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Summary

There could be distinguished two trends that characterize current economic situation of Lithuania:
growth of economy and growth of inflation. It could be observed that currently sustainable
economic development is based on loans and credits. The high level of inflation and current
account deficit threaten macro-economic stability of the country.

Recently social policy of Lithuania faces two challenges. First, investments in social policy goes
behind the economic growth. Second, the high rates of inflation have negative consequences for
social inclusion processes. Social policy does not have effective tools how to overcome these
challenges.

Drafting new programmes and strategies is becoming a typical response to each new challenge
of social policy. Considering these strategies it could be noted that they lack interconnectedness,
e.g. recently there was prepared Strategy of Demographic Policy, which identifies the same
priorities as priorities identified in the NRSSPSI, however there is no reference in the Strategy of
Demographic Policy to NRSSPSI. The second common shortcoming of newly drafted strategies
is that they copy measures from programmes and strategies that were prepared early and rarely
propose new solutions to the problems they are aimed to solve.

In recent years, policy developments are closely linked with the relative increase of various social
benefits (e.g. allowances for parents, raising children, free meals for pupils, etc.). However this
increase does not catch up with inflation. On the other hand, when discussing support for parents
raising children it should be noted that social policy measures are more aimed at increasing
allowances and payments to support families while social mechanisms that would facilitate an
integration of parents into labour market are not given an adequate attention in social policy.

The attempts to implement the principles of the Open Method of Coordination on national and
local levels are carried through. Analyses of implementation of social policy at municipalities’
level reveal different levels of social policy sensitiveness. Taking into consideration these
differences national government seeks to overcome regional disparities by implementing the
principles of the OMC, which facilitate learning and exchange of good practices among
municipalities.

The prevailing approach in Lithuania to competeviness is characterized by focusing on
decreasing of costs. Competetivness is less related to increasing quality of production,
strengthening qualification of work force, quality of work places which results in overlooking
questions of increasing social inclusion. For example, in Lithuanian's energy policy a lot of
attention is given to measures for assuring reliability of energy, there is too little discussion on
consequences of implementation of these measures to consumers, how it will change consumer
expenses for energy.

Annual Progress Report on the Implementation of the National Lisbon Strategy Implementation
Programme of Lithuania (hereinafter — IRNRP) in most cases demonstrates proper and adequate
responces of the drafters of the IRNRP to the comments of the European Commission's 2006
Annual Progress Report on Growth and Jobs.

The authors of the report have particularly distinguished and comprehensively discussed
strengthening of the R&D system. R&D system is discussed in the different contexts and different



LITHUANIA

parts of the IRNRP. The action in the area so far has been mainly related to study and analysis of
the situation, identification of the main challenges and preparation of programmes and reform
projects. Hopefully theses discussions and preparations will be followed by the concrete steps.
But despite great expectations the reform of higher education keeps within the stage of
discussions.

On the other hand very important issue of the territorial mobility of labour has received less
attention in IRNRP. It includes only preparatory measures that are still under implementation. It
should be stressed, that Government measures taken to increase territorial mobility of labour are
unconvincing and overdue in the context of labour force emigration.

European Commission's 2006 Annual Progress Report on Growth and Jobs among the problems
to be solved stresses additional measures for increasing participation (especially of elder
employees) in the lifelong learning system. The advantages of the IRNRP are linkages between
the system of lifelong learning and the system of human resources development.

It is necessary to mention that the authors of the IRNRP discussing the interrelation between
renewed Lisbon strategy and policy of social inclusion and social protection do not use the
concepts of feeding out and feeding in. It means that feeding out and feeding in analysis is the
experts’ exercise and depends on experts’ interpretation of the feeding out and feeding in.

Allocation of funds for implementation of measures, included in the IRNRP, not always
correspond to extent of problems that should be solved by these measures. For example, for
development of infrastructure of social services there is allocated only 5 million LTL in 2007. The
largest amount of funds is distributed to those national governmental institutions that had
comparatively large financing in the past too.

Even preliminary analysis of the financial allocations allows interfering that there is a lack of
political will to involve into the implementation of social policy new players, especially at the local
level. For the year 2007 the budgetary allocations for social policy consist 12.5% of GDP. The
distribution of social budget was as follows: 77% was budget of The State Social Insurance Fund
Board under the Ministry of Social Security and Labour; 18% - national budget; 5% budgets of
municipalities.

The development of formal education concentrates on different activities (renovation of premises,
reform of curricula, and publishing of the new textbooks) excluding teachers salaries. Such an
unbalanced approach has yielded negative consequences threatening for sustainability of
improvement of quality of educational services of Lithuania: first, due to low salaries of teachers,
schools recently has started encountering with problem shortage of teaching staff; second,
teachers, especially young, has become a new group at risk of poverty and social exclusion.
Teachers’ strikes are raising question about reconsidering priorities related to development of
education system of Lithuania.

Family policies that promote re-conciliation of work and family life are discussed in different parts
of the IRNRP: it includes measures aimed at promoting more flexible employment forms and
facilitating the return to the labour marker of parents who had left it due to raising children,
developing a more effective network of pre-school and pre-primary education services network.
However, currently there is a lack of coordination of efforts of governmental institutions in
development of services’ system of re-conciliation of work and family life for families raising
children. Usually in rural areas, where preschool institutions are not available, there is need for
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more flexible forms of services allowing parents to choose between work and staying at home
with a child. Urban areas experience the shortage of preschool institutions. Together with the
extension of paternal leave it could complicate the return to the labour market and increase the
level of long term unemployment.

After the decision of Constitutional Court according to which working pensioners are receiving
their pensions in general the situation in the field of active aging is favourable. However, there is
the area that has not received attention of policy-makers so far: currently legal regulations restrict
employment opportunities for elder people in some spheres of public sector (e.g. higher
education institutions, public administration institutions). These cases could be treated as age
discrimination, besides it creates unequal possibilities for elder people working in various sectors.

The number of persons with disability increase very rapidly in the country (from 111,000 of
disabled in year 1990 to 211,000 — in year 2006). Only 14% of them are employed. About 60% of
the disabled are people of working age. The Law on Social Integration of the Disabled, which
entered into force on 1 July 2005, has intention to stipulate equal rights and opportunities of the
disabled in the society, to develop professional rehabilitation services. Professional rehabilitation
is aimed at developing or rehabilitating the capacity for work and improving the possibilities to find
work by the disabled. It is not clear enough, what effectiveness of these measures for the
moment.

