance because they do not find it necessary, thus causing a
large debt burden. Consequently, it is not clear who will deal with
the debt collection, especially if the posted manager will work for
a longer period.

e There is no mechanism that operates between the municipal and
residential home owners according to expenses.

e The law does not provide for the management of domestic waste
and the threat of municipal asset recovery procedures.

Consequently, it is concluded that the Act is governed by the posted
Manager, while the under-regulation provides management support and
operation monitoring and, most important, provides control.

The provision of quality housing is one of the living standards indica-
tors. It is also a condition for preservation of human health and active living
activities. Real estate can be fully deployed and the arrangement can be
achieved with good management, market-based real estate management
and administration.

For all of the activities to be successfully implemented, first, it re-
quires a legal framework, which should be dealt with persons involved in
duties, responsibilities, rights, and a series of measures that determine
what actions would be necessary to ensure successful maintenance of the
housing stock. But there is also another aspect — how well the building
administrator is able to manage their businesses through introduction
of all the administration and management activities in their attractive
homes.

Consequently, the authors suggest building your own business based
on the Kaizen principles. ‘Kaizen’ (from Japanese ‘improvement’) is a
Japanese word, which was adapted in English and refers to the philosophy
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or practice that focuses on continuous improvement in manufacturing,
business and even life in general activities. Kaizen generally means ac-
tivities that constantly improve business functions — from production to
management, from top management to the line personnel.

By improving standardized activities and processes, Kaizen aims at
eliminating all invalid (non-manufacturing) branches. The principles of
Kaizen concern the following: the focus for a period, continuous changes,
an excuse to prevent or to do everything to make things go forward, every
employee’s awareness and empowerment of every employee.

In applying the Kaizen principles, specific objectives are put forward:

— injury prevention (time, money, materials, effort);
quality (goods, services, relations, personal behaviour, staff develop-
ment);
services and reduction of production costs;
reserve maintenance and distribution;
increased degree of customer satisfaction.

The first principle — focus on customers or the apartment owner.
Not to make concessions, offering only high quality services. This en-
sures the customer or the apartment owner’s satisfaction. Each manager’s
personal responsibility is keeping track of services to meet consumers’
needs.

The 21st century came with slogans like “the world shrinks”, “live in
a global village”, “geography has come to an end”. Business fiction writers
talk about chaos that has come again, about the fact that the “abundance
of their clients are more like a king’s”, “the customer is the mother of all
dictators”. Organizations are forced to reassess management approaches
in order to be able to hold their positions in the new times.

The second principle — continuous change. Real estate manager’s
daily activity does not describe clearly defined tasks of apartment owners,
available financial resources, personnel resources, and reasonably specific
deadlines. Industry is increasingly emerging in high uncertainty stress and
changes in level. It appears that what the customer / apartment owner has
claimed is not always what it most wanted in the management process.
That is why the traditional approach is — stay fit on the budget, technical
requirements, the technical condition and time is useless because they are
unable to respond to the persistent changes. Therefore, a search for improve-
ment is always going on, which does not break after the introduction of yet
another improvement. Each service or management process improvement
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is realized as a new formal standard. Managers must establish their own
processes or standards which clearly would be addressed in all activities
that should be taken to implement quality service and achieve apartment
owner satisfaction. But notice that this standard will exist only as long as
the employee will not disclose any method of how to improve it!

The third principle — recognition of the problem. Information is a
critical variable in the success of building management. Therefore, central-
ized management, which decides on the availability of information and
its contents may be harmful to building management business because
it cannot be delivered to the topical and more operational information for
both company employees and the ultimate consumer — the apartment
owner. Therefore, it is desirable to involve company employees, service
providers and apartment owners to maintenance work. Thus, the essential
thing here is decentralization of power. Each work team, department or
any employee may submit their proposals for solutions affecting housing
maintenance, the potential conflict. It also means the driver’s courage to
share his power.

The fourth principle — disclosure propaganda. House management
company employees should be readily available for apartment owners. First,
it is best if each house has a specific manager and apartment owners can
apply directly such person with all the current issues. Second, there must
necessarily be adoption time for the apartment owners who may apply
to the management of the company and discuss their issues of concern
or to express their proposals. Third, applied Kaizen employees are gener-
ally less separated from each other. Analogically, the working space is
more open.

There are three basic positions including the items with each other
to work together and which must be open with each other — Housing
Management Company, service providers and apartment owners. Referring
to the need for decentralization of power, the concept of openness is mainly
felt with the suppliers of information, which is the house manager. This
can take manager’s direct interest and confidence of the exhibition of the
customer information accuracy and usefulness. The company’s manage-
ment is clearly defined and set out his concept, which should be developed
according to national legislation and customer expectations, avoiding un-
necessary confusion and conceptual errors.

The fifth principle — creation of the work team. Each management
employee of the company is a working member of the crew, headed by
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its leader. Employees participate in the daily or weekly planning, which
operates continuously, or are designed for a particular purpose. Employees
are involved in business life, thus it strengthens the collective responsibility
of the company and the central role of sensation. The following factors
continue the process:

e The management company employees are involved in active acquisi-
tion of information and setting an example by operating report of
the managed sites on the problems that are recorded,;

e Making a special group of industries — building administrator
associations involving industrial workers and delivering timely
information about events in the environment, seeking common
solutions to existing problems, making proposals for legislative
change;

e Making a free information delivery, where any apartment owner
can express their views on the events, or to make proposals or
complaints about the quality of services.

The sixth principle — management with the functional command’s
help. No one working for a functionally specific activity will have all the
skills; no one will be able to offer the best ideas to achieve the most ef-
ficient service. Right from the start, creating a team responsible for building
management should include people representing the functional areas so
that the service provided during the course of implementation will be af-
fected. This means that the company must have a staff with knowledge of
the engineering things, business and accounting, psychology, marketing,
planning and management.

The seventh principle — development of self-discipline. Self-discipline
as a requirement:

— belonging to a team and standing one’s own control;

— self-respect indicates inner strength and integrity;

— ability to work harmoniously with colleagues and clients.

Given that the building management work is closely related to the
ongoing requirements of the apartment owners, the more people will
be characterized by self-discipline and enthusiasm, the better for the com-
pany and customers.

The eighth principle — informing each employee. All staff is
fully aware of the company’s planned work or problems. There must be
information feedback. Proper attitude and behaviour will depend on
the company’s strategy, its culture, values, plans and work experience,
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understanding and acceptance. Management of the company’s develop-
ment strategy must focus on the basic principles of employee information.
Thus, the management staff are aware of the ongoing processes in the
company and the customers and service providers have access to informa-
tion on environment and development plans, thus allowing counting on the
possible change.

The ninth principle — empowerment of each employee. Each em-
ployee must ensure the opportunity to operate according to his information.
Consequently, the employees can actually affect the performance, thanks to
the training of a wide field of stimulation, the powers to make decisions,
access to information and budget, feedback and incentive schemes. It is
important to recognize their contribution and non-discrimination between
the order of seniority, but rather to gain from each of the parties involved
in high-quality and meaningful information, useful for businesses and
apartment owners as clients.

The tenth factor — remember that there are no limits to improve-
ment. Do not stop! Any management company following a successful
implementation of management concepts could increase their customer
satisfaction levels; achieve their business objectives, as well as become
one of the companies in the sector, where the number of customers will
only increase. Thought, emotion and interaction quality defines the
quality of the final result, since it has a significant impact on human
creativity. Thus, the emphasis is on efforts to create an environment that
promotes good, positive thinking, energy, good communication and strong
cooperation.

To the management company to provide affordable and professional
services to residential apartment owners and users, regulatory compliance,
management of standard development and approval of the company, and
Kaizen principles are implemented as a first step, which would allow the
company’s staff to give a complete picture of the actions to be expected,
results, and to determine the staff levels of responsibility.
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DZIVOJAMO MAJU PARVALDISANAS POTENCIALS

Iveta Pukite

Kopsavilkums

Daudzdzivoklu dzivojamo maju ekspluatacija saistita ar virkni juridiska,
ekonomiska un saimnieciska rakstura pasakumu. Majoklu parvaldiSanas
un apsaimnieko$anas nepiecieSamibu nosaka tas, ka valsti ir liels apjoms
dzivojama fonda, kur$ buitu veiksmigi jauztur, lai nodroSinatu ta ilgtspéjibu.
Raksta meérkis ir izpétit faktorus, kas kavé daudzdzivoklu dzivojamo maju
apsaimniekoSanas veiksmigu organizaciju, izpétit veicinoSos faktorus, kas
dzivojamo maju parvaldiSanas joma dominé ka novitates, ka ari piedavat
“Kaizen principu” ievieSanu dzivojamo maju parvaldisana.

Raksts sastav no trijam dalam. Pirma un otra dala ir balstitas uz likumu
“Dzivojamo maju parvaldisanas likums”, kas Latvija stajas spéka 2010. gada
1. janvari. Likums tika izstradats ar mérki — izveidot visaptveroSu normativo
reguléjumu dzivojamo maju parvaldiSanai, attiecinot to uz jebkuru dzivojamo
fonda veidu.

Pirmaja dala tiek klasificetas problémas, kas kavé dzivojamo maju
veiksmigu parvaldiSanu. Tas ir:

* ne klients — persona, kurai pieder ipaSums, ne pakalpojuma sniedzgji,
biezi vien nav kompetenta par pakalpojumu un “spéles noteikumiem”
$aja ipaSuma tirgus sektora;

* dzivoklu ipasSnieku nekompetence dzivojamo maju parvaldiSanas joma;

* majsaimniecibu kreditsaistibas un bezdarba limena strauja palie-
linasanas vistieSakaja méra ietekmé ari namu apsaimniekotajus;

* viens no faktoriem, kas mazina maksajumu disciplinu, ir kontroles un
uzraudzibas trikums par maksajumu apjomu.

Raksta otraja dala autore izdala faktorus, kuri savukart veicina kvalitativu
dzivojamo maju parvaldisanas pakalpojumu ievieSanu. Ka veicinoSie inovativie
faktori valsti tiek minéti: prasiba parvaldnieka izglitibai (likums paredz
parvaldnieka profesionalo izglitibu gadijumos, kad tiek parvaldita dzivojama
maja), likuma noteiktas obligatas minimalas parvaldiSanas darbibas, kuras
Latvijas likumdoSana tiek reglamentétas pirmo reizi, “Majas lietas” veSana un
prasiba péc rakstiska parvaldiSanas jeb pilnvarojuma liguma.

Lai normativo aktu reguléjumu veiksmigi ieviestu dzive, vél ir ari otrs as-
pekts — cik veiksmigi namu parvaldnieki sp€j vadit savus uznémumus, ievieSot
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visas parvaldiSanas un apsaimnieko$anas darbibas savos apsaimniekojamos
namos. Lidz ar to raksta treSaja dala autore iesaka namu parvaldniekiem savu
biznesu balstit uz Kaizen principiem balstitu biznesa pieeju. Tas nozimé —
koncentreties uz laiku, veikt nepartrauktas izmainas, nepielaut aizbildinajumus
un darit visu, lai lietas virzitos uz prieksu, informét ikvienu darbinieku un
pieskirt pilnvaras ikvienam darbiniekam.

Lai apsaimniekoSanas uznémums varétu sniegt kvalitativus un profe-
sionalus pakalpojumus dzivojamo namu dzivoklu ipasniekiem un to lieto-
tajiem, normativo aktu ievéroSana, parvaldiSanas standarta izstradasana
un apstiprinaSana uznémuma, un Kaizen principu ievieSana butu pirmais
solis, kas dotu iespéju uznémuma darbiniekiem sniegt pilnigu priekSstatu par
veicamajam darbibam, sagaidamajiem rezultatiem, ka ari noteiktu darbinieku
atbildibas limenus.

Atslegvardi: nekustamais ipaSums, dzivojamo maju parvaldiSana, ipasnieki,
juridiskie nosacijumi, Kaizen principi.



THE BENCHMARKING PROCESS — IMPROVING
OUALITY PERFORMANCE IN INSURANCE
INDUSTRY

Valdis Janovs
School of Business Administration “Turiba”, Latvia

Ieva Zemite
School of Business Administration “Turiba, Latvia Culture College

Abstract

The purpose of this paper is to summarize and analyse the criteria of qualitative
benchmarking, and to investigate the use of quality benchmarking in insurance
industry in Latvia in order to determine the key driving factors of quality. The paper
investigates the common understanding of quality criteria in insurance industry,
and how those criteria correspond with EFOM Excellence Model, developed by the
European Foundation for Quality Management. A case study and other tools are
used to define the readiness of the industry for benchmarking. The results are based
on the research conducted in the professional associations in the defined field.
This is the first study that adopts the benchmarking models for measuring quality
criteria in the insurance industry in Latvia. The authors consider this research as
the initial step the industry must undertake before planning and implementing any
models or methods to achieve a higher quality performance.

Keywords: quality, benchmarking, criteria of quality, EFOM.

Defining quality benchmarking criteria

Benchmarking assists businesses in identifying potential targets
for improvement. As a systematic process for improving performance,
benchmarking has gained great popularity worldwide since the 1980s. As a
classic of benchmarking R. Camp observed, “establishing operating targets
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based on the best possible (industry) practices is a critical component
in the success of every business.”! Benchmarking moves management
thinking from an internal focus to one that is external and competitive
and can lead to revolutionary rather than evolutionary change.2 This sets
high quality standards for the service industries. Therefore, it is important
to conduct the comparison of quality criteria to ascertain which practices
are achieving superior performance levels. Insurance companies in Latvia
do not carry out mutual benchmarking, and as a result of that they do
not know how they rank against their peers in terms of quality. Being
concerned about intense competition as well as being self-oriented they
do not see benefits in sharing of information and in benchmarking. At
the time of globalisation, competition and rapid change one must make
sure that people-related issues are at the top of business agenda so that
the changes can be managed effectively. J. Bramha declined, “you should
look to benchmark key-people policies and people processes against what
other organizations are doing”.3

Companies whose shareholder value is clearly driven by people —
whose employee’s costs can be three or more times their capital costs —
share more important qualities, including the need to use employee-
oriented operating performance measures.* This may have implica-
tions for the use of benchmarking in human capital organizations in
general.’

Insurance industry represents service sector and even more human
capital organizations. The authors’ intention is to investigate if they have
common understanding about the quality criteria, and what they can learn
from each other.

Benchmarking in another context is as a replacement for market test-
ing to demonstrate that in-house provision of services has been contested,
representing a little more than a way of complying with government value
for money criteria. Benchmarking in this guise involves the comparison of
key activities and processes to demonstrate their effectiveness (in compari-
L Camp, R. C. Benchmarking: The Search_for Industry Best Practices that Lead to Superior

Performance. Milwaukee, WI: Quality Press: American Society for Quality Control, 1989.
2 Boxwell, R.J. Benchmarking for Competitive Advantage. New York, NY: McGraw-Hill,
é?:rlil.ha, ]. Benchmarking for people managers. London: IPD House, 1997.
Barber, F., Strack, R. The suprissing economics of a “People business”. Harward Business
Review, No. 6, 2005.

Tyler, M. C. Benchmarking in the non-profit sector in Australia. Benchmarking: An Inter-
national Journal, 12 (3), 2005.
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son to other providers) and to convince the government that they remain
the best mode of delivery of the service in question.®

The goal of the study is to determine the existing criteria of qualitative
benchmark in insurance industry.

Case study of insurance industry in Latvia

There exist several tools and models which are used as benchmarking
tools in order to improve the performance of companies by developing the
strategies.” Three different methods are applied in this research in order to
have a wider understanding of the concept of benchmarking in insurance
industry in Latvia:

1) Desk research/Literature research: largely designed to review exist-
ing literature, the investigations and papers that are accessible in internet
resources, books of benchmarking and available latest studies in data
bases;

2) Survey: conducted by Latvian insurance brokers association
(LIBA).

Since 2007, LIBA has been conducting a survey of insurance compa-
nies, “Insurers’ performance evaluation by insurance brokers”. All members
of LIBA participate in this survey evaluating each insurer’s performance,
according to nine criteria, by giving marks from 1 to 5, where 1 is the lowest
possible performance evaluation, and 5 is the highest evaluation. According
to this evaluation benchmarking is performed and the ranking of the insur-
ers is made, insurance brokers are licensed, they are experienced insurance
professionals, so they can be considered as insurance field experts. Some
insurers include the results of the survey in their annual reports, which
also show validity of the survey;

3) Case Study: the methodology adopted for the research comprised
a number of research strategies, which included in-depth interviews with
heads of industry associations, conducted with two heads of associations
representing insurance industry.