Currently fiscal policy of Lithuania is not favourable for promotion of social cohesion. The taxation
system does not ensure equal improvement of living conditions of people with high and low
income. People with high income win more in current taxation policy.

Ensuring an adequate income from work is not properly addressed in IRNPR. Government
measures over analyzed period have been mainly focused on increasing minimal salary.
However, when planning it the rate of increase of average salary was not foreseen. Current gap
between minimal and average salary is too large to ensure adequate income from work for low
paid workers and breadwinners of larger families.

Ministry of Social Security and Labour of the Republic of Lithuania together with other concerned
ministries prepared a draft of Labour force promotion migration inside the country 2008-2010
program and its implementation measures.

Introduction

In case no reference is made to sources in the text, the viewpoints expressed are based on the
authors’ calculations or understanding.

In the first part the reports aims to assess the extent to which 2007 Progress Report on the
Implementation of the National Lisbon Strategy Implementation Programme of Lithuania
(hereinafter — IRNPR) have taken into account the feeding in and feeding out of social exclusion.

‘In the operational sense implementing the "feeding out" of growth and employment means
ensuring that as many people as possible benefit from the positive effects of growth and
increased employment opportunities. In the concrete situation of most Member States this entails
applying: 1) a "decent work" approach, 2) fighting labour market segmentation, 3) fighting in-work
poverty, and 4) spreading economic gains to all members and segments of society, including the
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poorest and those furthest from the labour market. /.../. Feeding in is about how social protection
and social inclusion policies contribute to greater economic growth and more jobs.” (Network of
Independent Experts on Social Inclusion, 2007, p. 9, 11).

The report also aims (a) to evaluate changes in the baseline social policy situation and trends,
from which new or strengthened policies can be identified; (b) to appraise the changes in
economic, political and demographic context that need to be taken into account when setting
policies in relation to social protection and social inclusion; (c) to assess new trends and
challenges, new risk factors, significant new groups at risk; (d) to analyse new legislation and
policy developments in relation to social protection and social inclusion; (e) to report the progress
in relation to challenges identified in National Report on Strategies for Social Protection and
Social Inclusion (hereinafter - NRSSPSI) .

1. Evaluation of the IRNRP from the Perspective of Feeding Out
and Feeding In of Social Inclusion

1.1. How Does the IRNRP Address the Lishon Recommendations and Areas to Watch?

Commission's 2006 Annual Progress Report recommends that Lithuania:

= continue its efforts to strengthen its R&D system and to reach its ambitious target for
overall investment in R&D, notably by raising public expenditure on this area;

= intensify efforts to increase the supply of skilled labour by improving regional mobility of
labour and by promoting lifelong learning, with a special focus on the participation of
older workers.

2006 Annual Progress Report for Lithuania stated that “it will be important for Lithuania over the
period of the National Reform Programme to focus on: achieving macro-economic stability and
containing inflation; increasing foreign direct investment; facilitating business start-ups;
environmental protection; improving youth employability; expanding entrepreneurship education;
increasing the availability of childcare; and strengthening occupational health and safety.” (p. 20)

Therefore “points to watch” in the IRNRP are macro-economic stability and containing inflation,
the dynamics of the foreign direct investment, conditions for business start-ups, environmental
protection; youth employability; entrepreneurship education; childcare institutions; occupational
health and safety.

On 26 June, the Seimas of the Republic of Lithuania approved a draft Resolution “On the
approval of “success indicators” of the competitiveness of the national economy and economic
projects important for a country with knowledge and innovation-based infrastructure”.

This Resolution is directly related with the communication from the Commission on implementing
the renewed Lisbon strategy for Growth and Jobs "A year of delivery". At the 2006 Spring
European Council, Heads of State and Government agreed four priority areas for more growth
and jobs. Within these, the European Council agreed specific measures to be implemented
before the end of 2007 - i.e. before the start of the second cycle of the Growth and Jobs Strategy
in 2008. The below mentioned four priorities should be reflected in the National Reform
Programmes. Four priority areas that require immediate actions include:
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investing more in knowledge and innovation;

unlocking business potential, especially for SMEs;
greater adaptability of labour markets based on flexicurity;
energy and climate change.

The Resolution of Seimas distinguished following economic projects related to strengthening of a
long-term competitiveness and important for the country:

(1) renovation and development of infrastructure of scientific and academic institutions and the
R&D base;

(2) drafting of a lifelong learning programme and implementation of its projects;
(3) creation of a network integrating science, studies and business;
(4) establishment of a venture capital fund;

(5) drafting of a programme aimed at bringing back the talents and attracting talents from other
countries (specifying quantitative indicators) and implementation;

(6) drafting and implementation of investment promotion programme; setting up of industrial
parks and the development of free economic zones;

(7) implementation of integrated programmes aimed at ensuring integrated development of a
specific field of scientific research and experimental development and the related science-
incentive business sector and preparation of specialists;

(8) development of broadband electronic communications networks in rural areas of Lithuania;

(9) reform of higher education and studies.

The list of “success indicators” of the competitiveness of the national economy comprises 9
groups of indicators: macroeconomic environment, employment, innovation and scientific
research, industry and business environment, agriculture, health care, transport, condition of the
environment and foreign trade.

Answering the question: “how does the IRNRP address the Lisbon recommendations and areas
to watch?” there is the reason to claim that the authors of the IRNRP have particularly
distinguished and comprehensively discussed strengthening of the R&D system. R&D system is
discussed in the different contexts and different parts of the IRNRP. The action in the area so far
has been mainly related to study and analysis of the situation, identification of the main
challenges and preparation of programmes and reform projects. On the other hand very important
issue of the flexicurity has received less attention in IRNRP.