Insurance industry in Latvia is represented by two associations. In-
surance companies are represented by Latvian Insurers Association (LIA),
6 Bowerman, M., Francis, G., Ball, A., Fry, J. The evolution of benchmarking in UK local

authorities. Benchmarking: An International Journal, 9 (5), 2002, 429-449.

7 Mehregan, M.R., Nayeri, M.D, Ghezavati, V.R. An optimisational model of benchmarking.
Benchmarking: An International Journal, 17 (6), 2010.

129



founded on 12 August 1993. LIA unites 18 insurance companies and
branches of foreign insurers (10 non-life and 8 life), which control ap-
proximately 99.8% of the total Latvian insurance market. LIA represents
the common interests of the insurance industry of Latvia. The association
discusses issues that are relevant to the insurers, as well as informs the
society about topics significant for the clients. LIA members offer to their
clients all kinds of insurance including motor, property, health, life, as well
as pension and savings insurance.

Other organization, Latvian Insurance Brokers Association (LIBA) was
founded on 20 March 2000 by insurance broker companies registered in the
Republic of Latvia. Currently there are 104 insurance broker companies in
Latvia. The aim of the LIBA is to develop insurance brokers’ market, raise
the quality of insurances services and representation of common interest
of the members.

The summary of the opinion expressed in the in-depth interviews by
the two heads of associations representing insurance industry enabled
formulating the quality benchmarking criteria.

Insurance companies are represented by Latvian Insurers Association
(LIA).

LIA currently does not conduct any quality benchmarking activities,
but they do admit the necessity for such benchmarking. The head of LIA
determined such quality criteria:

1) Client satisfaction (client references, loyalty);

2) Client complaints (the number of complaints submitted to LIA om-
budsman, Finance and Capital Supervision Commission — a state
governed regulatory institution in Latvia, as well as the number
of complaints in media);

3) Claim handling agility and attitude (quickness, simplicity and ac-
cessibility of the process of handling claims);

4) Reputation (evaluation of the insurer by customers, partners, media
and other institutions);

5) Accessibility (number of affiliates, 24-hour call centres, accessibility
through internet);

6) Service level (kindness of employees, IT service level);

7) Concessionality (interpretation of insurance conditions in clients’
favour).

All those criteria have focus on client perspective. They all are aimed

towards client satisfaction. In addition to those criteria there exists another
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perspective. As described by the head of LIA, there are two groups of in-
surers in Latvia. The first group is insurers with Western Europe owners,
and the second one includes domestically owned companies. There is an
assumption that Western Europe companies have better quality practices
than domestically owned ones. Therefore, it can be concluded that owner-
ship of the company can be indirectly determined as a quality criteria.

As previously said, there is an organization in Latvia, apart from LIA,
which has been completing insurer’s quality benchmarking already for
three years, for its own purpose: Latvian Insurance Brokers Association
(LIBA).

As stressed by Aigars Kriims, the head of LIBA,

Insurance brokers are the only insurance industry representatives,
who are obliged by law to work only on behalf of client and his/her
interests. Working on behalf of clients, insurance brokers, as profes-
sionals of insurance industry are developing their own, subjective
opinion about each and every insurer’s attitude towards their clients
and client’s representatives — brokers.

In order to summarize their members’ opinion on the quality of Latvia’s
insurance companies, LIBA has conducted a survey of benchmark insurance
companies according to the following criteria:

1) Performance agility (how quickly insurer serves clients, brokers,

claims);

2) The quality of insurers’ product and services (coverage, deductibles,
exceptions, obligatory conditions, conditions of compensation, other
conditions);

3) Price level (comparison of prices to the similar products from com-
petitors);

4) Insurers’ public reputation (how clients evaluate insurer, reviews
from clients);

5) Whether the insurer is well known (whether clients recognize par-
ticular insurer, evaluation of insurers’ marketing activity);

6) Insurers’ attitude towards insurance brokers (insurers’ employees
attitude — friendly, arrogant, other and public expressions about
brokers);

7) Do insurers treat direct clients, and broker clients equally (do broker
clients receive equal offer in the sense of price and service);

8) How quickly insurance claims are handled;
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9) Does insurer compete fair (Does insurer try to cheat broker by

addressing client directly).

Essentially, LIBA considers more important to benchmark their part-
ners — insurers than benchmark themselves. It can be explained by the
fact that insurers are “owners” of the product — services provided to the
customers, and in the sense of quality they are more influential than
insurance brokers, who are “distributors”.

As admitted by both heads of the examined associations, there is no
methodological and comprehensive quality evaluation approach imple-
mented, and they do see a need and potential benefits for such a model
to be established. Therefore, the authors propose the EFOM model as a
method how to organize and systematize quality benchmarking efforts
in industry.

The EFOM model has been used to assess the association’s progress
towards excellence. The research question was: how the heads of the as-
sociations understand the criteria of the EFOM model and the key driving
factors of the quality. The EFOM model is a non-prescriptive model based
on nine criteria, which can be used to assess an organisation’s progress
towards excellence. Five of these criteria are called “enabler” criteria,
which means that they cover different aspects that enable an organisation
to be successful: leadership, people, policy and strategy, partnerships and
resources, and processes. The remaining four criteria are results crite-
ria, which means that they cover different results that an organisation
achieves: people’s results, customer’s results, society’s results and key
performance results. The criteria are also divided into sub-criteria, which
contain a number of questions that should be used in an assessment of
an organisation.8

The EFOM model served mainly as a checklist of different assess-
ment criteria in this benchmarking exercise. Although benchmarking was
focused on the enabler criteria, these criteria seemed to cover most of the
important aspects of quality management. There were some difficulties,
however, related to the definitions of the different sub-criteria. For example,
there is not a clear distinction between policy and strategy in the model.
There is also some overlapping between the process criteria and the rest
of the enabler criteria. These problems may hopefully be solved in further
developments of the EFOM model. In their presentation of the model, the

8 The EFQM Excellence Model: Public and Voluntary Sectors. European Foundation for Quality
Management, Brussels, 1999.
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EFOM have ensured that “the model remains dynamic and in line with
current management thinking”.9

The EFOM model has been used to assess the insurance association’s
progress towards excellence. The research question was how they under-
stand the criteria of the EFOM model and the key driving factors of the
quality.

Result oriented

Insurers focus on the financial performance and quantitative result
analyses. They used to benchmark criteria like profit, turnover and market
share. Insurers consider this quantitative data as a reflection of perform-
ance quality.

Focus on the client

Focus on the client is essential in insurance industry. They understand
that customers are their primary reason for being and strive to innovate
and create value for them by understanding and anticipating their needs
and expectations. Insurers conduct individual and mutual surveys on client
satisfaction and opinion on a regular basis.

Insurers are using more tools for client opinion assessment and doing
that on a regular basis.

Leadership

The head of an insurance association considers that in insurance
industry leadership matters a lot. Several insurance companies are man-
aged by charismatic leaders who shape the future and make it happen,
acting as role models for its values. The ability of leaders to adapt, react
and gain the commitment of all stakeholders in the turbulent economic
environment is crucial to ensure the on-going success of the organisa-
tion. Leadership is acknowledged as a very important factor in achieving
outstanding results.

9 Axelsson, R., Bihari-Axelsson, S., Steen, L. Quality management in health insurance:
A case of third-party benchmarking. /nternational Journal of Public Sector Management.
17 (3), 2004.
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Management of processes

Insurers take management of the processes very seriously. Descrip-
tions of processes are often formal and managed accordingly. Information
and communication technologies are often used to manage and supervise
processes. Insurers consider process management as a crucial activity
for achieving high and unitary quality standards. Such an approach is
safeguarding important opportunity for data gathering, and consequential
quantitative measurement and performance evaluation.

Development of human resources

Insurers consider human resources as most valuable assets in their
companies. It is important to value employees and create a culture of
empowerment in organisations for the balanced achievement of organi-
sational and personal goals. The challenge is to create a balance between
the strategic needs of the organisation and the personal expectations of
the people to gain their commitment and engagement.

Learning opportunity

P. Senge!© represents approaches (theories and methods) for developing
three core learning capabilities:

— fostering aspiration (personal mastery, shared vision);

— developing reflective conversation (mental models, dialogue);

— understanding complexity (system of thinking).

As acknowledged by the head of insurance association, constant learn-
ing is an integral part in insurance industry. Markets and products are chang-
ing quickly, and competition is tough. Learning, adopting and innovating
are especially crucial in significantly shrinking insurance market (market
decreased more than 30% in year 2009), affected heavily by economic crisis.

Partnership

The core assets are forms of social capital — relationships, networks,
trust and co-operation. These values give them an access to physical and
financial capital.

10 Senge, M.P. The Fifth Discipline. The art and the practice of the learning organization. NY:
Currency Doubleday, 2006.
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Insurers directly, and through their association, seek, develop and
maintain trusting relationships with various partners to ensure mutual
success. These partnerships are formed with customers, distributors, su-
pervising state institutions, reinsurers, other associations of the finance
industry. It is a constant and long-lasting process devoted to mutual benefit
and development.

Corporate and social responsibility

As acknowledged by the head of insurers’ association, there are diffe-
rent approaches among association members, sometimes even controversial.
Nevertheless, it is widely recognised that excellent organisations embed
within their culture an ethical mind-set, clear values and the highest stan-
dards for organisational behaviour, all of which enable them to strive for
economic, social and ecological sustainability.

Conclusion

The benchmarking process is commonly defined to include four parts,
often undertaken continuously or through numerous iterations!!:

1) analyze the position you are currently in;

2) find someone who is performing measurably better;

3) learn from them what they are doing to achieve that performance;

and

4) adapt your practices and processes as a result of that learning and

thus implement relevant changes that will effect superior perform-
ance in your organization.

There is no quality benchmarking conducted between members of
associations. However, insurance association members are benchmarked
by members of another insurance market association — insurance brokers
association. Since brokers are participants of the same insurance market,
and work in close cooperation with insurers, they claim to be experts in
the field.

According to the research, it can be concluded that companies in
Latvia’s insurance industry have an understanding about quality bench-
marking, but they do not conduct benchmarking according to any model

11 Codling, S. Benchmarking. Brookfield, VT: Gower, 1998.
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or methodology. The authors propose the EFOM model as a method how
to organize and systematize quality benchmarking efforts in researched
industry. Systematic design of the model helps evaluate companies in
particular industry by quality criteria and reveal opportunities for mutual
learning. The authors suggest to the associations in the industry to con-
duct educational explanatory work to convince companies to participate
in benchmarking, to conduct comparison of quality criteria in order to
ascertain which practices are achieving superior performance levels.

SALIDZINOSAIS NOVERTEJUMS APDROSINASANAS
NOZARES KVALITATES UZLABOSANAI

Valdis Janovs, Ieva Zemite

Kopsavilkums

Raksta mérkis ir noteikt apdroSinaSanas nozares kvalitates kritérijus,
kurus nepiecieSams izmantot Latvijas apdroSinasanas kompaniju salidzinoSaja
novértésana. Veicot pétijjumu, autori izvérté Latvijas ApdroSinasanas brokeru
asocidcijas izstradatos vértéSanas Kritérijus, veic dzilas intervijas ar asociaciju
vaditajiem, pielieto gadijumu izpétes metodi un analizé zinatnisko literaturru,
lai noteiktu nozares novértéjumam piemeérotakos kvalitates Kritérijus. Lai
veiktu apdroSinasanas kompaniju kvalitates salidzino$o novértéSanu atbilstosi
Eiropas Kvalitates Vadibas Fonda izstradatajiem kvalitates kritérijiem, autori
iesaka pielietot Eiropas Izcilibas modeli. Analizgjot pétijuma iegiito informaciju,
secinats, ka apdroSinasanas kompanijas Latvija apzinas nepiecieSamibu veikt
salidzinoSo noveértésanu, bet paslaik nekadus modelus vai metodes praksé
nepielieto.

Autori iesaka apdroSinaSanas asociaciju vaditajiem uznemties iniciativu
un rosinat veikt kvalitativu salidzino$o novértéSanu apdroSinasanas kompa-
nijas, kas veicinas gan So kompaniju, gan kopéjo nozares attistibu Latvija.

Atslégvardi: kvalitate, salidzinoSais novertéjums, kvalitates kritériji, Eiropas
Izcilibas modelis.
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IMPLEMENTATION OF QUALITY MANAGEMENT
SYSTEMS ACCORDING TO ISO 9000 STANDARDS

Adolfas Kazilitinas
Mykolas Romeris University, Lithuania

Abstract

Implementation of a quality management system, and its subsequent certification,
is a voluntary process, supported by the organization’s own strategy, motivations,
policies and goals. To have more benefits from ISO 9000 certification, organi-
zations may take into consideration that the design and implementation of an
organization’s quality management system is influenced by organization strategy,
its size and organizational structure, its organizational environment, changes
in that environment, and the risks associated with that environment. Literature
indicates that organizations often lack flexibility in the design and implemen-
tation of quality management systems and show low utilization of employees’
skills and knowledge. This article analyzes different patterns of implementation
of quality management systems in different kinds of organizations and examines
the associated performance outcomes. The article also discusses success factors
for 1ISO 9000 certification benefits which can help to plan and implement quality
management systems according to 9000 standard more successfully. The research
shows that organizations with different quality management system implementa-
tion patterns have significantly different performance outcomes. A mature quality
management system should consider success factors for quality management sys-
tem implementation benefits from the early phases of their planning and designing
processes. By requiring that all processes and procedures be documented, the
ISO 9000 standard is undoubtedly commonly associated with control orientation
organizations. There is an interesting relationship between reasons of 1ISO 9001
quality management system implementations and the corresponding performance
outcomes. Very important is correct maintenance of a quality management system
during the post-certification period. Quality auditors are in a powerful position to
increase the value of certifications.

Keywords: management systems, ISO standards, quality management.
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Introduction

In the present economic environment, more and more organizations
implement quality management systems in an attempt of bringing supple-
mentary advantages to their businesses. Many of quality management
systems are based on ISO 9000 standards. Lithuanian businesses and
organizations of all kinds are rapidly changing over the recent years.
Organizations and companies are becoming increasingly dependent on
each other and foreign partners in regard of business, prosperity and
socioeconomic changes and environmental responsibility. There is an
essential necessity for using International Standards in these changing
conditions. Using international standards benefits manufacturers, ser-
vice providers, users, consumers and regulators and supports sustain-
able development. Certification based on international standards provides
confidence and facilitates access to world markets, so its popularity is
relevant today. By looking at the number of ISO 9001 certificates per
1000 inhabitants, one can see that Italy is the leader (1.70), followed by
Spain (1.11) and Australia (0.84), UK (0.76), Germany (0.48), Japan (0.42),
France (0.40)L.

Quality management systems according to ISO 9001 Standards have
gained recognition in Lithuania, too. The numbers of certifications of ISO
9001 had substantially increased during the last few years. By the end
of July 2010, ISO 9001 had approached 1.022 certifications across a wide
range of organizations in the manufacturing, service and government areas.
The number of 1SO 9001 certificates per 1000 inhabitants in Lithuania
reached 0.28.

Despite the numerical success of ISO 9000, a considerable deal of
criticism of the certification exists, as it is not a risk-free undertaking.
ISO 9000 certification does not guarantee improved performance due
to high explicit and implicit costs associated with its implementation.2
Lately, various studies have confirmed that ISO 9000 certification is
too expensive, time consuming, resource-consuming, formalized and im-
1 Sampaio, P., Saraiva, P., Guimaraes Rodrigues, A. ISO 9001 certification research: questions,
answers and approaches. /nternational Journal of Quality and Reliability Management,
26 (1), 2009, 35-58.

Van der Wiele, T., Van Iwaarden, J. Perceptions about the ISO 9000:2000 Quality System

Standard revision and its value: Dutch experience. /nternational Journal of Quality and
Reliability Management, 2005, 22 (2), 101-119.
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personal and that the implementation costs are greater than the benefits
derived.>

To obtain more benefits from 1SO 9000 quality management system,
organizations may take into consideration that the design and imple-
mentation of an organization’s quality management system is influenced
by the organization’s strategy, its size and organizational structure, the
organizational environment, changes in that environment, and the risks
associated with that environment.