From the short overview of the priorities the following hypothesis that will lead analysis could be
formulated that in the IRNRP social inclusion is dominated by the priorities of the competeviness.
The checking of this hypothesis could be one of the guidelines in the assessment of the IRNRP
from the perspective of “feeding out”.
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1.2. Assessment of the IRNRP from the Perspective of “Feeding Out”

The framework of the assessment of the IRNRP from the perspective of “feeding out” is based on
the “Guidance on contents and methodological approach for the second 2007 semester report”
and of the progress in policy developments relevant to “feeding out” that is made from the past
year.

“A first definition of "feeding out" is creating an economic environment that supports social policy
and its objectives. /.../. But the challenge for pro-growth and higher employment policies is that
they can not be assumed to lead automatically to improved social cohesion. They need to be
underpinned by provisions for the most vulnerable groups and by modern and active social
protection systems in order to deliver social progress.

In @ more narrow, but also more operational sense, implementing the "feeding out" of growth and
employment means ensuring that as many people as possible benefit from the positive effects of
growth and increased employment opportunities. In the concrete situation of most Member States
this entails applying: 1) a "decent work" approach, 2) fighting labour market segmentation, 3)
fighting in-work poverty, and 4) spreading economic gains to all members and segments of
society, including the poorest and those furthest from the labour market.” (Network of
Independent Experts on Social Inclusion, 2007, p. 9)

lan Begg and Eric Malier in the Second Semester Report 2006 Synthesis Report summing up the
“feeding out” developments of the last year reports have stressed “that in many cases, there is a
disturbing lack of common ground between the NRPs and the National Reports on Strategies for
Social Protection and Social Inclusion (NRSSPSIs). Even where they are reasonably integrated, it
tends to be in selected areas only, such as the functioning of the labour market or lifelong
learning, whereas social inclusion as such is often absent. /.../. Very few NRPs refer explicitly to
corporate social responsibility (CSR) at all, let alone in relation to social inclusion. /.../. A cause
for concern is the relative lack of attention to whether economic policies, especially those that
target competitiveness, are contributing to increasing or decreasing income inequalities and to
raising the incomes of those at risk of poverty and social exclusion. /.../ ‘social’ objectives tend to
be accorded a lower profile and often have to be inferred: they may in reality not be absent, but
they are often not very visible. Although most IRNRPs devote considerable attention to
investment in human capital, and education and training systems, most Member States do not
say much about the social inclusion dimension of these issues. /.../. A cynical reading is that
while there may be considerable overlap between the IRNRPs and the NRSSPSIs, the
impression is that instead of there being ‘feeding-in" and ‘feeding-out’, it may be more accurate to
say that creative use of word processing has led to what the French expert describes as ‘copy-in’

and ‘copy-out’.” (Begg, ., Marlier, E. 2006; p. 3-4; italics added by the authors of the reports).

This critical summing-up could be considered as additional tool to evaluate the progress of the
countries in the “feeding out” policy developments.

1.2.1. Promoting both social cohesion and economic growth

Within the Lisbon strategy several policy areas have already been identified as being
simultaneously growth-enhancing and pro-social cohesion. They include education (including
lifelong learning), gender equality, family policies that promote re-conciliation of work and family
life, active ageing, active inclusion, improving the health status of the population, the pursuit of

10
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quality jobs, a balanced approach to flexicurity that ensures that flexibility and security reinforce
each other.

According to the IRNRP when implementing the aim to attract and retain more people on the
labour market by providing qualitative and secure employment, as well as modernising the labour
market and social security systems the main focus was on implementation of the provisions of the
new Republic of Lithuania Law on Support for Employment. Efficient employment support
development policy measures that were taken pursuant to this law improved the quality of
services provided by labour market institutions and opened up additional employment
opportunities for the people to participate in the labour market. A number of new active labour
market policy measures have been introduced, for example: employment by offering subsidies,
support for labour skills, labour rotation, support for self-employment, etc. Emphasis is placed on
support to employers who create new quality jobs or new jobs adapted to the needs of persons
with special needs. The new legal framework served as the basis to start implementation of new
effective measures in the sphere of employment promotion policy which improved the quality of
services provided by labour market institutions, created additional employment opportunities for
residents to return to and actively participate in the labour market and stimulated employment of
the youth and individuals at social risk. It created conditions for the application of more effective
labour market policy measures aimed at individuals looking for a job. This helped improve labour
market skills of unemployed adult individuals (aged 25 - 64): in 2006 during 12 months of
unemployment 90.9 per cent of such individuals were offered new employment opportunities
(training, labour skills, employment support), whereas in the first half of 2007 this indicator
increased to 98.0 per cent. Advisory services for the youth (under 25 years of age) have been
expanded. 13 thousand young individuals looking for a job have been registered with the territory
labour exchanges in the first half of 2007. 4.2 thousands have been channelled to active labour
market policy measures, more that 2 thousand of them have been motivated and encouraged to
choose a profession which is in high demand on the labour market and 7.2 thousand have been
employed. In 2006 — 2007 the relative weight of young unemployed individuals who were offered
new employment opportunities amounts to 89 — 90 per cent. 18.0 per cent of the average number
of long-term unemployed individuals has been involved in active labour market policy measures
in 2006, while over the first quarter of 2007 the number was 18.5 per cent.

The drafters of the IRNRP claim that the infrastructure of social services was expanded for
persons whose employment opportunities are restricted by their familial circumstances: the
network of community agencies, child day care centres and family support centres was
broadened and the establishment of services providing assistance to families and other social
care centres was accelerated.

Social services infrastructure was further developed with the view to create better opportunities
for members of the community whose employment possibilities are restricted by family situation
to join the labour market. Social Services Infrastructure Development Program for 2007 — 2009 is
implemented for that purpose. Social Services Infrastructure Development Program for 2007 sets
forth the main development directions of social services: setting up of community establishments,
children’s day centres, family support centres, family support services and other social care
centres. The legislative framework is also being improved. Draft amendments of the Law on
Maternity Social Insurance provide for a possibility to draw a bigger maternity and maternity
(paternity) benefit for a longer period by paying a part of the benefit to working individuals.

Family policies that promote re-conciliation of work and family life are discussed in different parts
of the IRNRP: it includes measures aimed at promoting more flexible employment forms and

11
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facilitating the return to the labour marker of parents who had left it due to raising children,
developing a more effective network of pre-school and pre-primary education services network.
However, currently there is a lack of coordination of efforts of governmental institutions in
development of services’ system of re-conciliation of work and family life for families raising
children. Usually in rural areas, where preschool institutions are not available, there is need for
more flexible forms of services allowing parents to choose between work and staying at home
with a child. Urban areas experience the shortage of preschool institutions. Together with the
extension of paternal leave it could complicate the return to the labour market and increase the
level of long term unemployment.

Efforts to raise the prestige of vocational training and to increase the extent of lifelong learning
are intensified. The restructuring of the educational system after completion of compulsory
education aims at bringing closer general and vocational education. The new Republic of
Lithuania Law on Vocational Training covers both formal and non-formal vocational training.

Obstacles between separate levels of the educational system are eliminated seeking to bring
closer the two educational trends: academic and vocational education and to create preconditions
for acquiring a part of skills required for vocational qualification while studying at general
education schools.

The network of vocational education schools is being optimised. 67 vocational schools were
joined, the Ministry of Education and Science together with municipalities became founders of 3
schools and 13 schools were reorganised into public vocational training institutions. The Ministry
of Education and Science, administrations of county governors, municipalities, the Chambers of
Commerce, Industry and Crafts, the Chamber of Agriculture and other organisations representing
the employers participate as stakeholders in the management of these public educational
institutions.

But the development of formal education concentrates on different activities (renovation of
premises, reform of curricula, and publishing of the new textbooks) excluding teachers salaries.
Such an unbalanced approach has yielded negative consequences threatening for sustainability
of improvement of quality of educational services of Lithuania: first, due to low salaries of
teachers, schools recently has started encountering with problem shortage of teaching staff;
second, teachers, especially young, has become a new group at risk of poverty and social
exclusion. Teachers’ strikes are raising question about reconsidering priorities related to
development of education system in general and vocational educational system in particular of
Lithuania.

Additional efforts are put in to successfully implement the Strategy for ensuring lifelong learning
and an action plan for its implementation. To this end, attention is focused on the implementation
of measures related to the development of adult education infrastructure in the regions, improving
of access to education, application of more flexible teaching forms and organisation of
educational services satisfying the needs of local communities. Mechanisms of evaluation of
competences acquired by ways of non-formal education and self-learning and their recognition
are underway. Vocational qualification acquisition and improvement modular programmes based
on competences are being prepared.

A programme aimed at renovating education centres for teachers and adults and their equipment
with contemporary teaching supplies and educational materials is being prepared. The network of
suppliers of vocational education and training services is currently undergoing a reform seeking to

12
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efficiently exploit the resources required for meeting the needs of lifelong learning. It has to be
noted that the motivation of adults to continue learning is still insufficient and educational services
in certain areas are not available for everyone. Seeking to eliminate these drawbacks, it is
planned to update the Strategy for ensuring lifelong learning and an action plan for its
implementation in 2007. To this end, draft revision guidelines have been prepared.

Lithuanian public institutions, establishments, municipal and public organisations organised their
activity for successful implementation of the National Programme for Equal Opportunities of Men
and Women 2005-2009. Measures of the program have been harmonised with the provisions of
the European Gender Equality Pact. Women who wish to start a business as well as women-
entrepreneurs can use the services of business information centres and business incubators,
including business information services, training and consulting on possibilities to start a
business, etc. Women accounted for 60.0 per cent (12.3 thousand) of the total number of
customers of the 48 establishments within the network over 2006.

The problems of women'’s integration into the labour market are also dealt with by using the
financial resources of the European Social Fund. In 2006 alone the Funded provided financial
support (LTL 13.2 million) to 20 projects of different labour market institutions, women’s NGOs,
other projects of institutions and organisations aimed at promoting employment of women,
particularly senior women and women returning after a child care leave received financial support
of the Fund.

Education for women returning to the labour market after a longer interval is being expanded.
Over 2006 some 10.4 thousand or 54 per cent of women have been sent to vocational training,
including 1.8 thousand of those registered with the labour exchange after an interval of more than
3 years.

The new situation on the labour market and the shortage of skilled labour in Lithuania increases
the importance of retaining experienced employees in the labour market for as long as possible.
For that purpose, senior individuals are encouraged to stay employed for as long as possible:
labour organisation forms which are more beneficial to such persons are being introduced,
professional training, career planning, foreign languages, computer literacy improvements
courses are being organised. Seniors’ Bank — a data base of pension-age individuals looking for
a job has been created in the website of the Lithuanian Labour Exchange.

But in general after the decision of Constitutional Court according to which working pensioners
are receiving their pensions in general the situation in the field of active aging is favourable.
However, there is the area that has not received attention of policy-makers so far: currently legal
regulations restrict employment opportunities for elder people in some spheres of public sector
(e.g. higher education institutions, public administration institutions). These cases could be
treated as age discrimination, besides it creates unequal possibilities for elder people working in
various sectors.

The following measures are planned to be implemented in the area of employment:

1. Issuing of legislative acts for improvement of policies in the area of labour relations and
employment, employee safety and health to ensure labour market flexibility (2007 — 2008);

2. Development and implementation of measures to ensure protection of ability to work, health
and life at work (2007 — 2008);

13
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3. Development and implementation of economic measures and public transport system
modernisation measures designed to stimulate domestic (territorial) labour mobility (2007 —
2008);

4. Provision for and implementation of measures to encourage flexible organisation forms of
kindergarten/pre-school education and training support which ensure education and care for
children and create conditions for parents with family obligations to participate in the labour
market (2007 — 2008).

5. Promotion of lifelong learning, attracting as many people as possible to the labour market by
providing them with skills to match employers’ needs, development and implementation of
enterprise and education programs for employers (2007 — 2013);

6. Development and introduction of education and vocational training monitoring and quality
assurance system (2007 — 2013);

7. Inclusion of the aspect of gender equality into the list of measures under social responsibility
program (2007 — 2008).

1.2.2. Ensuring an adequate income from work

On of the main tasks in the promotion of the cohesion of economic policy, structural reforms and
social policy to strengthen labour productivity and competitiveness (Guidelines 4 and 5) is as
follows: to put forward political dialog in relation to the improvement of the systems of nominal
wages corresponding to the development of the economy and labour market, taking into
consideration individual social groups.