The purpose of this article is to analyze different patterns of implemen-
tation and maintenance of quality management systems in different kinds
of organizations and discuss success factors that can help planning and
implementation quality management systems according to 9000 standards
more successfully.

The current research is based on qualitative methods of analysis and
literature review of quality management practice.

The fit between strategic organization dimensions
and the values of ISO 9000 standards

Some authors have analyzed the relationship between the values and
requirements that underpin the ISO 9000 standard and important strategic
and organizational dimensions. The control or creativity orientation is an
important dimension that underpins many strategic management choices
of organizations.* The ‘control orientation organizations’ is synonymous
with the bureaucracy and centralization, has extensive departmentaliza-
tion, high formalization, mainly downward communication, use the process
oriented strategy, operational excellence is mainly marked by a highly
disciplined and structured way of doing business. The ways of solving
and sensing problems can be reduced to a set of explicit systems and
instructions. The 1SO 9000 standard, by requiring that all processes and
procedures be documented, undoubtedly, is commonly associated with

3 Bhuiyan, N., Alam, N. An investigation into issues related to the latest version of I1SO
9000. Total Quality Management, 2005, 16 (2), 199-213; Casadesus, M., Karapetrovic, S.
An empirical study of the benefits and costs of ISO 9000 compared to ISO 90001/2/3:1994.
Total Quality Management, 2005, 16 (1), 105-120.

4 Ghani, K.A., Jayabalan,V., Sugumar, M. Impact of advanced manufacturing technology on
organizational structure. Journal of High Technology Management Research, 2002, 13 (2),
159-175.
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control orientation organizations.5 The Standard would enhance the control
of the management system by documentation and formalization (manuals,
procedures, instructions, protocols etc.) and systematization (hierarchical,
orderliness, sequentially interacting processes).6 This type of organizations
gets benefits from 1SO 9000 certification very easily.

On the opposite side of strategic spectrum there are creativity orienta-
tion organizations. This model of organization uses cross-hierarchical,
flexible and functional teams, has law formalization, lateral, upward and
downward communication system, almost continually search for market
opportunities and accordingly institute or need to institute highly flexible
structures and practices.” The normative values of institutionalization,
documentation and systematization embodied in the ISO 9000 standard
will militate against the need for structural fluidity to stimulate creativ-
ity and innovation. This type of organizations introduces some difficul-
ties to implement quality management systems according to ISO 9001
standard.

Lee et al.8 analyzed the implementation and performance outcomes of
ISO 9000 in service organizations and showed that managers in organiza-
tions must realize that ISO 9000 is capable of generating a competitive
advantage only if top management is fully committed to the programme
implementation from a strategic perspective.

Abdullah and Ahmad?® analyzed the fit between organizational struc-
tures, management orientation, knowledge orientation, and the values
of ISO 9000 standard. They postulated that the more mechanistic and
explicit knowledge based organizations will implement ISO standards easily
while the more organic and tacit knowledge organizations will experience
tensions arising from lack of fit. Hence, conceptually, the standard will
work best in more mechanistic and routine knowledge based settings.
Creativity-oriented strategies will find the standard quite dysfunctional

5 Molina, L.M., Montes, F.J.L., Fuentes, D.M.F. TOM and ISO 9000 effects on knowledge trans-
ferability and knowledge transfer. 7otal Quality Management, 2004, 15 (7), 1001-1115.

6 Anwar, S.A., Jabnoun, N. The development of a contingency model relating national
culture to total quality management. International Journal of Management, 2006, 23 (2),
272-280.

7 Donaldson, L. The Contingency Theory of Organizations. Thousand Oaks, CA: Sage Publica-
tions, 2001.

8 Lee, PK.C., To, V.M., Yu, BT.W. The implementation and performance outcomes of 1SO
9000 in service organizations: an empirical taxonomy. /nternational Journal of Quality
and Reliability Management, 2009, 26 (7), 646—-662.

9 Abdullah, H.S., Ahmad, J. The fit between organizational structure, management orienta-
tion, knowledge orientation, and the values of ISO 9000 standard. /nternational Journal
of Quality and Reliability Management, 2009, 26 (8), 744-760.
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while control and operation-based strategies are likely to benefit most
from the certification.

Some authors classified firms into three categories of strategic orienta-
tion, namely, cost leadership, market differentiation and focus strategy and
concluded that the strategic orientation is a moderating factor influencing
the relationship between registration to a quality scheme such as the ISO
9000 scheme and the firm’s financial performance.1©

The latest version of ISO 9000 indicates that the standard is consti-
tuted by eight principles.!* Thus, it is very possible that certified organi-
zations may not implement these principles in a similar extent and may
exhibit varying patterns of implementation by paying extra attention to
some principles that are in line with their corporate strategies. In this con-
nection it can be stated that managers of organizations should study issues
on developing ISO 9000 implementation strategy. With well developed ISO
9000 strategy, the implementation of standard can be better aligned with
the environment of firms so as to accomplish competitive advantages and
optimal performance.

The relationship between organizations’ certification
motivations and the corresponding results

A strong relationship between companies’ certification motivations and
the corresponding results was revealed. When firms simply react to external
pressures for getting certified, they may consider ISO 9000 certification as
a prime goal in itself, adopt a minimalist approach to achieving it and thus
achieve limited internal performance improvements.!2 Rodriguez-Escobar et
al?5 analyzed the dissatisfaction that ISO 9000 created in small companies.
For small companies, certification is only a guarantee that a company is
using a quality management system according to a list requisites and pro-
cedures. However, the benefits that have been attributed to ISO 9000 have

10 Dimara, E., Sakuras, D., Tsecouras, K., Goutsos, S. Strategic orientation and financial
performance of firms implementing ISO 9000. /nternational Journal of Quality and Reli-
ability Management, 2004, 21 (1), 72-89.

1L EN ISO 9000:2005 E. Quality Management System — Fundamentals and Vocabulary.
Brussels: CEN Management Centre, 2005.

12 Quazi, H., Jakobs, R. Impact of ISO 9000 certification on training and development activi-
ties. International Journal of Quality and Reliability Management, 2004, 21 (5), 497-517.

13 Rodriguez-Escobar, J.A., Gonzalez-Benito, J., Martinez-Lorente, A.R. An analysis of degree
of small companies’ dissatisfaction with ISO 9000 certification. 7otal Quality Management
& Business Excellence, 2006, 17 (4), 507-521.
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often been overstated, so that companies tend to generate high expectations
that are difficult to realize completely. As an external motivation factor, ISO
9001 certification is frequently used mostly as a marketing tool.!4 Some
companies admit that without ISO 9000 certification they would not have
achieved a significant number of contracts.15

Organizations that view certification as an opportunity to improve
internal processes and systems, rather than simply to hang a certificate
on the wall, will get broader positive results from ISO 9000 certification.1®
Swedish investigators Lundmark and Westelius!” revealed that the stron-
gest, most obvious and most valued effects of the ISO 9000 standards
are clearer and more apparent working procedures and responsibilities.
The most apparent problem is bureaucracy, which can lead to reduced
flexibility.

Fotopulos and Psomas!8 investigated ISO 9001:2000 implementations
in the Greek food industry and showed that the major reasons for certifica-
tion, unlike benefits, concern firstly the internal business environment and
then the external one, and no particular difficulties were observed during
the standard implementation. From the overall findings of the study the
authors concluded that strong internal motivation or willingness to improve
a company’s quality helps to establish a quality managements system that
leads to external benefits, such as improvement of the company’s position
in the market, as well as to internal benefits. RuZevicius et al.!° obtained
similar results. Their research revealed that the implementation of a qual-
ity management system mostly results in benefits of an intangible nature
that are internal to a given company. The key finding is that although the
main reasons to start implementing the quality system are expectations of
external advantages, the implementation results mostly in the increase of
internal benefits such as improvements in the definition of responsibilities

14 pPoksinska, B., Dahlgaard, ].J., Eklund, J.A.E. From compliance to value-added auditing-
experiences from Swedish 1SO 9001:2000 certified organizations. 7otal Quality Management
& Business Excellence, 2006, 17 (7), 879-892.

15 Douglas, A., Coleman, S., Oddy, R. The case for ISO 9000. The Total Quality Management
Magazine, 2003, 15 (5), 316-324.

16 Lopis, J., Tari, J. The importance of internal aspects in quality improvement. /nternational
Journal of Quality and Reliability Management, 2003, 20 (3), 304-324.

17 Lundmark, E., Westelius, A. Effects of quality management according to ISO 9000: A
Swedish study of the transit to ISO 9000:2000. 7otal Quality Management & Business
Excellence, 2006, 17 (8), 1021-1042.

18 Fotopulos, Ch.V., Psomas, E.L. ISO 9001:2000 implementation in the Greek food sector. 7oM
Journal, 2010, 22 (2), 129-142.

19 Ruzevicius, J., Adomaitiené, R., Sirvidaité, ]J. Motivation and efficiency of quality man-
agement systems implementation: a study of Lithuanian organizations. 7otal Quality
Management & Business Excellence, 2004, 15 (2), 173-189.
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and obligations of the employees, a decrease in non-conformism, better
communication among the employees, and increased efficiency.

White ez al.2° examined the rationale for establishing a quality man-
agement system by obtaining ISO 9001:2000 certifications in not-for-profit
small to medium enterprises in the UK and showed that through a correct
development of the quality management system companies were able to
generate bottom-line savings and business performance enhancement.
The study identifies the process by which the organization prepares for
certification and shows that when the quality management system is de-
veloped as part of a coherent initiative, lasting performance improvements
are achieved.

The value of quality management systems according to the 9001
standard depends on the way they are implemented. The performance of
quality management systems can improve if companies diligently adopt the
new standard, rather than attempting to incorporate it into existing quality
management systems.2! Leadership style also influences performance.
Leadership styles that support the implementation of ISO 9000:2000 are
empowerment and contingent reward.2 Lin and Wu?23 suggest a knowledge
creating model for ISO 9001:2000 that an organization can use to gain the
knowledge needed to enhance quality and performance. It also provides a
ready framework for ordering and structuring an organization’s knowledge.

The importance of continuous improvement of the quality
management system during the post-certification period

The continuous improvement stage is crucial during the post-cer-
tification period, it is actually the phase where the maintenance of the
quality system is carried out. This phase is important if the organization
wants to continuously improve and reap long-term benefits from having a
quality management system in place.24 There is evidence in the literature

20 White, G.R.T., Samson, P., Rowland-Jones, R., Thomas, A.]J. The implementation of a quality
management system in the not-for-profit sector. 7QM Journal, 2009, 21 (3), 273-283.

21 Michaela, M.C., Lorente, M., Rafael, A. ISO 9000:2000: Key to quality? An exploratory
study. Quality Management Journal, 2007, 14 (1), 7-18.

22 Naceur, J., Abdullah, A.H. Leadership styles supporting ISO 9000:2000. Quality Management
Journal, 2005, 12 (1), 21-29.

25 Lin, C., Wu, C. A knowledge creation model for ISO 9001:2000. 7otal Quality Management
& Business Excellence, 2005, 16 (5), 657-670.

24 Nanda, V. Quality Management System Handbook for Product Development Companies.
Boca Raton, FL: CRC Press, 2005.
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that ISO 9001 quality management systems perceived benefits do decries
over time.25 They stated that there was no evidence to state that certified
organizations progressively experience more beneficial outcomes from
ISO 9001 certification. In fact, results have indicated that, on the other
hand, organizations appear to experience declining benefits over time.
These investigations show how important is correct maintenance of qual-
ity management system during the post-certification period. During this
period, emphasis is placed on activities such as the management reviews,
corrective and preventive actions, internal and external audits, collec-
tion and analysis of data, measurement of performance, and continuous
improvement. Ab Wahid and Corner2¢ investigated critical success factors
and problems in ISO 9000 quality management systems maintenance in
service organization. The results showed that people who comprise top
management, other employees, the reward system, team work, continuous
improvement, understanding of the ISO 9000 itself, and measurement of
performance and communication are all critical success factors for ISO 9000
maintenance and for successful results of quality management system.
Continuous improvement of processes, people and systems are also very
important factors for a sustainable quality management system. It is useful
to apply other methods and tools in achieving the demanded quality. Miguel
and Dias2” propose a framework for combining ISO 9001 requirements with
quality function deployment. White et a/.28 suggest using process mapping
for analysis and development of processes in not-for-profit organizations.

Terziovski and Power29 analyzed the impact of continuous improve-
ment approach to ISO 9000 quality management systems benefits, and
several important conclusions have been drawn from the study. The key
finding is that organizations that seek ISO 9000 certification with a proac-
tive approach driven by a continuous improvement strategy are more likely
to derive significant benefits as a result. They also found that organizations
can effectively use ISO 9000 quality management system as a means of

25 Casadesus, M., Karapetrovic, S. An empirical study of the benefits and costs of ISO 9000
compared to 1SO 90001/2/3:1994. Total Quality Management, 2005, 16 (1), 105-120.

26 Ab Wahid, R., Corner, J. Critical success factors and problems in ISO 9000 maintenance.
International Journal of Quality and Reliability Management, 2009, 26 (9), 881-893.

27 Miguel, P.A., Dias, J.C.S. A proposed framework for combining ISO 9001 quality system and
quality function deployment. 7QM Journal, 2009, 21 (6), 589-606.

28 White, G.R.T., Samson, P., Rowland-Jones, R., Thomas, A.J. The implementation of a quality
management system in the not-for-profit sector. 7OM Journal, 2009, 21 (3), 273-283.

29 Terziovski, M., Power, D. Increasing ISO 9000 certification benefits: a continuous improve-
ment approach. /nternational Journal of Quality and Reliability Management, 2007, 24 (2),
141-163.
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promoting and facilitating quality culture, where the quality auditor is an
important player in the process. The strongest positive association was
found between a continuous improvement strategy and improved business
performance.

Internal and external quality audits help to improve quality manage-
ment systems and increase the motivation for quality work. Quality system
maintenance stage internal quality audits must be utilized not merely to
verify adherence to the defined quality management system but also to
explore opportunities to continuous improvement. The audit and inspection
processes that the certification entails help further the homogenization
and standardization of organizational processes.3° Certified organizations
want auditors not only to issue a certificate, but also to share their own
experiences and give suggestion for improvements. The OEMs require audi-
tors of 0S-9000 to identify opportunities for improvement in their audit
report. This adds value and benefits the auditee’s customers.3! There exist
great differences regarding the required conditions for certification. The
differences primarily depend on the auditors, but also on the certification
bodies.

Quality auditors are in a powerful position to increase the ability
to unveil conformity and thus increase the value of certifications. The
main reason for conducting audits is to obtain factual input for manage-
ment decisions but the vast majority of audits only produce data for use
in granting a certificate, for improving documentation or for enforcing
conformity. Most auditors have been exposed to conformity auditing where
the sole objective is to establish if a specific requirement has been met.
They invariably do not provide data for making managerial decisions con-
cerned with staff development, technology, growth, product and processes
because these decisions are based on current performance and often all the
audit reveals is current conformity, not current performance. There are a
number of approaches generally used in conducting internal and external
quality system audits and not all of them are successful. A more effective
is processes based auditing. The auditor seeks to establish the results the
organization desires to achieve, determines that these results take into
account the needs of the customers and the interested parties and then
examines the way that processes are managed to achieve these results and
improve performance. By doing so the auditor touches every requirement

30 power, M. Evaluating the audit explosion. Law and Policy, 2003, 25 (3), 185-202.
31 Reid, R.D. Tips for automotive auditors. Quality Progress, 2004, 37 (5), 72-75.
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in ISO 9001 standard. If evidence is revealed the organization is satisfying
the customers and other interested parties and is applying the eight quality
management principles in the way it runs activities there will be no sound
basis for report nonconformities.32

Dereli and Baykasoglu33 considered that quality audits bring value-
added in the attempt of increasing process efficiency and effectiveness.
Their studies showed that the ISO 9000 certification process is a cybernetic
system where the feedback part is quality auditing and an effective auditing
can therefore improve and accelerate the certification process. They regard
quality auditing as a point of departure for creating innovation within
organization.