The situation in the labour market is improving. In 2007, the unemployment rate is expected to
decline to 4.5 per cent and, in the medium term, due to the increasing wages and the motivation
of people of working age to seek employment, it will gradually reach the level not raising the
inflation. The improving situation in the labour market, rapid convergence of the economy based
on positive expectations of the population results in significantly increasing wages. A matter of
concern is the fact that the rapid growth of earnings is significantly surpassing the growth of
productivity thus creating pressure on the growth of prices in the labour intensive industry
branches. The European Commission emphasized this risk when evaluating the Lithuania’s
progress for the previous year and it indicated that the rise in wages must comply with the rise in
productivity.

Since the beginning of 2006, when the wages started rising significantly and the labour
productivity indicator remained stable, unit labour costs have drastically increased (Look: Figure 8
in the Annex 2). In 2006, wages have risen by 17.6 per cent and especially marked growth was
observed in the third and fourth quarters where the rise amounted to, respectively, 19.9 and 19.1
per cent, if compared to a respective periods in 2005. The growth of the labour productivity was
fluctuating at the rate of approximately 6 per cent, the annual changes in unit labour costs in the
aforementioned quarters of 2006 made up, respectively, 14.1 and 12.4 per cent. In the first
quarter of 2007, the wages were further rapidly rising and reached an increase of 20.9 per cent.
Unit labour costs respectively grew up by 13.4 per cent. Such significant changes in wages were
partly determined by the performance of different branches of industry as well as by in advance
planned increase of wages for employees of budgetary organisations. Tax measures also played
an important role: since 1 July 2006, the personal income tax rate was reduced from 33 to 27 per

14



LITHUANIA

cent and tax administration measures aimed at reducing the shadow economy were widely
applied.

It is expected that the trends in the increase of wages that started and accelerated in the second
half of 2006 will remain similar in the period of 2007-2008, thus accounting for double-figure
growth rates and resulting in increased household consumption expenditures and influencing the
level of inflation. On the other hand, it is highly probable that the rise in wages will be slowed
down due to the flexibility of the labour market and the increasing competitiveness in the global
market. It is forecasted that in 2008 wages will increase by 15.1 per cent and in 2009 — by 7.6 per
cent.

Ensuring an adequate income from work is not properly addressed in IRNPR. Government
measures over analyzed period have been mainly focused on increasing minimal salary.
However, when planning it the rate of increase of average salary was not foreseen. Current gap
between minimal and average salary is too large to ensure adequate income from work for low
paid workers and breadwinners of larger families.

Currently fiscal policy of Lithuania is not favourable for promotion of social cohesion. The taxation
system does not ensure equal improvement of living conditions of people with high and low
income. People with high income win more in current taxation policy.

1.2.3. Targeting job creation at vulnerable groups

More opportunities were offered for people who find it most difficult to find employment: the
infrastructure of services provided for them was expanded and the availability of services was
increased. The Republic of Lithuania Law on Social Enterprises was revised and widened the
circle of persons that can be employed in social enterprises and made the work organisation
conditions more specific.

Whereas individuals at social risk face the greatest difficulty while integrating into the labour
market, the infrastructure of services designed for such persons has been developed and their
accessibility increased. Development Strategy of Vocational Rehabilitation Services over 2007 —
2012 has been approved by the Minister of Social Security and Labour in June, 2007. Action plan
for the strategy is now under development. The Law on Social Enterprises of the Republic of
Lithuania has been specified and improved. The list of persons who may be employed at social
enterprises has been extended, the requirement for social enterprises to comply with the
conditions applicable to small and medium size business entities under the Law on Small and
Medium Business has been lifted and some of the work organisation rules have been specified.
As of 1st July, 2007, the nationwide number of operating social enterprises was 59, including 37
with the status of disabled persons’ social enterprise. Social enterprises employed 2.4 thousand
employees, including 59 per cent who belonged to target groups.

The projects aimed at integrating in the labour market the people with disabilities, convicted
persons and persons who are released from places of imprisonment were carried out as well as
projects aimed at reducing manifestations of discrimination on the grounds of age, gender, sexual
orientation, disability, racial or ethnic origin, religion or beliefs in all the fields of public life.

The number of persons with disability increase very rapidly in the country (from 111,000 of
disabled in year 1990 to 211,000 — in year 2006). Only 14% of them are employed. About 60% of
the disabled are people of working age. The Law on Social Integration of the Disabled, which
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entered into force on 1 July 2005, has intention to stipulate equal rights and opportunities of the
disabled in the society, to develop professional rehabilitation services. Professional rehabilitation
is aimed at developing or rehabilitating the capacity for work and improving the possibilities to find
work by the disabled. It is not clear enough, what effectiveness of these measures for the
moment.

Unemployed individuals, particularly unskilled and long-term, as well as employees notified of
dismissal from work had better opportunities to participate in vocational training. New training
programs have been developed for them and material motivation to study has been increased.
12.8 thousands individuals of the said category have been sent to participate in different training
programs over the first half of 2007. It is 1.6 times more that over the same period last year. Upon
improvement of employment skills of the unemployed individuals, many of them managed to
avoid long-term unemployment and find a job. 70 per cent of the individuals who completed their
training found a job within 90 days after their vocational training. Thanks to that, over the first half
of 2007 the average number of long-term unemployed individuals registered at territory labour
exchanges declines by 41 per cent, while the share of such individuals in the total number of the
unemployed dropped from 27.7 to 14.1 per cent. The overall long-term unemployment level
dropped from 4.3 per cent in 2005 to 2.5 per cent in 2006.

The IRNRP informs that in order to raise the awareness of young people, their knowledge and
skills in the field of entrepreneurship, a draft National Programme for the Promotion of Youth
Entrepreneurship for 2007-2012 has been prepared. One of the major obstacles for young people
to find employment is the lack of practical skills. Seeking to eliminate this obstacle, a new form of
organisation of vocational training — apprenticeship — is established in the Republic of Lithuania
Law Amending the Law on Vocational Training, and an active labour market policy measure -
support for the acquisition of working skills — is provided for in the Republic of Lithuania Law on
Employment.

In an effort to reduce manifestations of discrimination based on age, sexual orientation, disability,
race or ethnicity, religion or beliefs in all areas of public life and increase tolerance of the
population, on 19th September, 2006 the Government of the Republic of Lithuania and adopted
the National Anti-Discrimination Program for 2006 — 2008. Various measures intended to inform
the public about manifestations and negative impact of discrimination in Lithuania, as well as
measures aimed at developing the ability of individual groups of the society to take an active part
in public life on equal terms, measures intended to protect equal rights and develop tolerance of
the public. Training courses on the issues of equal rights and their protection have been arranged
for labour market institutions, trade unions and NGOs, other measures have been implemented.

1.2.4. Addressing territorial differences and regional gaps

The activities of various enterprises and organisations aimed at prevention of unemployment are
reinforced. Local labour exchange offices together with employers of enterprises that have
notified about collective redundancies prepared targeted programmes concerning preventive
actions with a view to mitigating the consequences of these redundancies. Where required,
temporary labour exchange offices — “mini” labour exchange offices — were established. The
employment forms are becoming more varied. A draft Law on Outsourcing is currently being
prepared. It is intended to draft a legal act regulating telework and to simplify regulation on the
employment of young people.
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There was a stronger focus on solving territorial employment problems. Monitoring of problem
territories was carried out in accordance with Description of the Monitoring System of
Implementation of the Lithuanian Regional Development Policy Strategy until 2013 approved by
Order No. 1V-115 of the Minister of the Interior of the Republic of Lithuania dated 20th March,
2006. Implementation of local employment projects in areas with higher unemployment further
continues. Two thirds of the 148 projects of local employment initiatives completed over 2005 —
2007 have been implemented in the areas with the highest unemployment rate. In order to further
disseminate them, the Lithuanian labour exchange has produced a publication Local Employment
Initiative Projects — Efficient Instrument for the Creation of New Jobs, which contained information
about the projects implemented in the country over 2001 — 2006.

In 2006 the complex feasibility studies on the development of the five economic growth centres in
Alytus, Marijampolé, Tauragé, TelSiai, Utena, and two additional centres in MaZeikiai and
Visaginas (from 2007), as identified in the Strategy, were prepared. These studies are necessary
for applying for the EU structural funds support in 2007-2013.

In an effort to deal with the issues of labour diversity, business development maps have been
created and updated at all 46 territory labour exchanges; individuals in search for a job can use
the maps to get acquainted with the conditions and possibilities of business development and
provision of prospective services as well as availability of premises for rent in a particular area.
Training in business basics is also being offered, representatives of social partners, i.e.
municipalities, State Social Insurance Fund, territory divisions of the State Tax Inspectorate,
business information centres, business incubators are regularly invited to take part. Over the
reporting period, more than 1 thousand individuals in search for a job have been sent to
participate in introductory programs on business basics, nearly 90 per cent of them were
individuals acquiring beneficial business licences and 12 per cent were unemployed individuals
setting-up their business enterprises or engaged in private labour activity. Former unemployed
individuals who start their business and employ anther unemployed person sent by the territory
labour exchange within 36 months from the company’s registration date receive a respective
subsidy for creating the new job.

Businesses alternative to agriculture receive support in rural areas, more and more new jobs are
created in sectors other than agriculture and the number of individuals engaged in various
businesses is on the rise. Seminars and consultations on various issues of professional
competence are arranged for farmers and rural residents, they are offered opportunities to adapt
to change and re-train. Expenses in connection with implementation of projects of activities
alternative to agriculture are partially reimbursed. 72 contracts for implementation of business
projects alternative to agriculture have been concluded for a total of LTL 65.7 million.
Development Study of Rural Tourism and Crafts in Residential Rural Areas over 2007-2013 has
been completed in the first quarter of 2007; market study has been carried out and its results
served as the basis for the Development Program of Rural Tourism and Crafts in Residential
Rural Areas over 2007-2013.

On the other hand very important issue of the territorial mobility of labour has received less
attention in IRNRP. It includes only preparatory measures that are still under implementation. By
order of the Ministry of Social Security and Labour, the scientific study “Assessment of the
Mobility of Domestic Territorial Mobility of Labour Force and Opportunities for Its Promotion” was
carried out. The agenda of the session of the Seimas of the Republic of Lithuania includes the
development of a transparent mechanism for compensation of expenses related to jobseekers’
commutation and temporary accommodation by an amendment to the Law on Support for
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Employment. It should be stressed, that Government measures taken to increase territorial
mobility of labour are unconvincing and overdue in the context of labour force emigration.

1.2.5. Assessing the impact on social protection systems

The IRNRP comprehensively describes the economic growth, increase of employment level,
relative macroeconomic stability. Due to these developments the amount of social benefits in
absolute numbers is increasing, new benefits were introduced (social pensions for disables,
elderly). But number of welfare recipients is decreasing due to increase of minimal salary (Look
Figure 13 in Annex 2). It is necessary to stress that at the same time level of relative poverty is
increasing (Look Figure 14 in Annex 2).

1.2.6. Addressing the contribution of fiscal policies

Having assessed the current risks related to a rapid growth of the domestic demand and wages,
the changes in the labour market and the external factors and the influence that these factors
may have on inflation, the Government and the Bank of Lithuania have prepared measures aimed
at controlling inflation. On 14 March 2007, the Government evaluated the information about the
Medium-Term Price Stability Strategy. After the analysis of risks influencing price stability, the
following inflation control measures were adopted:

= Not to form unreasonable expectations concerning the reduction of the personal income
tax and other taxes, as such expectations encourage borrowing. It is proposed to
consider a more rapid reduction of the personal income tax only after the evaluation of
the macroeconomic situation and the implementation of the budget. Any additional
promotion of the domestic demand that might increase the current account deficit and
make pressure on prices to rise can result in the loss of confidence of the participants of
the market, sharp correction of the real estate market and a slowdown of the growth of
the economy.

=  Seeking to ensure macroeconomic stability, to implement the plan on the optimal
increase of the excise duty on fuel and cigarettes.

= To restrict ungrounded (faster that the increase of labour productivity) raise of wages by
ensuring that there will be no legal grounds provided for “automatic” indexation of wages
at inflation of previous periods.