Conclusions

The quality management systems according to ISO 9001 Standards
have gained recognition in Lithuania. The numbers of certifications of ISO
9001 had substantially increased in the last few years. By the end of July
2010, I1SO 9001 had approached 1.022 certifications across a wide range
of organizations in the manufacturing, service and government areas. The
number of ISO 9001 certificates per 1000 inhabitants in Lithuania reached
0.28. Despite the numerical success of ISO 9000, a great deal of criticism
of the certification exists, as it is not a risk-free undertaking. Literature
indicates that organizations often lack flexibility in the design and imple-
mentation of quality management systems and show low utilization of
employees’ skills and knowledge.

A strong interdependence between the companies’ certification mo-
tivation factors and the results obtained exists. ISO 9001 certification is
frequently used as a marketing tool, while customer pressure is also one
of the main motivation factors. The major reasons for certification, un-
like benefits, concern firstly the internal and then the external business
environment. Organizations that see certification as an opportunity to
improve internal processes and systems will get broader positive results
from 1SO 9000 certification.

32 Kazilitinas, A. Problems of auditing using quality management systems for sustainable
development of organizations. 7echnological and Economic Development of Economy: Baltic
Journal on Sustainability, 2008, 14 (1), 64-75.

35 Dereli, T., Baykasoglu, A. A team-oriented cybernetic approach for value added quality
auditing. Cybernetics and Systems, 20006, 37 (4), 311-327.
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ISO 9000 certification can deliver business benefits, but managers of
organizations should study issues on developing an ISO 9000 implementa-
tion strategy. A mature quality management system should consider critical
success factors for 1ISO 9000 certification benefits from the early phases
of their planning and designing processes. It should be realized that the
more mechanistic and explicit knowledge-based organizations will enjoy
ISO certification, the more organic and tacit knowledge organizations will
experience tensions arising from a lack of fit. A critical point in this effort
is the commitment of top management to set priorities in appropriate
resource allocation during the design and implementations of an ISO 9000
quality system.

Continuous improvement factors are critical during the post-certi-
fication period. Those factors are important if an organization wants to
continuously improve and reap long term benefits from having a qual-
ity management system in place. Continuous improvement of processes,
people and systems, the reward system, team work, measurement of per-
formance and communication are all critical success factors for a sustain-
able quality management system and for successful results of I1SO 9000
certification.

Quality auditors are in a powerful position to increase the value of
certifications. Certification audits help to improve quality management
systems and increase the motivation for quality work. Certified organiza-
tions want auditors not only to issue a certificate, but also to share their
own experiences and give suggestion for improvements. A successful audit
may not only produce data to use in obtaining a certificate, for improving
documentation or for enforcing conformity, but also provide data for mak-
ing managerial decisions concerned with staff development, technology,
growth, product and processes because these decisions are based on current
performance.
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TARPTAUTINIUS ISO 9000 STANDARTUS
ATITINKANCIU KOKYBES VADYBOS SISTEMU DIEGIMAS
ORGANIZACIJOSE

Adolfas Kazilitnas

Santrauka

Lietuvai jstojus | Europos Sajunga pagyveéjo bendradarbiavimas tarp
Lietuvos jmoniy ir organizacijy ir kity Europos $aliy imoniy bei organizacijy.
Siam bendradarbiavimui labai padeda tarptautiniy standarty panaudojimas,
nes jie padeda vienodai suprasti ir suderinti daugelj kriterijy. Tarptautiniai
kokybés vadybos sistemu standartai ISO 9000 randa vis platesni pritaikyma
Lietuvoje. 1ki 2010 metuy liepos pabaigos pagal ISO 9001 standarta privaiame
ir vieSajame sektoriuose buvo sertifikuota 1022 organizacijos. NeZiiirint ISO
9000 standarty populiarumo pasitaiko nemazai atvejy, kai kokybés vadybos
sistemos (KVS) diegimas ir sertifikavimas neatneSa organizacijai laukiamos
naudos. Remiantis literatiiros Saltiniais straipsnyje analizuojamas KVS,
atitinkanciy 1SO 9000 serijos standartus, diegimas jvairaus tipo organizaci-
jose ir iy sistemuy tiekiama nauda. Tyrimas rodo, kad (KVS) veiksmingumas
ir teikiama nauda labai priklauso nuo sistemos diegimo planavimo, diegimo
biido bei tinkamos prieZiiiros po sistemos idiegimo. Pirmiausia btitina jvertinti
strateginius faktorius, susijusius su organizacijos veiklos pobtidziu. Ypac
atidZiai Siuos faktorius turi jvertinti organizacijos, pasiZymincios savo veiklos
lankstumu ir kiirybiSkumu. Pastebimas aiSkus sarysis tarp kokybés sistemos
diegimo motyvuojanciy faktoriy ir gaunamuy rezultaty. Geresni rezultatai
gaunami, kai kokybés sistema diegiama remiantis vidiniais motyvuojanciais
faktoriais, o ne dél iSorés spaudimo, ar siekio panaudoti kokybés sistema kaip
rinkodaros priemone. Svarbu yra toliau tobulinti kokybés sistema ir gavus
1SO 9000 sertifikata. Straipsnyje pateikiami nuolatinio procesu ir sistemos
gerinimo sékmés faktoriai, padedantys pastoviai gauti gerus rezultatus po ISO
9000 kokybés vadybos sistemos sertifikavimo. Nemaza jtaka kokybés sistemy
teikiamai naudai turi ir tinkamai pravedami auditai.

Raktiniai Zodziai: vadybos sistema, ISO sertifikata, kokybés vadybos.
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THE RECENT TRENDS OF LABOUR FLEXIBILITY
IN THE BALTIC STATES

Svajoné Mikéné
Mykolas Romeris University, Lithuania

Abstract

The main goal of this paper is to examine the recent tendencies of labour flexibility
in the Baltic States. There were introduced labour flexibility forms, distinguished
the main factors influencing the implementation of flexible working arrangements,
discussed the results of the survey on attitudes towards the flexibility of work time
organization and the European Community strategic goals towards the increase
of the labour flexibility. The data used in the comparative analysis of the labour
flexibility forms existing in the Baltic States is taken mostly from the newest avail-
able European statistics and from national statistics agencies of the Baltic States.
Where available, comparisons with the EU-27 means are made. The findings provide
insight into the extent to which the labour flexibility practices are implemented in
the Baltic States and allow concluding that the gap between the EU-27 averages on
the flexibility of the working time is closing in the latest years as the result of the
companies’ response to the economic downturn and often it is not the voluntary
choice of the employee. The flexibility of the organization of the working time shows
also a positive trend in the Baltic States during the last few years.

Keywords: labour flexibility, Baltic States, part-time work, employment strategy,
overtime, atypical hours.

Introduction

Demand for labour flexibility — the ability of employers to readily
adjust the number of employees and their work hours — has increased over
the past two decades as just-in-time business strategies have permeated the
economy. The traditional employment model is replaced by flexible labour
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arrangements. The non-traditional forms of work organization make the
companies more flexible, better adjusting to the changing situation in the
market and as response to the economical crisis.

In the EC Communication KOM (2011) 11 final! it is emphasised that
in many Member States there are still insufficient or weak labour market
transitions, the labour market is characterised by rigidity and relatively
low turnover to meet changing demand patterns. Partly this is caused by
the rigidity of working (time) arrangements, i.e. insufficient internal flex-
ibility. Therefore, it is topical to evaluate the situation in the Baltic States,
concerning the labour flexibility practices, and to find out, which labour
flexibility forms are still not sufficiently introduced.

Labour flexibility forms

Flexible work arrangements can be classified differently, there is
no uniform classification. Summarizing various sources (Stavrou, 2005;
Zitkiené, Koveriené, 2008; George, 2004; Hohl, 1996, Bush,1994, etc.)?, we
can distinguish: 1) flexibility in the working time: part-time work; annual-
ized hours; staggered work hours; flexible time (flexitime); compressed
hours; 2)_flexibility in the working time organization: temporary employ-
ment; fixed term contracts; work in atypical hours: weekend work; shift
work; overtime; 3)_flexibility of the working place: home working; work
workplace share; home-office working; teleworking; 4) other flexible forms
of working: on-call work; gradual retirement; leaves and sabbaticals;
work rent, etc.

C. Atkinson, L. Hall (2009), L. Golden (2009) distinguish _formal and
informal flexibility. Formal flexibility is determined in the job contract,
organizations’ statute. Informal flexibility is voluntary innitiative of the

I Communication KOM. 11 final. Annual Growth Survey: advancing the EU’s comprehensive
response to the crisis. 2011. Annex 3 “Draft joint employment report” (Brussels, 12.1.2011)
http://www.eu-oplysningen.dk/upload/application/pdf/824986d5/20110011.pdf.

2 Stavrou, E.T. Flexible work bundles and organizational competitiveness: a cross-national
study of the European work context. Cyprus, 2005. http:/www3.interscience.wiley.com/
cgibin/fulltext/112141271/PDFSTART.

George, R. Flexible Working in the IT Industry: Long-hours cultures and work life balance
at the margins? London, 2004. http://www.bis.gov.uk/files/file11416.pdf.

Bush, K. Flexible Work Options. 1994. http:/www.context.org/ICLIB/IC37/Bush1.htm.
Hohl, K.L. The Effects of Flexible Work Arrangements. Chicago, 1996. http://web.ebscohost.
com.
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employers to increase the job satisfaction of the employees. Informal flex-
ibility is widely spread in Lithuania, it is confirmed by Reingardé and
Tereskinas research (2006, 82)3. Informal flexibility is convenient for the
employees as it helps to reconcillate the family and work interests, by the
same getting the same amount of the salary.

The factors influencing the implementation
of flexible working arrangements

The following structural factors are distinguished: work sector (private
or public, in private sector flexibility is higher); the sector of the industry
(work arrangements are more flexible in services’ sector), the nature of work
and profession, as well as organizational culture. Also, individual factors
can be distinguished, such as personal skills, education and experience*.
The surveys are showing that more often the flexible working arrangements
are applied to the specialists and managers, or only temporarily, during
some seasons or as experimental model (Golden, 2001). J. Plantenga, Ch. Re-
mery (2010) also indicate that flexible work time organization schedules
are more often applied to relatively more qualified employees (managers,
professionals, specialists), employees working in public administration
and business sectors; in larger companies (above 500 employees) (how-
ever, this difference is not significant). Other findings of surveys made
confirm that more women than men would like to choose flexible work
formss.

The attitudes of the inhabitants towards the flexibility
of work time organization

The work organization flexibility can be a positive means helping to
reconcile work-family issues for the employees, however, it is important
to know the preferences of the employees concerning it. The Lithuanian

3 Reingardé J., TereSkinas A. Darbo ir Seimos gyvenimo suderinimas Lietuvoje bei ly¢iy
lygybé: isSukiai ir galimybés. In: Reingardé J. (sud.) (Ne)apmokamas darbas: Seimai palanki
darbo aplinka ir lyciy lygybé Europgje. Vilnius: Eugrimas, 2006, pp. 47-102

4 Torpey E.M. Adjusting the when and where of your job. Occupational Outlook Quarterly,
2007, 14-27. http://www.bls.gov/opub/ooq/2007/summer/art02.pdf.

5 Galinsky, E., Bond, ., Hill, E.J. A Status Report on Workplace Flexibility. NY: Families and
Work Institute, 2004.

151



scientists S. ZiCkiené and A. Koveriené made a survey in 20086, in which
they were asking 561 inhabitants of Siauliai region, if they wanted a
more flexible schedule of work. Their findings show that 68 per cent of
the unemployed and 41 per cent of the employed persons would like to
work part-time. The same research revealed the dependence of choice of
flexible work model by age: young people would like both to participate
in the organization’s activity and work at home, motivating it by the
possibility to reconciliate work and studies, work and family life. Older
people are less mobile and work in the home environment would be more
convenient for them, however, it would isolate them from the collective,
would decrease the number of social relations, which has large impact
on the psychological state and work quality in older age. Respondents
also thought that working part-time, would allow them to dedicate more
time to their families, hobbies, education, daily chores. 36 per cent of
the respondents were willing to work shorter weeks, 42 per cent would
wish to work part time or all time at home hoping that this would make
it possible to plan their activities more efficiently. The main reason which
would have an impact on refusing from flexible work schedule is lower
salary. Also, respondents found the compressed hours’ work schedule as
not convenient. These results shows preferences but not the real situation
existing in the labor market. According to the survey made in Finland” in
2002, 42 percent of 24—49 years employed respondents were choosing part-
time work, because they could not find full-time job, but the young people
aged 15-24 chose this form of work organization due to the possibility
to reconcile work with studies. The newest data shows that after 2008,
involuntary part-time work as a response to crisis remarkably increased in
whole Europe.8

The EU goals concerning work flexibility

Increasing the flexibility in working time arrangements is an impor-
tant element in EU employment strategies. Already in 1998, the EU invited
their social partners, by means of the EU Guidelines for Member States

6 Zickiené, S., Koveriené, A. Lankstiis darbo organizavimo modeliai: teoriniai ir praktiniai
aspektai. Ekonomika ir vadyba: aktualijos ir perspektyvos, 2008, Nr. 3 (12), 405-419.

7 Kauhanen, M. Part-time and involuntary part-time work in the private service sector in
Finland. Economical and Industrial Democracy, Sage publications, 2008, 29, 217. .

8 European Economic Statistics. 2010 edition. Eurostat statistical books. Luxembourg: Office
for Official Publications of the European Communities, 2011.
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Employment Policies, to negotiate and make agreements “to modernize
organization of work, including flexible working arrangements”. European
Employment Strategy (Employment guideline 21) accentuates the needs to
balance the flexibility and social security. In the part of the Europe 2020
Strategy “An Agenda for new skills and jobs‘ in order to make Europe’s
labour markets function better, the Commission proposes some concrete
actions that will help to improve flexicurity in the labour markets®. In the
Communication KOM (2011) 11 final'9, evaluating the present situation in
the EU it is asserted that in many labour markets the large differences in
relative levels of employment protection legislation result in a division be-
tween well-protected workers with permanent contracts and less-protected
workers with atypical, mostly temporary, contracts. The impact of the
crisis has highlighted this issue: job losses for workers in temporary work
were almost four times higher than for those in permanent employment
((KOM 2011) 11 final). In the recommendations, it is emphasised that it is
necessary to increase internal flexibility by adjusting of work organiza-
tion, setting up the working time; also, it is necessary to support flexible
working arrangements (flexitime, teleworking) for those returning from
parental leave. It also could ease the reconciliation of work and private
life and contribute to women’s employment. By the same it is advised to
extend full-time day-care facilities, especially for children under 3-years-
old and to shorten parental leave schemes for the countries in which it
exceeds 12 months.

Summarizing, we can state that at present flexible work schemes are
considered as important political means, which should help the employers
to adjust to changing economic circumstances, and the employees — to
balance work-family life by working part-time or by flexible work sched-
ules. The European Commission also is adjusting to the modern forms of
labour organization. For example, on 18 December 2009, it has issued the
Decision C(2009) 10224, “concerning the implementation of teleworking in
Commission departments from 2010 to 2015”, where it decides to implement
a teleworking scheme into its departments.!!

9 Agenda for new skils and jobs. http://ec.europa.eu/social/main.jsp?catld=958&
langld=en.

10 Communication KOM (2011) 11 final. Annual Growth Survey: advancing the EU’s compre-
hensive response to the crisis. Op. cit.

11 Commission Decision of 18 Dec. 2009 C(2009) 10224, “concerning the implementation of
teleworking in Commission departments from 2010 to 2015” http://ec.europa.eu/civil_serv-
ice/docs/equal_opp/teleworking_decision_en.pdf.
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Flexible working time arrangements in the Baltic countries

The best accessible source for comparative analysis of the Baltic coun-
tries is the Eurostat statistical data, therefore, the further analysis will
focus on the work flexibility, basing on following available criteria: flexi-
bility in the length of the working time, and flexibility in the organization
of the working time.

Flexibility in the length of the working time

We will analyse data on the following flexible or atypical working
time arrangements: part-time work, overtime work, and atypical working
hours.