= To abandon the practice of revising the general government budgets in the middle of a
year in case their actual revenue exceed the forecasted ones as this prevents the
automatic stabilizers of the economic business cycle from operating.

= To pursue strict fiscal policy seeking to ensure macroeconomic stability and to eliminate
the structural deficit of the budget as soon as possible by including these provisions in
the Law on Fiscal Discipline.

= To continue applying more stringent requirements than those of the euro zone
concerning the compulsory reserves of commercial banks and capital adequacy.
Encourage the banks to be conservative when assessing the credit risk.
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= To evaluate the efficiency of natural monopolies regulation policy by ensuring
economically feasible raise in prices in electricity, heating, gas and water sectors. When
necessary, to reform the respective regulation regimes.

Implementing one of the main provisions of the Price Stability Strategy, the Seimas intends to
consider a draft Law on Fiscal Discipline (that already received the approval of the Government)
in its autumn session. The adoption of the aforementioned draft in the Seimas will legalize the
national rules for fiscal discipline that would ensure long-term sustainability of general
government finances. The project aims to attain the following strategic goals: to solve the long-
term problems of the public sector arising due to the ageing of the society; to oblige the public
authorities to adhere to the essential norms of fiscal discipline; to establish automatic fiscal
consolidation mechanisms.

The basis for fiscal discipline rules established in this law are the main fiscal discipline rules laid
down in the European Union Stability and Growth Pact. This legal act aims at setting the
provisions that would impose an obligation to attain the medium-term goal — a structurally
balanced or surplus budget of the public sector. It will be sought to achieve a structurally
balanced budget by trying to stop the increase of expenditures. It is also planned to lay down a
provision that the current year excess revenue can not be used for increasing the public sector
deficit. Moreover, when submitting the draft budget, the Government will have to present a
conclusion whether it is in compliance with the opinion of the European Union Council and
recommendations concerning the medium-term economic programme of Lithuania. It is expected
that, after consideration and approval in the Seimas, the Law on Fiscal Discipline will come into
effect since 2008.

But despite all these measures the inflation is increasing (look below).

Tax benefits are too small for people at risk of poverty and in more cases from tax exempts
benefit those who are well-off. For example, in a case of the tax benefits for families raising
children, tax exempt income per child is 32 Lt (8 EUR per month), thus family win only 8 Lt (2.5
EUR) from existing tax benefit. Similarly tax benefits for social groups at risk of poverty, e.g.
single parents, large families and disable people are petty.

Other example, tax benefits related to acquisition of personal computer, tuition fee, life insurance,
housing loans are available only for people who have sufficient income to afford these services;
they do not benefit people experiencing poverty at all. Prevailing tax benefit system increase
demand of certain goods and services that are affordable to well-off people. Consequently fiscal
policy supports more branches of industry and business, but not people at risk of poverty.

Other aspect, related to fiscal policy, that could be mentioned, is related to two rates of personal
income tax tariff. Tax rate on earning is flat and equal to 27 per cent. However tax rate on other
forms of personal income (like dividends, interest, income from personal enterprise and self-
employment, royalties) is only 15 per cent. Though there is no statistical data available on non-
earnings forms of personal income, it could be assumed that income imposed with smaller tax
rate are less beneficial for people at risk of poverty than for those who well-off. Usually, people
who are well-off are less restrained in choosing income type. Usually their income is much higher
as average wage. Thus, personal income tax rate actually is regressive. People at risk of poverty
would win more if lower income tax rates would be related not to types of income but level of
income. Recently a project of introduction of progressive income tax rates on earning has been
proposed by Lithuanian Social Democrat Party. The project foresees that earnings should be
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imposed not by flat rate but by progressive rate. However, so far this project has not been
supported by other parliamentary parties: there is obvious a lack of political will to introduce
progressive personal income tax rates.

Lithuania almost not applies VAT benefits on food and other goods of daily living needs. At the
same time VAT is very significant tax, it is equal to one third of total public revenues. Generally,
Lithuanian tax system is tending to be regressive.

1.3. Assessment of the IRNRP from the Perspective of “Feeding In”

‘Feeding in is about how social protection and social inclusion policies contribute to greater
economic growth and more jobs. There is only limited acknowledgement of the contribution that
policies under the OMC can make to the Lisbon goals. Still, it will be useful to assess which role
is explicitly given to the OMC in the implementation of the Lisbon agenda.” (Network of
Independent Experts on Social Inclusion, 2007, p. 11).

It is complicated to demonstrate how social inclusion policies contribute to the Growth and Jobs
since the levels of relative poverty and social inclusion are increasing. In the mode of social
integrationist discourse the effectiveness of social inclusion policies in line with the Lisbon
objectives could be reinterpreted as the contribution of social policy to the development of human
resources. For example, additional social workers introduced for the assistance for families at risk
in some cases could break the vicious cycle of societal reproduction.

On the other hand there are developments that indicate the lack of feeding in. Increasing
emigration, decreasing lifespan and increasing death rate, poor situation of the children
(Poviliunas, 2007) demonstrates lack of effective social policy.

Joint Report on Social Protection and Social Inclusion 2006 describes Lithuanian stance of the
social inclusion in the following way:

The 2005 NAP update aims to make the 2004 NAP's strategy more operational by identifying
more specific measures, and the institutions responsible, and estimating the resources needed.
All previous objectives and targets remain valid. The main focus of the update is on measures for
social integration through employment, better access to the labour market (in particular for
disabled, young and elderly people), and optimisation of labour market policies. Many measures
are planned to assist the most vulnerable (especially children) and improve the social protection
system, including the recently approved tax reform introducing a better balance between capital
and labour taxes. A number of labour market and social inclusion measures are supported by the
structural funds. Regional development measures focus on the diversification of rural activities.
However, drafting a coherent and integrated regional development policy remains a recognised
challenge. No specific measures have been envisaged for the declared objective of preventing
homelessness and indebtedness, nor for the provision of housing. The establishment of the
NAP's monitoring group should facilitate the mobilisation of all the relevant bodies and strengthen
the NAP's coordinating role.
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The following challenges were formulated for the policy of social inclusion:

= To develop and implement a comprehensive regional and local development policy,
taking into account regional imbalances, the needs of the most deprived areas and the
widespread rural poverty;

= To further strengthen the NAP's coordinating role and its strategic focus, develop
monitoring and evaluation arrangements, further mobilise all the stakeholders and ensure
visibility of the social inclusion policy.