Part-time work

The research made by Plantega and Remery!2 shows that concerning
the flexibility of work time the least flexible countries in 2004-2007 were
Portugal, Lithuania, Cyprus and Hungary.

However, it should be noticed, that not always the flexible working
time is the best option: as concerns part-time work, it is noticed that it
is mostly chosen by women. Such types of job require lower qualification
and responsibility, and are also less paid, which may lead to higher gender
inequality. From the other side, the findings of Burchell ez @/.13, based on
data from the European working conditions survey, shows that the volume
of working hours is the main dimension of working time, which determines
work-life balance. As Burchell et al. conclude, “the higher the number of
hours worked, the more likely men and women are to report that their
working hours are incompatible with family and other commitments”.

In the period of 2002-2007, the amount of part-time workers in all
Baltic States was either decreasing or stable (see Table 1)14 while in the
EU-27 it was slighty increasing. In the following years, as the numbers for
2009 show, the gap between the Baltic States and the EU-27 was closing.

12 Plantenga, J., Remery, Ch. Flexible working time arrangements and gender equality. A
comparative review of 30 European countries. European Commission Directorate-General
for Employment, Social Affairs and Equal Opportunities Unit G1. Luxembourg: Publications
Office of the European Union, 2010.

13 Burchell, B., Fagan, C., O’Brien, C., Smith, M. Working conditions in the European Union:
The gender perspective. Luxembourg: Office for Official Publications of the European Com-
munities, 2007.

14 Eurostat. Employment (main characteristics and rates). Annual averages [lfsi_emp_a]
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=Ifsi_emp_a&lang=en.
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According to the data of Eurostat, in Latvia part-time work was more
common for the young people who are just entering labour force, both for
men and for women. In Lithuania part-time employees are most common
between the youngest and oldest age groups. However, in Estonia part-time
employment is most common among older female employees.!> This leads to
the conclusion that in Estonia part-time work is chosen not like alternative,
which allows to combine work and family life.

Table 1. Part-time employment in 2009 and change in part-time
employment before and after the crisis

Part-time Part-time Average

in 2009 (% growth PT growth

employees) 2009* (pp) 2002-2007
EU-27 18.8 0.6 0.3
Estonia 10.5 3.3 0.0
Latvia 8.9 2.6 -0.7
Lithuania 8.3 1.6 -0.2

Source: Eurostat. Employment (main characteristics and rates) — Annual averages [lfsi_
emp_a]

* Based on comparison of PT employment in 2007 and 2009

In 2009, 18.8 % of all employees in EU-27 worked part-time (Table 1).
The share of such employees has increased in 0.6 pp since 2007. But if to
compare this data with the previous period of 2002-2007, the share of
part-time employees was increasing about 0.3 p.p. every year. In 20009,
a sharp increase in part- time work is noticeable in Estonia and Latvia
(3.3 and 2.6 pp correspondingly, comparing with 2008), in Lithuania the
increase is not so large (1.6 pp). This may indicate that some jobs were
transformed from full-time work to part-time work, striving to maintain
more work places and avoid of loosing of specialists during the period of
crisis. Statistical data on 2008-2009 also shows that in Latvia part-time
works considerably increased among both men and women; in Lithuania the
amount of male part-timers, and in Estonia — part of female part-timers
increases (see Table 2).

15 European Economic Statistics. 2010 edition. Luxembourg: Office for Official Publications
of the European Communities, 2011.
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Table 2. Men and women in part-time employment 2005-2009
(% of all employees)

2009 2008 2007 2006 2005
Men |Women| M w M w M w M w
EU-27 8.3 31.5 |78 | 311 | 7.7 |31.2 | 7.7 | 312 | 74 | 309
Estonia 7.0 13.8 | 71 | 104 | 43 | 121 | 43 | 11.3 | 49 |10.6
Latvia 7.5 10.2 | 4.5 81 | 49 | 8 4.7 8.3 | 6.3 | 104
Lithuania | 7.0 9.5 |49 86 | 70 |10.2 | 79 12 | 5.1 9.1

Source: Eurostat. Employment (main characteristics and rates) Annual averages [Ifsi_emp_a]

Comparison with the other European countries shows that PT rises
faster for the male population, on short as well as on a longer term: com-
pared with 2005, the share for men rose 0.9%, for women this only is 0.6%.
If we compare 2008 with 2009, the share for men rises 0.5%, for woman
only 0.4%. An explanation could be found in the economical crisis: if a
company decides to deal with this crisis by reducing the number of full-time
contracts and replacing them with part-time contracts, e.g. by introducing
a four-day week for the whole company, the male population will be more
affected than the female because more women as men are already working
part-time.

It is important to notice that part-time is not always voluntary. Eu-
rostat data of 2008 year shows that the tendencies are changing: after
few years of generalized reduction of involuntary part-time, the trend
ends in 2007 — it turns upwards (European Economic Statistics 2010).
One of the most affected countries is Latvia: 20.9 per cent of part-time
workers aspired to a full-time job in 2007; in 2008, 27.2 per cent worked
part-time involuntary; in 2009 — already 43 per cent. In 2009, only 10.6
percent were choosing voluntary part-time work.1¢ Statistics Estonial”
data shows, that in 2009, 10.3 per cent of men and 26.5 per cent of women
wanted part-time work, however, in part-time work there were even less
employees of both genders. This tendency is also to be explained by the
economical crisis. Companies have to reduce their workforce as production
16 Statistics Latvia. NB11. Employed Population By Full-Time And Part-Time Work

And Sex. http://data.csb.gov.lv/DATABASEEN/ledzsoc/Annual%20statistical%20data/
05.%20Employment%20and%20unemployment/05.%20Employment%20and%20unemploym
ent.asp.

17 Statistics Estonia. http://pub.stat.ee/px-web.2001/1_Databas/Social_life/19Worklife_quality/
12Working_time/12Working_time.asp. WQU 05.
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diminishes. Jobs are reduced from FT to PT, not always by choice of the
employee or jobseeker.

Average working hours and overtime

In Directive 2003/88/EC, the EU provides a basic legal framework
concerning the length of working time.!8 According to this directive, the
average working time for each seven-day period, including overtime, should
not exceed 48 hours. In 2009, most countries have set the upper limit for
weekly working time at 40 hours. Agreed normal working hours per week
in the Baltic countries is 40 (EU-27 average is 38.7 hours).19

Basing on European economic statistics, in the EU-27 countries in
2009, the full-time employees were working 40.6 weekly hours on aver-
age, there is a slight decrease from 41 hours in 2008; self-employed full-
timers were working 46.2 hours on average in 2009 and 46.7 hours in 2008;
other full-timers were working 39.5 weekly hours in 2009 and 39.8 hours
in 2008. The decrease in the length of working time is smaller among the
part-timers: it was shortened from 20 weekly hours in 2008 to 19.9 hours
in 2009. All those estimates are actual hours worked in the main job
(European Economic Statistics 2010).

In the EU, in 2009, the longest actual weekly hours worked by full-
time employees in their main jobs are found in Romania (41.2 hours).
When comparing the data for the fourth quarter of 2009 with those for the
fourth quarter of 2008, a general fall in the actual weekly hours worked
by full-time employees is noticable. Average actual hours fell in 21 of the
28 countries. Averages across each of the EU27, EU15 and NMS groups of
countries all fell by 0.3 hours. In Lithuania it fell from 40.2 to 39.7 actual
hours (0.5 hours), in other Baltic countries — more radically: in Latvia
from 41.7 to 39.9 (1.8 hours), in Estonia from 41.1 to 39.1 (1 hour).2° This
downward tendency meant that the average gap between agreed and actual
hours narrowed between 2008 and 2009. A possible explanation may be
the widespread use of short-time working in many countries in 2009 in
response to the economic downturn.

18 Directive 2003/88/EC of the European Parliament and of the Council of 4 November 2003
concerning certain aspects of the organisation of working time. http://eur-lex.europa.
eu/smartapi/cgi/sga_doc?smartapi!celexapi!prod!CELEXnumdoc&lg=en&numdoc=32003
LO088&model=guichett.

19 European industrial relations observatory on-line (EIRO). Working time developments-2009.
http://www.eurofound.europa.eu/eiro/studies/tn0903039s/tn0903039s.htm.

20 Based on data comparison: EIRO Working time-2008 and Working time developments-2009.
http://www.eurofound.europa.eu/.
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Comparing by gender, in 2009, actual weekly hours worked by male
full-time employees in their main jobs exceeded those of their female coun-
terparts in all countries considered, by an average of 2.1 hours across the
EU27. Comparing Baltic countries, men’s actual weekly hours exceeded
women'’s by less than an hour in Latvia and Lithuania.?!

Table 3. Actual hours worked, annual

2009 2008 2007 2006 2005

European
Union (27 368 993 323|380 997 997|377 827 167|371 054 054 | 365 791 805
countries)

Estonia 1060 155| 12650069 1282286 1274203 1214 698
Latvia 1899 158 | 2264128 2343300 2291050| 2203727
Lithuania 2636244 | 2895638 2868390 2760373 2732844

Source: Eurostat. Employment (main characteristics and rates) [nama_nace06_e]

In Table 3 we see how the number of annual hours worked was chang-
ing over time. In per cent, in EU-27 countries in 2009, compared with
2008, the number of actual annual hours worked has shortened by 3.15
per cent, whereas in the Baltic States these numbers are even more ex-
plicit, especially in Estonia and Latvia, where the number of actual annual
hours worked has decreased by 16.2 and 16.1 per cents, correspondingly;
in Lithuania — almost 9 per cent. This clearly shows the impact of the
economical crisis.

Flexibility in the organization of the working time

The important indicator of labour flexibility is flexible organization
of the working time, i.e. the number of employees, working according
other agreements than having fixed beginning and ending hours of the
working day. In EU Labour Force Surveys there are used three indicators:
1) staggered working hours, 2) flexitime arrangements and 3) working
time banking.

With staggered hours employees have the opportunity to start and fin-
ish work at slightly different times, fixed by the employee or the employer;
this implies that the employee has some opportunity to fix the hours, but

21 EIRO. Working time developments — 2009 http:/www.eurofound.europa.eu/eiro/studies/
tn1004039s/tn1004039s.htm#hd4.
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the total number remains unchanged. Flexitime arrangements include
the option of a flexible start and end of a working day and the possibility
to fully determine personal working schedules. Working time banking
refers to a system of accumulation and settlement of debit and credit hours
around the standard number of weekly or monthly hours, i.e. an employee
can work more hours in exchange for taking the equivalent time off at some
time in the future. Over a longer period the average number of working
hours is equal to the number contractually agreed for working time. Two
options are distinguished: working time banking with the opportunity to
only take hours off, and working time banking with the possibility to take
full days off. In addition, there is a category “other”.22

Table 4. Share of employees (15+) having access to flexible working time
schedules, by gender, 2004

Staggered Working time Flexitime
working hours banking arrangements Other

Estonia

Male 7.0 5.2 8.9 0.1

Female 5.0 3.1 4.3 0.1
Latvia

Male 4.8 0.7 12.7 1.8

Female 44 0.6 10.0 2.1
Lithuania

Male 14.4 1.0 1.3 0.1

Female 9.6 0.8 1.5 0.1

Source: Flexible working time arrangements and gender equality

Basing on data from Flexible working time arrangements and gender
equality survey of Plantenga, Remery23, in the Table 4 we presented the
situation in the Baltic countries in 2004. According to this data, in Lithua-
nia the most popular form of flexible working time schedule was staggered
working hours (flexible beginning and ending of working day, however, the
same fixed number of hours worked), the other forms where not popular. In
Latvia much more popular were flexitime arrangements (flexible start and

22 Plantenga, J., Remery, Ch. Flexible working time arrangements and gender equality. Op.
cit.

25 Jbid. The source, which is used by authors: EU Labour Force Survey, ad hoc module 2004.
Newer data is not available yet.
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end of the working day as well as flexible duration of the working day).
In Estonia flexitime arrangements also were popular, however, almost the
same popular form was staggered working hours. In this country there were
comparably more employees (5.2 per cent of men and 3.1 per cent of women),
which were working according to the working time banking system. Thus,
we may conclude that Estonia was mostly advanced, which concerns the
use of flexible working time schedules.

European Company Survey 2009 data24 shows that in Lithuania around
52%, in Latvia around 54%, in Estonia around 48% of the establishments
were practicing flexitime schemes at establishment level, and in Lithu-
ania 60%, in Latvia 59%, in Estonia 54% of employees were entitled to use
flexitime scheme. EU-27 average is higher, though the establishment level
is similar, about 57% of establishments with flexitime schemes; however,
more — about 68% of employees — are entitled to use flexitime scheme.
The flexibility schemes are an instrument open to the majority of workers,
however, flexible time arrangements are sometimes restricted to specific
groups of employees, such as clerical staff, employees in management
positions or employees not working any shift scheme (European Company
Statistics 2009).

Fixed-term employment

The share of working according to fixed-term contracts was increas-
ing in many EU countries, however, the EU-27 mean was decreasing. Very
remarkable increase of share of employees, working according to the fixed-
term agreements is noticeable in Latvia, where it has increased by 1 pp,
comparing 2008 and 2009 (see Table 5).

Table 5. Fixed-term employment. Share of people working with fixed-term
contracts, % of total employees

2009 2008 2007 2006 2005
EU-27 13.6 14.2 14.6 14.5 14.0
Estonia 2.5 2.4 2.1 2.7 2.7
Latvia 4.3 3.3 4.2 71 8.4
Lithuania 2.2 2.4 3.5 4.5 5.5

Source: Eurostat. Employment (main characteristics and rates)

24 European Company Statistics 2009 Overview. European Foundation for the Improvement of
Living and Working Conditions, 2010. http://www.eurofound.europa.eu/pubdocs/2010/05/
en/1/EF1005EN.pdf.
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It is likely that the countries chose different ways of the adjusting to
the crisis: in some countries fixed-term contracts were terminated or not
renewed (like probably it happened in Estonia and Lithuania), therefore,
their share was decreasing; in other countries, like in Latvia, temporary
contracts were increasing as they replaced permanent contracts. Fixed-
term contracts are a good indicator for the economy as people which such
contract are the most vulnerable group of employees in a company. In times
of crisis they usually are the first to be affected, in times of prosperity they
are used to fill the first job openings.

Table 6. Fixed-term employment. Share of men and women working
with fixed-term contracts, % of total employees

2009 2008 2007 2006 2005
= = = = =
E| =« | 8| | El | BE| | 8] <
O o o o o
= | 2| 2| 2| 2|2 2|2 2| =

EU - 27 14.5 | 12.8 | 15.0 | 134 | 153 | 139 | 15.1 14 | 14.5 | 13.6

Estonia 2.0 | 3.0 14 | 34 16 | 27| 22| 33| 20| 34

Latvia 29| 68 | 20| 47| 29| 55 54 | 88 | 6.2 | 10.7

Lithuania| 1.6 | 2.9 19| 29 | 23 49 | 27 6.4 3.6 7.6

Source: Eurostat. Employment (main characteristics and rates)

Comparing by the gender (Table 6), in 2008-2009, in Estonia the
share of women, working according to fixed-term contracts has increased;
in Latvia both men’s and women'’s share has increased, in Lithuania the
share of women, working according to fixed-term contracts has decreased
(at 0.3 pp), the number of men, working with temporary contracts, remained
unchanged.

Atypical working hours

Atypical work refers to work in the evening, at night, on Saturdays,
on Sundays and shift.
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Table 7. Work at atypical hours, by country?> (%)

Night | Workon | Work on | Shift
Country
work | Saturdays | Sundays | system
Estonia 19 37 31 36
Lithuania 22 37 29 36
Latvia 31 54 42 41
EU-27 18 40 24 31

Source: ECS 2009

As European Company Statistics shows (Table 7), in Latvia, in 2009,
54 per cent of the employees were working on Saturdays, 42 per cent
on Sundays, and a similar proportion on a shift system. These numbers
quite remarkably exceed the mean in EU-27. In Latvia and Lithuania the
numbers of employees, working at atypical hours are very similar and a
bit higher, compared with EU-27 mean, which concerns the shift work and
on work on Sundays. However, in these countries it is less popular to work
on Saturdays. In general, no particularly clear country patterns emerge
regarding work at unusual hours, although the following observations can
be made, comparing EU countries. Economic sectors where atypical working
hours are common are mostly characterised by the need to provide 24-hour
services to the public (European Company Statistics 2009).

Conclusions

1. The need for labour flexibility is constantly increasing. Flexible work
schemes are considered as an important political means, which should
help the employers to adjust to changing economic circumstances, and
the employees — to balance work-family life by working part-time or
by flexible work schedules. It can be found in contemporary society
in many forms such as flexibility in the length of the working time,
in organization of the working time, flexibility of work place, and is
constantly increasing in most European countries.

25 European Company Statistics 2009 Overview. European Foundation for the Improvement of
Living and Working Conditions, 2010. http://www.eurofound.europa.eu/pubdocs/2010/05/
en/1/EF1005EN.pdf.
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2. EU is striving to eliminate still large differences in relative levels of
employment protection legislation which result in a division between
well-protected workers with permanent contracts and less-protected
workers with atypical, mostly temporary, contracts. As a mean it recom-
mends for Member States to make adjustments in work organization,
setting up the working time; supporting flexible working arrangements
(flexitime, teleworking) for those returning from parental leave.

3. From the comparison of statistical data on the_flexibility of the work-
ing time we can conclude that the part-time work is less developed in
Lithuania as in the other Baltic States; the Baltic States as a whole have
less part-time workers as the mean of the EU-27. However, this gap is
closing in the latest years as the result of the companies’ response to
the economic downturn and often it is not the voluntary choice of the
employee. The impact of the economical crisis is also well seen in the
radical decrease of the actual annual hours worked, especially in Estonia
and Latvia.

4. Concerning flexibility of the organization of the working time, the statisti-
cal data of 2004 shows that in Lithuania staggered working hours were
popular, in Latvia flexitime arrangements were found the most, and
Estonia was most advanced as all three forms of flexibility in working
time were popular. However, European Company Statistics shows that
at the company level, in 2009, flexitime schemes were widely introduced
in more than a half of companies in all Baltic States, which is close to
EU-27 average; the difference was more noticeable (about 10 per cent
less, compared to EU-27 average) in the entitlement of the employees
to use flexitime schemes. This may lead to the conclusion that the
flexibility in work time organization shows also a positive trend in the
Baltic States during the last few years.
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PASTAROSIOS DARBO ORGANIZAVIMO MODELIO
LANKSTUMO TENDENCIJOS BALTIJOS SALYSE

Svajoné Mikéné

Santrauka

Sio straipsnio tikslas — iSanalizuoti naujausias darbo organizavimo
lankstumo tendencijas Baltijos valstybése. Straipsnyje aptariamos lankscios
darbo organizavimo formos, i$skiriami lanks¢iy darbo organizavimo formy
paplitima lemiantys veiksniai, pateikiami Siauliy apskrityje vykdyto gyventoju
preferencijy lanksCioms darbo organizavimo formoms tyrimo apibendrinti
rezultatai. ApZvelgti ES prioritetai dél darbo organizavimo lankstumo didinimo
bei sitilomos priemonés. Pateikiami naujausiy prieinamu statistiniy duomeny,
susijusiy su lankscios darbo trukmés bei lanks¢iu darbo organizavimo formy
taikymu analizés rezultatai, lyginant juos su Europos Sajungos 27 Saliy vi-
durkiais. Atlikta analizé leidZia daryti tokias iSvadas: 1) poreikis lanks¢iam
darbo organizavimui vis didéja visose Salyse; lankstiis darbo grafikai nau-
dojami kaip priemoné, padedanti darbdaviams prisitaikyti prie besikei¢iancios
ekonominés situacijos; darbuotojams tai yra priemoné, padedanti subalansuoti
darba ir asmeninj gyvenima bei islikti darbo rinkoje sunkmecio salygomis.
2) ES Komisija siekia eliminuoti didelius uZimtumo apsaugos teisés akty skir-
tumus, kurie salygoja darbuotojy padalijima i gerai apsaugotus darbuotojus,
dirbancius pagal neterminuotas sutartis, ir maziau apsaugotus darbuotojus,
dirbancius pagal netipines, daugiausia laikinas, sutartis. Kaip priemone ji
rekomenduoja korekcijas darbo organizavime, darbo laiko nustatyme; skatina
sudaryti lankscius darbo sutarimus su i$ tévystés atostogy grjZtanciais dar-
buotojais. 3) Statistiniy duomeny analizé rodo, kad darbo trukmés lankstumo
atzvilgiu Baltijos Saliy atotriikis nuo kity Europos Saliy (lyginant su ES-27
vidurkiu) pastaraisiais metais mazéja. Tai aiSkinama kompanijy atsaku i
ekonomikos krize. Lankscios darbo organizavimo formos dar 2004-aisiais
buvo ne ypac paplite Baltijos Salyse, maZiausiai — Lietuvoje. Ta¢iau 2009 m.
atliktas Europos organizacijy tyrimas rodo pozityvias kaitos tendencijas visose
Baltijos Salyse.

Rakta ZodZiai: lankstus darbo organizavimo modelis, Baltijos 3alys, dalinis
uzimtumas, uZimtumo strategija, virSvalandZiai, netipinés darbo valandos.
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PECULIARITIES OF RESOLUTION OF INDIVIDUAL
LABOUR DISPUTES IN LITHUANIA

Dalius VaicCiulis
Northern Lithuanian College

Abstract

Most fundamental changes in labour law occurred in the Republic of Lithuania
after the reestablishment of its independence. After that the possibility emerged
to start developing its own legal regulation. As a result, a new Labour Code of the
Republic of Lithuania came into force in 2003. It codified most previously valid legal
acts, which no longer corresponded to the modern situation and labour relations
regulation. Even the proceedings of resolution of labour disputes have changed a
lot. This regulation was affected not only by the domestic changes in our country,
but also by preparation for joining, and membership of the European Union with
implementation of its legal provisions as acquired communitarian made a big
impact, too. In EU law legal acts there is no primary setting out of the proceeding
of individual labour dispute resolution, but indirect provisions making impact on
individual labour dispute resolution can be found.

The institute of individual labour disputes has changed and even is changing
nowadays, and that is why detection of reasons of these changes and the problems
arising are topical. Some aspects of it are investigated in the article.

Seeking to better explain peculiarities of this labour law institute, the main
objective of the article is the resolution of individual labour dispute order in Lithua-
nia.

The main aim of the work is to investigate the proceeding of the resolution
of individual labour disputes, disclose most common problems and give possible
ways of their resolution.

Keywords: individual labour dispute, labour dispute commission, court, proceeding
of labour dispute resolution.

165



Definition of labour disputes

The term ‘labour dispute’ in Lithuania appeared only in 1971. It was
legally used in previously valid code of labour laws. ‘Labour conflict’ is
a term, which has been used for legislation in Russian (at the same time
in Lithuania). It is really important to emphasize that the term ‘labour
dispute’ is better than the term ‘labour conflict’, because in philosophy,
by definition, ‘conflict’ means something that cannot be resolved, but
legal principles and regulations seek that each dispute must be resolved
in one or another way. It should be noted that a disagreement arising from
labour relations not necessarily becomes an individual labour dispute (for
example, the employer pays the employee timely unpaid wage and statutory
interest). When a labour dispute arises, the case is submitted for resolution
to the legally authorized and competent body.!

The law establishes that an individual labour dispute is a disagree-
ment between the employee and the employer for in labour laws and other
normative legal acts, employment or collective agreements established
implementation of rights and obligations, which is resolved by the order
settled in Labour Code, Chapter XIX.2

Previously, valid legislation in Lithuania (before the adoption of the
Labour Code) determined that a labour dispute is a disagreement between
the employee and employer for labour contract, labour laws and legislation,
the employer’s rules, enforcement of the provisions of collective agreements,
which parties of dispute have not resolved through direct negotiations.>

According to Lithuanian laws, the given definition shows that the
moment that labour disputes begin is the end of failed negotiations between
disagreeing parties. It is worth attention that this concept implies the pos-
sible origin of individual labour disputes from collective agreements. But
it should be noted that from collective agreements not only individual but
also collective disputes may occur. Individual labour disputes can arise
only in cases which are determined in the Labour Code, Chapter XIX. For
example, an individual labour dispute cannot arise in the case when the
head of the company, during the negotiations with employee representatives
for collective agreement changes, will not agree to include in the draft of
agreement provisions about additional paid breaks during work time.

1 AHacuMmoB, A.H., AHacuMOB, A.A. Tpydoesie 002060pbl, mpyodosvie cnopsl. M.: Berator-
Mpress, 2002, 170 p.

2 LR Darbo kodeksas. Valstybés Zinios, 2002, 06 04, Nr. 1X-926.

3 LR Darbo gin¢y nagrinéjimo jstatymas. Valstybés Zinios, 2000, Nr. VIII-1742 neteko galios
2003 01 01d.
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Different authors give various definitions for individual labour dis-
putes, but in spite of this opinion diversity, labour dispute can be identified
and described through such common criteria’s as:

— parties of dispute;

— its object;

— procedures of its resolution.4

Parties of individual labour dispute are subjects who primarily act in
the resolution of labour dispute. An individual labour dispute can arise only
between an employee and employer (parties who are in labour relations
with each other).

Labour dispute parties due to their status differences have different
rights and obligations. The Constitutional Court has explained that legal
acts regulating labour relations and areas related with them must not
only provide protection for workers during the work process, but also as-
sure a full range of human rights guaranties preventing from one labour
relations parties dominance over other party.5> Thus, the Constitutional
Court, and nowadays the legal regulation, shows that the employee is the
weakest subject in labour relations, and that is why his rights must be
protected actively. The other party of the labour dispute is an employer
that can act as an enterprise, institution, organization or other organiza-
tional structure, regardless of it ownership, legal form but having a legal
capacity.6

The employee is a physical person who has legal capacity and works
by labour agreement for a salary. Full legal capacity and ability to gain
employment rights and obligations appear for a person when he is at least
sixteen years old.

Regardless the fact that labour relations are specific, in some cases
there arise difficulties separating one branch of law from another. In
particular, this separation is very important in the civil law. Sometimes
there arises a question whether the dispute is a labour dispute by its
origin or not. The subject of legal regulations is one of the features help-
ing to decide this. The subject of labour law are public relations, which
occur in the work process, their presence is shown by written employment
contract.”

4 TiaZkijus, V., Petravicius, R., BuZinskas, G. Darbo teise. Vilnius: Justitia, 1999, 171 p.

5 LR Konstitucinio Teismo nutarimas dél LR Civilinio proceso kodekso 476 straipsnio
treCiosios dalies atitikimo Lietuvos Respublikos Konstitucijai. Valstybés Zinios, 1998, 09 24.

6 Lietuvos Respublikos darbo kodeksas. Valstybés Zinios, 2002, Nr. 1X-926.

7 Ibid.
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The civil law regulates different work relations. For example, in out-
sourcing relations no labour contract between parties is made, because
outsourcing contracts are regulated according to the civil law. By outsourc-
ing contract, the contractor is obligated to carry out some work at his
own risk according to customer’s task and give the result of work to the
customer, and the customer is obligated to pay for it. The contractor and the
client are not in subordination and dependence relations.® In the event of a
labour dispute, it is important to consider whether the work was performed
under the employment contract; if not, then whether a specific person
works under a patent or has other backgrounds. Sometimes the employee
seeks to avoid formal validation of labour relations treating them as civil
relations. However, mere absence of a contract of employment should not
be considered as the basis for absence of labour relations, and recognition
of a labour dispute should be possible.

Another important element of an individual labour dispute is its object
(background). Causes for labour disputes usually are inappropriate execu-
tion of labour duties or legal acts. Individual labour disputes can arise
concerning the following issues:

— laws and other legal acts containing improper application of the

labour law;

— application or non application of collective agreement provisions;

— employment contract, its amendment and termination.

In these matters subjects of labour relations can protect their legiti-
mate rights and interests addressing competent organs.

As it has already been mentioned above, the existence of labour re-
lationships is not always proved in finding all the formal criterions, such
as the existence of a written employment contract. In that case the only
problem is that the relations between parties are labour relations, and the
raised dispute is a labour dispute. It must be noted that the labour law
regulates not only the labour relationships, but even some closely related
relationships (for example, relations for the material responsibility in the
employment relationship®).

Thus, the object of individual labour disputes is the subject which rises
disputes. These disputes are unique, since they rise from labour relations.
The objectives of individual labour disputes have no final list, because it
is impossible to do, assuming the fact that labour relations are not static

8 Civilinis kodeksas. Valstybés Zinios, 2000, Nr. VIII-1864, 6.644 str.
9 Tiazkijus, V., Petravicius, R., Buzinskas, G. Darbo teise. Op. cit.
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and they are constantly improving. Previously, courts investigated disputes
within the limits laid down by arguing parties!, now courts can extend
claim limits and fulfil the requirements, which the employee has not raised
in his claim, for example, to pay interest.

Another important element in the resolution of individual labour dis-
putes is the order of resolution.

General order of resolution of individual labour disputes

Disputes usually rise when one arguing party thinks that his right has
been violated, while the other side usually does not want to agree about
having broken the law. Therefore, it is important to determine, whether the
dispute is legally legitimate, and how it can be resolved. Disputes usually
are resolved applying a claim to authorized institutions or trying peacefully
to resolve it between each other without any aid. In essence, the mentioned
aspects can be applied to individual labour disputes.

In the case of individual labour dispute settlement procedures, Chap-
ter XIX of the Labour Code is important. This section can be regarded as
a leading basis for resolving individual labour disputes, the resolution
of any type of individual labour dispute must follow the order set in the
mentioned chapter.

The Labour Code sets two stages of individual labour dispute resolu-
tion:

e Pre-litigation stage: labour disputes commission;

e Judicial stage: labour dispute resolution in the court.

Before the enactment of the Labour Code, the resolution of individual
labour dispute procedures were regulated by law from which some provi-
sions can still be found in the Labour Code.!! Labour dispute resolution law
instituted one more individual labour dispute resolution stage — negotia-
tions, but their legal regulation failed. This stage was previously mandatory
and problematic showing how the employee, in an appropriate order, should
apply to the employer if the latter avoided registering his application.
Presently, this stage is non-regulated and negotiations can start only in
case both arguing parties honestly want to negotiate. If the negotiations
1o %2T1civiliné byla V. Sinkiinaité v. UAB “Zalgirio loto” Nr. 3K-3-1238/2002 Byly kategorija

11 Lietuvos Respublikos darbo ginc¢y nagrinéjimo jstatymas. Valstybés Zinios, 2000, Nr.
VIII-1742 neteko galios 2003 01 01d.
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succeed it can help avoid the labour dispute and other unwanted legal
consequences. As it has already been mentioned, the first mandatory pre-
judicial body for individual labour dispute resolution, which can be omitted
only in exceptional cases, is labour dispute commission.

Resolution of individual labour disputes
in labour dispute commission

Prior to the adoption of the Labour Code, in case of a labour dispute,
the legislature had not instituted the possibility for an employee to apply
directly to the court in cases when the employer clearly avoided negotia-
tions with the employee. Such a regulation enabled employer’s ability to
prolong the litigation period. In addition, the labour dispute commission
was composed only for a particular labour dispute. Such temporary labour
dispute commissions in many cases did not function in practice, and the
pre-trial stage of litigation was inaccessible.!2 At this moment, the Labour
Code states that a labour dispute commission is established in a company
for a period not exceeding two years as a permanent authority and resolves
individual labour disputes arising there.

Sometimes the provisions of the Labour Code are criticized as not
meeting the requirements of the EU and the ILO, because they allow em-
ployers discriminate employees and violate their rights. For example, Article
293, paragraph 1, of the code states that “labour dispute commission shall
be composed of an equal number of employees and employers representa-
tives” and paragraph 2 states that “the employer must immediately initiate
the formation of a labour dispute commission according to the order set in
the first paragraph if the labour dispute commission is not established”.
These aspects show that the employer does not have an obligation to have
permanent labour dispute commission functioning, under the above condi-
tions, and paragraph 1 does not define the procedures how labour dispute
commission should be composed.'® However, this criticism is not accept-
able, because the legislature has established a protective mechanism — the
possibility of litigation in the court if the labour dispute commission is
absent or not formed in stated time.

12 LR Darbo kodekso projekto aiSkinamasis rastas. 2001, Nr. IXP, 1268.

13 LDF Valdybos Zinios, Biuletenis Nr. 18 2001 m. sausis // http:/www.ldf1t/inc/biuletenis18.
doc.
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Sometimes the employer does not perform his duty to establish a
labour dispute commission and the Labour Code does not determine any
sanctions for that. Of course, there is a possibility for administrative sanc-
tions, however, they are quite mild.14

Labour dispute commission has to pass a decision within a 14-day
term. A copy of the decision is given to the persons who acted in the case.
The employee has a ten-day term for appeal of the decision to the court.
It is quite a short term, so no wonder what sometimes employees miss it,
but it can be renewed for valid reasons.!>

If the decision comes into force it must be enforced during a 10-day-
term as long as no other term is stated in the decision. If the employer
does not execute the decision it can be enforced by rules applied for courts
decision enforcement. Previously, an employee could apply directly to the
bailiff for enforcement of labour dispute commission’s decision.!e Currently,
a legal requirement to apply to the court for approval of labour commis-
sion’s decision enforcement before applying to the bailiff, in a legal aspect,
means not acceptance of labour commission’s decision. But on the other
hand, such an order helps enforce decision more efficiently. In such cases
provisions from the Code of Civil Procedure, bailiffs’ law and others are
applied.

The Labour Code legally provides for the background for an objec-
tive work of the labour dispute commission ensuring some rights for its
members. Labour commission members who represent employees’ interests
cannot be fired, with some exceptions or unless the employer is liquidated.
In addition, the committee members receive average remuneration for the
time spent resolving labour disputes. But these guarantees cannot ensure
absolute impartiality of committee members, one can easily imagine the
pressure an employer sets on the commission members, for example, by
saying that “Christmas is coming, but only ‘the best’ employees will receive
a Christmas bonus.” If an employer somehow influences the decision of
the labour dispute commission this is not the end of dispute, because the
employee can seek justice by submitting a claim to the court.

14 LR Administraciniy teisés pazeidimy kodeksas. Valstybés Zinios, 1989, Nr. 2-14 aktuali iki
2011-01-01 41 str., 233 str.

15 LAT civiliné byla A.Urbonavicitité v. Gabrielés Petkevicaités-Bités viduriné mokykla 3k-3-
651/2002.

16 LR Darbo ginc¢y nagrinéjimo jstatymas. Valstybés Zinios, 2000, Nr. VIII-1742 neteko galios
2003 01 01d. 9 str.
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Resolution of labour disputes in the court

Some employees avoid labour dispute resolution and litigation in the
courts deeming this process to be very expensive.l” But this point of view is
not correct for a number of reasons. Firstly, all litigations costs are covered
by the losing party, secondly, employees are exempt from stamp-duty.

Individual labour disputes can reach the court in two ways. Firstly,
if the labour dispute commission has not been established within the set
time limit, or it has passed a decision that does not satisfy the employee’s
interests, or the employer does not fulfil a valid decision. This is the way
for an employee to resolve the dispute in the pre-trial stage. Another way
is when labour disputes can be directly resolved in the court, in the fol-
lowing cases:

* The dispute arises from a change in the employment contract con-
ditions, transfer to another job, suspending of labour contract by
employers will, termination of labour contract without any just
cause, or breaching legal procedures;

* A change of labour contract termination background;

* When the employment relationship between the employer and the
employee is terminated;

* Other cases stated in the legal acts.

Courts resolve labour disputes bearing the procedures set in the Code
of Civil Procedures that has a special chapter shared for regulation of
labour disputes. Is it necessary and essential to separate labour disputes
from civil disputes? The answer concerns the fact that an individual labour
dispute rises between an employee and an employer. These parties are
not equal by their status, usually the employee is a weaker part in labour
relations compared to employer. That is why the employee gets more rights
for defence of his interests (for example, the employee can appeal the
labour commission’s decision to the court, but the employer has no such
right1s).

The Code of Civil Procedures that came into force in 2003 has changed
a lot of aspects of civil, including labour litigation procedures. It provides
more procedural guaranties for its parties.!

17 Teismali turés labiau ginti paZeistas darbuotojuy teises. http:/www.min.tm.lt/nck/n5/dar-
bosantykiai.doc.

18 LR Darbo kodeksas. Valstybés Zinios, 2002, Nr. 1X-926, 293 str.

19 LR Civilinio proceso kodekso projekto aiSkinamasis rastas. Teisingumo ministerija, 2001,
IXP 1127.
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Labour disputes are resolved by the Code of Civil Procedure with excep-
tions made by other laws. One of the main aspects set in this code is that
trade unions, if they represent the union members in labour relations, can
be representatives in court.20

Applicants — employees are exempt from stamp duty and other costs
of payment in all matters if claims arise from an employment relation-
ship.2t

No appeal can be submitted to the appealate court if the amount of
claim is less than 250 litas, but the exception is set that it does not apply
to disputes arising from matters concerning salaries and other benefits
related to labour relations.

Most specific is Chapter XX of the Code of Civil Procedure, which
sets special rules for labour litigation. It provides that court proceedings
must begin not later than within thirty days from the date the claim was
accepted and the case must be resolved not later than within thirty days
from the date when the case was prepared for the court. Court jurisdiction
in labour cases compared to civil cases is broader:

First, the court is granted the right to collect the evidence, which
parties do not present to the court, but the court considers that they are
necessary for proper resolution of the dispute.

Second, if the court during the hearings finds that the defendant is
false it has the right by its initiative to invite other defendant.

Third, the court of first instance has the right to exceed the claim
limits. However, the court activity must be balanced with impartiality,
since it cannot violate the competition principle or give priority for any
litigating party.

The Labour Code and the Code of Civil Procedure, which were enacted
in 2003, have helped to resolve a number of important issues. A lot of prob-
lems arise due to the fact that labour relations were regulated by different
laws, and usually they opposed to each other, which made it difficult to
understand them not only for ordinary people but also for lawyers.22

20 LR civilinio proceso kodeksas 56 str. 5p.

21 Jbid. 83 str.1d., 3d.

22 Teismai turés labiau ginti paZeistas darbuotojy teises. http:/www.min.tm.lt/nck/n5/dar-
bosantykiai.doc.
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Conclusions

1. The stages of common labour dispute settlement procedure are divided
as follows: the pre-trial stage — labour dispute settlement in the labour
dispute commission; the judicial stage — labour dispute resolution in
the court. However, the stage of negotiations should not be forgotten.
While the negotiations are not considered as an integral part of the
labour dispute resolution stage, dispute prevention is more important
than the litigation decision. Negotiations help the arguing parties to
maintain good relations and do not require involvement of a third party
in that stage.

2. The labour code establishes an obligation for an employer to form a
labour dispute commission according to the order set by law. The law
clearly states how and under what terms the commission must be formed,
but do not define the employer’s liability for failure to comply with this
obligation and for delays in resolving labour disputes. It is assumed
that the only legal measure available in that case is the employee’s right
directly appeal to the court. Despite this, the stricter administrative
responsibility for the employer should be set seeking to prevent abuse
of law in such situations.

3. Court’s abilities of resolving individual labour disputes are quite broad.
Changes made in the legislation allowed the courts to become more
active resolving labour disputes and even exceed claims limits if they
decide what that is needed.

4. The presence of labour relations shows a formal document labour con-
tract, but this proof should not be overestimated. Because sometimes
due to employer’s fault this contract is not made in a written form. But
this fact cannot negate the existence of labour relations and the raised
dispute should be recognized as individual labour dispute in that case,
too.
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PECULIARITIES OF SOLUTION OF INDIVIDUAL LABOUR
DISPUTES IN LITHUANIA

Dalius Vaiciulis

Santrauka

Individualiis darbo gincai opi ir socialiai reikSminga visuomeninio gyve-
nimo sritis. Individualiy gin¢y nagrinéjimo tvarka yra teisiniu poZiiiriu nuo
Lietuvos Respublikos nepriklausomybés atkiirimo iki Siy dieny yra pakitusi
ir turi jai budingy ypatumy.

Siuo poziiriu autorius atskleidZia ne tik Siai dienai galiojancia bendra
individualiy darbo gincy nagrinéjimo tvarka, nurodo jos ypatumus, proble-
minius aspektus, bet kartu nurodomi svarbesni pokyciai, jvertinus iki darbo
kodekso, kuris parengtas atsizvelgiant ir j Europos Sajungos teisés reikala-
vimus, galiojusias teisines nuostatas. Minéta pozicija padeda geriau suvokti
ivykusias permainas Sioje srityje bei pagristi ju poreikj ir aktualuma.

Aptariami tokie svarbiis aspektai kaip darbo gin¢y samprata, pateikiamas
atribojimas nuo salyginai giminingos teisés Sakos kaip civiliné teisé.

Nagrinéjama tiek ikiteisminé darbo gin¢y nagrinéjimo stadija, kurioje
svarby vaidmenj atlieka darbo ginfy nagrinéjimo komisija, tiek ir teisminé
stadija, kurioje aktualus teismy vaidmuo. Nagrinéjant bendra individualiy
darbo gincy nagrinéjimo tvarka nurodomos ne tik teisinés nuostatos regla-
mentuojancios minéty institucijy kompetencijas, bet kartu identifikuojamos
svarbesnés probleminés teisinés nuostatos tiek teoriniu, tiek praktiniu as-
pektais.

Raktiniai Zodziai: individualus darbo gincas, darbo gin¢uy komisija, teismas,
darbo ginco sprendimo tvarka.
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SECURITY OF LIABILITY EXECUTION
BY OFFERING THE PROPERTY AS A PLEDGE

Eglé Simkeviiené
Northern Lithuania College

Abstract

Recently, with the development of the financial market in Lithuania, the bank sector
finds a greater relevance in claims under monetary liabilities that performance is
mortgage secured. It is obvious that if covenanters intend to delegate the right of
claim under the principle of liability secured by the mortgage of an immovable
thing, necessarily, the issue of the delegation of mortgage as the material right
secure the performance of the principal liability. A proper regulation of this legal
issue shall not only reduce the administrative costs related with the delegation of
mortgage claim but also provide a new creditor with legal guarantees that in case
of non-performance of the delegated credit claim his claim will be fully satisfied
from the mortgaged immovable thing.

With reference to the legislation in force, practices of the Supreme Court of
the Republic of Lithuania, the issues of security of liability execution by offering
the property as a pledge by analyzing these issues from the point of view of the
offering as a pledge, as one of the ways to secure the execution of liabilities, a
comparative analysis of the reform of the law on the right of pledge was made. The
thesis has been targeted to reveal the problems faced in implementing the pawning
and possible ways for solving the problems.

The key findings and proposals are also presented.

Key words: liability, liability security, pawning, nature, reform, creditor, request,
immovable, registry, general appurtenance.

Introduction

The relevance and problem of the topic. In Lithuania, under the con-
ditions of development of the financial market, bank sector, gradually
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building up of the hypothecary crediting system common in Europe and
hypothec banks, the assignment of claims under monetary obligations,
which performance has been secured by pledge, hypothec (mortgage), gains
more and more relevance. It is obvious that in order to assign the right
of claim under the main obligation, secured by the pledge of property, the
problems of the performance of the pledge of property, such as registration
of the pledge, co-owners, also arise. Appropriate legal regulation of this
issue not only reduces administrative expenses incurred by the participants
of the civil relationships in relation with the assignment of a hypothe-
cary claim, but also provides legal guarantees that in case of failure to
perform the claim of a creditor acquired by assignment, the claim thereof
would be fully satisfied from the pledged real thing. In practice, problems
regarding the registering of pledges, the sale of co-owned property or
some part thereof, consent of co-owners, and forced pledges are especially
often.

The objective of the research is to analyse the theoretical and practical
legal aspects of the security of the performance of obligations by the pledge
of property, to present the legal ways of improvement of the regulation of
the pledge of property.

The research object is the pledge of property.

The research methods are the following:

— The legal regulation of the pledge of property is assessed using the

method of analysis of legal acts;

— The method of systemic analysis allowed reviewing and analysing

of the pledge of property and the related problems;

— Conclusions are formulated with the help of the method of generali-

sation.

Security of liability execution by offering the property
as a pledge: theoretical aspect

Concept and relevance of the security of performance of
obligations by pledge of property

A pledge, as a legal measure of minimising the credit risk, is closely
related with a hypothec (mortgage), whereas the purpose thereof as well as
the purpose of the hypothec (mortgage) is to distinguish a certain object
of ownership from the total mass of property of a debtor or a third party
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and to encumber it by a property right in favour of a creditor pursuing
to ensure appropriate performance of the monetary obligation subject to
securing.

The concept ‘pledge’ has been used in two meanings: in the broad and
in the narrow sense.

The pledge in the broad sense is understood as a creditor’s right to
direct enforcement towards the pledged property and to satisfy his claim
from the value of the pledged property or the income received administrat-
ing it in priority to other creditors. Such a concept of the pledge includes
also mortgage.

The pledge in the narrow sense is the institute of civil law.! The con-
cept of the pledge in the narrow sense is presented in Article 1.198 of the
Civil Code: “A pledge shall mean pledging of a movable thing or real rights
securing the discharge of an existing or future debt obligation, when the
object of the pledge is transferred to the creditor, a third person or remains
with the pledgor.” The object of the pledge remaining with the pledgor may
be locked, sealed or marked by marks indicating that it has been pledged.
Pursuant to the pledge, the creditor (the pledgee) has the right to satisfy
his claim from the value of the collateral prior to other creditors, if the
debtor fails to discharge the obligation secured by the pledge (in the event
of default).

We may establish the features that distinguish essentially the pledge
from mortgage:

1) the object of the pledge may be: a) movable things or b) real rights
(rights to land, wood, other things, i.e. the right of use, the right of lease
and other real rights, for example the right of claim, except for the rights in
relation with the personality of the owner of the thing subject to pledging,
as well as the rights, which assignment is forbidden by laws or a contract,
in respect of which under the existing laws enforcement may be levied.
However, the object of mortgage may be only individual immovable things,
registered in the public register and not withdrawn from the civil turnover
that may be submitted for a public forced auction;

2) the object of the pledge may be: a) transferred to the creditor or
by a third person, or c¢) remain with the pledgor.

The object of mortgage always remains with the debtor (or any other
owner of the thing) and is not subject to transferring to the creditor or any
third persons;

I Lietuvos Respublikos civilinis kodeksas 4.198-4.228 str. Valstybés Zinios, 2000, Nr. 74.
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3) the procedures of enforcement of collaterals and mortgaged property
are different.2

Striving to ascertain, whether the mortgage and pledge are real rights
or the rights arising from obligations, we should not forget the opinion
expressed by K. Pobedonoscev in the 19th century, that the exceptional
features of the property law and the law of obligations lie in the concept
about a thing and a personal act, therefore, this difference must exist in
every law system. The issue, what is the subject of attributing real rights
and what — the rights arising from obligations, is solved differently in
various law systems, whereas the majority of the most important obliga-
tions have a purpose to establish a right to a thing?.

Analysis of security of performance of obligations
by pledge of property: practical aspect

The pledge is a very reliable measure of the security of the perform-
ance of obligations giving the creditor exceptional priority rights to the
certain property of the debtor or a third person, from the value of which
the claim of the creditor may be promptly and efficiently satisfied under
non-adversarial procedures. The pledge reduces efficiently the risk of the
debtor’s insolvency and ensures a long-term protection of the creditor’s
interests. However, notwithstanding that, the institute of pledge gives to
the parties more freedom to choose, how the object of the pledge should
be realised, than mortgage, it is also possible to meet problems striving to
realise it promptly. In practice, problems regarding the register of pledges,
sale of the co-owned property or some part thereof, consent of the co-own-
ers, compulsory pledge are rather usual.

Legal analysis of co-owners in pledge of property

Problems concerning the sale of the co-owned property are rather
usual. It is necessary to know that the Civil Code of the Republic of Lithua-
nia provides for a special procedure regarding the co-owned property. The
purpose of the procedure is to defend the interests of co-owners, minimise
the number of co-owners in order to ensure the economical possession,

2 Lietuvos Respublikos civilinis kodeksas. Valstybés Zinios, 2000, Nr. 74,
191.

3 Baranauskas, E. Jkeitimo teisinis reguliavimas: daktaro disertacija: socialiniai mokslai:
teiseé. Vilnius: LTU, 2002, p. 43.
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disposal of a certain property. Therefore, failure to comply with the proce-
dure may result in some negative legal effects both to the buyer and the
seller.

Article 4.78. of the Civil Code established the undisputable right of
each co-owner to handle his property at his own discretion, i.e. transfer
in possession of, lease or otherwise alienate, mortgage or encumbrance in
some other way all or a part of his share held in common partial owner-
ship. However, it is important to notice that the legal regulation construed
in such a way that some obligations are also provided for the persons in
addition to the given rights. Article 28 of the Constitution of the Republic
of Lithuania states that exercising his rights and freedoms, everyone must
observe the Constitution and the laws of the Republic of Lithuania, and
must not restrict the rights and freedoms of other people. Thus, it is obvious
that the right of a co-owner is not absolute, especially talking about selling
of the share of the co-owned property.

In practice, problems regarding the consent of co-owners or other
problems are rather usual, for instance, in the civil case No. 3K-3-535/2009,
a plaintiff AB “Kazly Riidos metalas“ applied to the court with the claim
on 5 June 2008 and indicated in his pleading that the judge of Vilnius City
1st District Court Hypothec Department, having considered the application
of the applicant (creditor) AB Kredyt Bank S. A. Vilnius Branch regarding
forced exaction of a debt, decided to seizure and transfer to the creditor the
pledged movable things by her judgement dated 18 April 2008. According
to the plaintiff, he got to know from the mentioned court judgement that
the UAB “Delsima” pledged to a bank the plaintiff’s equipment, which he
brought to the venue of performance of the contracts, while performing the
contracts concluded with the defendant UAB “Delsima” on 29 November
2006 and 15 December 2006 and the Agreement on Joint Activities con-
cluded on 14 February 2007, as his contribution to the joint activities. The
plaintiff also indicated that pursuant to the Agreement on Joint Activities
dated 14 February 2007, the mentioned equipment became the common
partial divided property of the participants of joint activities and the UAB
“Delsima” could not pledge this equipment without having received a writ-
ten consent from the plaintifft. Pursuant to articles 1.80, 1.96, 4.49, 4.171,
4.206 of the Civil Code, the plaintiff asked the court to acknowledge as
invalid the part of the pledge bond of a movable thing No. 01220070006160,

4 Lietuvos Respublikos civilinis kodeksas, 4.206 str. Valstybés Zinios, 2000, Nr. 74
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where 16 pieces of equipment located in the AB “Pagiriy Siltnamiai” were
pledged, the value of the equipment was 1 700 000 Lt.

Pursuant to the imperative requirement of paragraph 6 of Article
4.201 of the Civil Code, jointly owned things may be pledged only upon a
written consent of all co-owners and the parties themselves may not agree
on modification, restriction or abrogation of an effect or application of the
mandatory rules of law>.

Furthermore, it was alleged that the ownership of the disputed equip-
ment passed to the UAB “Delsima“ under the VAT invoice, thus, Article
4.49 of the Civil Code was interpreted and applied incorrectly as well as
the issue of contract interpretation by the Supreme Court of Lithuania was
ignored. Pursuant to Article 4.49 of the Civil Code, the acquirer of a thing
(property) acquires the ownership right to the thing (property) as of the
moment these are transferred to him, provided the laws or the contract do
not stipulate otherwise. Pursuant to the Agreement on Joint Activities dated
14 February 2007, the disputed equipment became not the ownership of
the UAB “Delsima” but the common partial divided property of the Parties;
and the Parties agreed in paragraph 4 of article 3 of the Agreement that
the particular amount and form of the contribution of each of the Parties
(money, property and etc.) would be established in accordance with the
invoices or other documents holding legal power subject to later submis-
sion. Hence, the parties established the procedures of passing of the right
of ownership in the Agreement on Joint Activities and the shares of the
right of ownership could not be revised during the performance of the
Agreement on Joint Activities — the particular shares of the Parties had to
be established in accordance with the documents submitted later and until
that, any property transferred to the joint activities had to be considered as
co-owned. Furthermore, the plaintiff did not know about the conditions of
the credit agreement concluded between the UAB “Delsima“ and the Bank
on 28 March 2007. Meanwhile, it is obvious from the mentioned agreement
that the Bank knew about the contracts concluded between the AB “Kazly
Ridos metalas“ and UAB “Delsima“ and the conditions thereof as well as
the fact that the things subject to pledging did not belong to the pledgor,
thus the Bank did not exercise the necessary concern and did not act fairly
to the extent that can reasonably be required of him, taking in regard the
concrete circumstances, in which he acted. During the court proceedings,

5 Ibid.

181



the plaintiff explained that on 2 April 2008, document No. 01/318 was
required in the financial activities of the company justifying that the means
used by the company were not bad debts, thus the court decided unsoundly
that the mentioned document proved that the purpose of the VAT invoice
was to execute the purchase—sale of the disputed equipment.

Having reviewed the case, it shall be noticed that the defendants UAB
“Delsima“ and AB Kredyt Bank S.A. stated different arguments, which, in
their opinion, justified the legality of the agreement. Due to this reason,
the board of judges discussed separately the stated arguments. Therefore,
the Supreme Court of Lithuania stated that the appellate court interpreted
and applied inappropriately the norms of material law, departed from the
practice of the Supreme Court of Lithuania, therefore, this judgement was
subject to annulment® and the judgement of the court of the first instance
was subject to remaining in force. This judgement stated that the AB
“Kazly Riidos metalas* and UAB “Delsima” agreed to implement the project
of modernisation and renewal of the heat economy of the AB “Pagiriy
Siltnamiai“ concluding the Agreement on Joint Activities dated 14 February
2007. In Article 3 of the mentioned agreement, the Parties established that
the property contributed by them to the joint activities was their common
partial divided property, and agreed to establish the particular amount and
form of the contribution of each of the Parties by written mutual agreement
in accordance with the invoices or other documents holding legal power
subject to later submission. The court emphasised that pursuant to the
imperative requirement of paragraph 6 of Article 4.201 of the Civil Code,
jointly owned things could be pledged only upon a written consent of all
co-owners, and the parties themselves could not agree on modification,
restriction or abrogation of an effect or application of the mandatory rules
of law”. The court stated that the UAB “Delsima“ did not prove that he had
authorities to pledge the co-owned property, whereas the written consent
of the AB “Kazly Riidos metalas“ to pledge the equipment of 1 700 000 Lt
value was not given. The court also indicated that the parties to the dispute
did not present any proofs proving their agreement regarding the purchase-
sale of the disputed equipment, whereas the VAT invoice GBD No. 7038806
dated 19 June 2007 did not confirm that the equipment specified in it was
transferred to the UAB “Delsima” on 19 June 2007. The court decided that
6 Lietuvos Respublikos civilinio proceso kodeks 346 str. 2 d. 1, 2 punktai. Valstybés Zinios,

2002, Nr. 36-1340.
7 Lietuvos Respublikos civilinis kodeksas 6.157 str. Valstybés Zinios, 2000, Nr. 74.
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the disputed movable things did not pass to the ownership of the UAB
“Delsima” under the VAT invoice GBD No. 7038806 dated 19 June 2007,
and the UAB “Delsima” did not have a right to pledge this equipment. In
the opinion of the court, the credit agreement concluded between the UAB
“Delsima” and the Bank evidenced that the bank knew about the Agreement
on Joint Activities dated 14 February 2007, thus concluding the pledge
agreement with the UAB “Delsima”, the Bank failed to behave with the care
and caution necessary in the corresponding conditions and did not ascer-
tain, whether the UAB “Dalsima” had the consent of the other co-owners
to pledge the disputed equipment. On the grounds of the abovementioned
motives, the court satisfied the claim of the plaintiff.

Thereby, we may generalise and make a conclusion that a thing be-
longing by the right of common ownership may be pledged only on the
consent of all co-owners. When a part of common divided ownership is
subject to pledging, the consent of other co-owners is not necessary, how-
ever, the pledged part must be accurately defined in the contract on the
manner of the use of the thing concluded among the co-owners and certified
by a notary.

Legal analysis of the legal (forced) pledge of property

The legal pledge may be described as a hypothec (mortgage) aris-
ing independently of the will of a debtor, i.e. the grounds of arising of
such mortgage are not the contracts of the creditors and debtors (as, for
instance, the grounds of the contractual mortgage), but a law or a court
judgement.

The main difference between the legal and contractual mortgage
is that the legal mortgage may arise only on the basis of the law or a
court judgement and only in cases established by laws. Furthermore, the
legal mortgage may secure only particular claims, which are listed in
the new Civil Code. Pursuant to the provisions thereof, legal mortgage
(forced hypothec) shall arise on the basis of the law or a court judgement
in the following cases: 1) to secure the state claims arising from taxing
and state social insurance legal relationss; 2) to secure claims related to
the construction of buildings or reconstruction?; 3) to secure claims in

8 Lietuvos Respublikos civilinis kodeksas 4.176 str. Valstybés Zinios, 2000, Nr. 74.
9 Lietuvos Respublikos civilinis kodeksas 4.177 str. Valstybés Zinios, 2000, Nr. 74.
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relation with payment of a rent'© and 4) in other cases provided for by the
Civil Code.!

The legal mortgage (forced hypothec) may arise:

1) to secure property claims to be satisfied in accordance with a court
judgement!2, 2) to secure the payment of maintenance to the former spouse
adjudicated by a court order after their divorce!3, 3) to secure the payment
of maintenance to minor children adjudicated by a court order!4, 4) to
secure the payment of a compensation to other successors of a farmer for
the shares of the property belonging to them; and 5) in other cases provided
for by the Civil Code!>. An application to register the compulsory (forced)
mortgage as well as executing contractual mortgage shall be executed as
the mortgage bond!°, for issuing of which the expression of the creditor’s
will certified by his signature is sufficient. It shall be noticed that the Civil
Code provides for that, when the mortgage is contractual, the mortgage
bond shall be certified by a notary.'”

One of the major claims, which may be secured by compulsory mort-
gage, is the state claims arising from taxing and the state social insurance
legal relations. To secure the state claims arising from taxing and the state
social insurance legal relations, the mortgage is established on the request
of the state tax inspectorate, customs or the state social insurance authori-
ties.!8 Undoubtedly, having established the compulsory (forced) mortgage
in order to secure such claims, the civil relations are much more public
and stable. Creditors are provided with a possibility to get all information
about the debtor’s taxing liabilities to the state before giving loan, leasing,
factoring, overdraft and other financial and commodity credits and thus
have a much more comprehensive picture about the financial situation of
the potential debtor, his reliability and credit rating.

Article 4.178 of the Civil Code also establishes the type of compulsory
(forced) mortgage facilitating performance of court judgements — after
the satisfaction of the claim on the recovery of the money in accordance
10 Lietuvos Respublikos civilinis kodeksas 6.445 str. Valstybés Zinios, 2000, Nr. 74.

11 Lietuvos Respublikos civilinis kodeksas 4.175 str. Valstybés Zinios, 2000, Nr. 74.

12 Lietuvos Respublikos civilinis kodeksas 4.178 str. Valstybés Zinios, 2000, Nr. 74.

13 Lietuvos Respublikos civilinis kodeksas 3.72 str. Valstybés Zinios, 2000, Nr. 74.

14 Lietuvos Respublikos civilinis kodeksas 3.197 str. Valstybés Zinios, 2000, Nr. 74.

15 Lietuvos Respublikos civilinis kodeksas 4.175 str. Valstybés Zinios, 2000, Nr. 74

16 Lietuvos Respublikos teisingumo ministro 2002 m. vasario 20 d. jsakymas Nr. 46 “Dél
hipotekos, jkeitimo, priverstinés hipotekos, priverstinio jkeitimo laksty formu ir hipote-
kos, priverstinés hipotekos, jkeitimo ir priverstinio jkeitimo laksty pildymo instrukcijos
patvirtinimo”. Valstybés Zinios, 2002, Nr. 22-839.

17 Lietuvos Respublikos civilinis kodeksas 4.185 str. Valstybés Zinios, 2000, Nr. 74.
18 Ljetuvos Respublikos civilinis kodeksas 4.176 str. Valstybés Zinios, 2000, Nr. 74.
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with a court judgement, the mortgage in respect of the debtor’s thing may
be registered upon the creditor’s application. The court judgement shall
indicate the amount of the claim secured by the mortgage, the term of the
mortgage, the thing that is registered in the Register of Mortgages and the
owner of the thing thereof. This forced mortgage secures the more efficient
performance of court judgements to exact money due to the origin of such
mortgage from the real law as well as the quality thereof to follow the thing,
where the ownership of the thing passes to another person.

The Civil Code also embeds the general principle, that such a thing
should be selected as the object of the forced mortgage, that having sold
it, all creditor’s claims are satisfied and the debtor should be affected the
least.!® Notwithstanding that the Civil Code does not clearly foresee, who
may be the owner of the thing subject to forced pledge, however having
performed a more detailed analysis of articles 4.176 — 4.178 of the Civil
Code and in consideration of the fundamental principles of justice and
reasonableness, it should be accepted unambiguously that the object of
forced mortgage may be only a thing owned by a debtor, whereas the
mortgage of the thing of another person would conflict not only with the
principle of justice but also the constitutional principle of inviolability of
property. The duty to check whether the thing selected as the object of the
forced mortgage is appropriate shall be assigned to the mortgage judge,
who, in addition, has to check during the legal investigation, whether the
grounds to establish the forced mortgage exist, and ascertain himself about
the legitimacy of such grounds.

In summary, it is necessary to notice that the county court confirmed
indirectly that it was even not necessary for the mortgage to be valid, that
the securing main obligation would be expressed in the form of a written
transaction, whereas the execution and registration of the mortgage bond
was a sufficient proof of the existence and validity of the main obligation
subject to security.

Conclusions

Lithuanian law on pledges is based on the major principles of modern
pledges. However, some problems also exist. The essential weaknesses of
the reformed law on pledges are the following: the possibility of pledging

19 Lietuvos Respublikos civilinis kodeksas 4.171 str. 11 d. Valstybés Zinios, 2000, Nr. 74.
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of a future property is limited; the doctrine of specificity is subject to ap-
plication; establishing of the right to pledge is over-formalised; the registra-
tion of a pledge bond does not have the meaning of publicizing of rights;
the regulation of exaction from the pledged property during the processes
of bankruptcy or restructuring of the debtor; pursuant to Article 564 of the
Civil Procedure Code, a debtor has an opportunity to protract the exaction
from the pledged property; the legal regulation of pledges is not sufficiently
dispositive; an honest acquirer of the property pledged abroad is not de-
fended. However, the involvement of a legislative authority is necessary to
solve only some of the listed problems. Other insufficiencies of the law on
pledges might be eliminated successfully by the creative practice of courts.

In practice, problems concerning the consent of co-owners are often.
Usually, problems concerning selling of the co-owned property and some
part thereof arise. The Civil Code of the Republic of Lithuania provides
for a special procedure to solve that. The purpose of the procedure is to
defend the interests of co-owners, minimise the number of co-owners in
order to ensure the economical possession, disposal of a certain property.
Therefore, failure to comply with the procedure may result in negative legal
effects both to the buyer and the seller. A co-owned thing may be pledged
only upon the consent of all co-owners thereof. Pledging some part of the
common divided ownership, the consent of other co-owners is not required,
however, the part of property subject to pledging must be accurately defined
in the contract on the manner of the use of the thing concluded among the
co-owners and certified by a notary.

PRIEVOLIU JVYKDYMO UZTIKRINIMAS TURTO IKEITIMU

Eglé Simkeviiené

Santrauka

Pastaruoju metu Lietuvoje plétojantis finansy rinkai, banky sektoriui vis
didesnj aktualuma jgyja reikalavimy pagal pinigines prievoles, kuriy jvykdymas
yra uztikrintas jkeitimu. Akivaizdu, kad norint perleisti reikalavimo teis¢ pagal
pagrinding prievole, uztikrinta jkeitimu, neiSvengiamai kyla ir turto jkeitimo
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ivykdymo problemy, kaip jkeitimo registravimas, bendraturciai. Tinkamas
Sio klausimo teisinis reguliavimas ne tik sumazina civiliniy santykiy dalyviy
patiriamas su hipotekinio reikalavimo perleidimu susijusias administr