After careful analysis of the IRNRP Lithuanian experts have agreed that there is considerable
overlap between the IRNRPs and the NRSSPSIs. The competitive ability in the IRNRP is
conceptualized as the seeking after profit and public policy activities in the field of social economy
is simply pasted from NRSSPSI if to quote the expression and approach identified by French
expert.

1.4. Assessment of the IRNRP from the Perspective of Governance
1.4.1. Monitoring and assessment of impact of policies

The structure used by Lithuania for the implementation and monitoring of the Lisbon Strategy that
includes social, economic and business partners and representatives of academic world and
politics was presented in the European Commission’s 2006 Annual Progress Report 2006 as a
good example to be followed by other Member States.

We would like to remind that the structure consists of two parts: the state and the public one. The
basis of the public part is 4 target groups of the National Lisbon Strategy Implementation
Programme:

macroeconomic policy group;

scientific research and experimental development and innovations group;
business competitiveness group;

employment promotion and investment in human capital group.

o -

The main goals of a respective target group of the National Lisbon Strategy Implementation
Programme — within their competence, to monitor and evaluate how the National Lisbon Strategy
Implementation Programme is implemented and updated and to submit proposals to the
Commission on Supervision of Drafting and Implementation of the National Lisbon Strategy when
adopting decisions on these issues.

Members of a target group of the National Lisbon Strategy Implementation Programme have a
right to represent and present the results of the working group and the proposals to state
institutions, agencies and organisations as well as to invite experts and other persons to
participate in their meeting.

The structure, which involves over 240 people, operates efficiently. The meetings of the
Commission on Supervision of Drafting and Implementation of the National Lisbon Strategy, inter-
institutional groups and target groups are held. Lithuania’s progress in implementing the National
Lisbon Strategy Implementation Programme, the problems of implementation, the
recommendations of the EC and possible actions for their implementation and issues related to
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updating of the Programme are discussed at the meetings of the Commission and the groups. A
broad discussion of key tasks of the Programme involving representatives of the Seimas of the
Republic of Lithuania and social partners took place.

The issues related to the implementation of the National Lisbon Implementation Programme are
regularly discussed at the Committee on European Affairs (and other committees) of the Seimas
of the Republic of Lithuania and the Government of the Republic of Lithuania.

Seeking to increase public awareness, the Ministry of Economy has created, and is currently
testing, an informative Internet portal dedicated to the Lisbon Programme.

As the schedule for the implementation of the Lisbon Strategy is very tight and many interested
institutions and persons are involved in this process, measures that would ensure timely provision
of information are required. It is also very important to disseminate information on the
implementation of the Lisbon programme in Lithuania and other EU countries to the society.

The portal is used for monitoring the implementation of the Lisbon programme, for publishing the
achieved results and for carrying out control and analysis. It will be sought to ensure control,
assistance and information mechanisms of the implementing institutions and information of the
society and its involvements in the processes of solving the problems and finding out of the
attitudes towards the arising problems.

The latest legal acts regulating the process of implementation of the Lisbon Programme adopted
in Lithuanian and European Union institutions are published in the portal and the archive of legal
acts is build up. Where detailed information is required, one can use references to the websites of
the European Commission according to separate topics (scientific research, better regulation,
labour market, etc.). The national reform programmes of the Member States, annual progress
reports, evaluation and recommendations of the European Commission are published in the
section “The Lisbon Strategy Implementation in the Period of 2005-2008”. Documents related to
preparation for the upcoming Lisbon Strategy implementation period of 2008-2011 are also
presented in the separate section. The section “Conferences and their Materials” gives access to
speeches on issues related to the implementation of the Lisbon Programme delivered at
conferences and seminars and the archive of speeches according to year. People can express
their opinion and ask questions in forums on various topics.

1.4.2. Involvement of stakeholders

The institutional structure of the Lisbon National Reform Programme and its implementation is
delineated in the Figures 3 and 4 in the Annex 2. The Figure 2 represents the national part and
the Figure 3 the public part of the National Lisbon Strategy Implementation Programme. On
national level the cooperation with stakeholders first of all means the cooperation or better to say
distribution of power among the different ministries. The leading role of the Ministry of Economy
(MoE) with the Minister of Economy as Chairman of the Commission for the preparation and
implementation of NRP seems to be natural. Plus MoE is coordinating the microeconomic policy.
The employment policy is in charge of the Ministry of Social Security and Labour (MSSL),
macroeconomic policy in charge of the Ministry of Finance (MoF). The inclusion of Ministry of
Education and Science (MoE&S) is intersectional and depends on the level of the competence of
MoE&S.
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The cooperation among different ministries is organized on the level of Interministerial Working
Groups and their work is coordinated by the corresponding ministries. The Interministerial
Working Groups includes the representatives from the different ministries, for instance
Interministerial Working Group within MSSL include the representatives from the Ministry of the
Interior, Ministry of Education and Science, Ministry of Agriculture, Ministry of Health, Ministry of
Finance, Lithuanian Labour Exchange, The Lithuanian Labour Market Training Authority,
Department of Statistics etc. It is necessary to mention that on the national level or part of the
National Lisbon Strategy Implementation Programme the different ministries represent the
governmental (national?) interests and consequently only one stakeholder — the National
Government.

But official usage of the concept social partners at least in Lithuania includes the professional
unions that represent the interests of employees. Social partnership without clear procedures how
to realize it seems to be only amorphous concept. Therefore the question where in this framework
is trade unions is natural. In the structure of the Preparation and Implementation of the National
Lisbon Strategy Implementation Programme the professional unions are not mentioned. The
exclusion of employees from the NRP process is very symptomatic. In previous reports we have
argued that in Lithuania social inclusion/exclusion policy is closely associated with the “social
integrationist discourse”. Look below Chapter “Attitudes of Lithuanian Population towards Social
Policy Aimed at Combating Poverty”.

The Lisbon Programme implementation in respect of public communication has internal and
external information levels (Figure 4). The internal information level comprise the regional Lisbon
Programmes support centres, which carry out the functions of information collection, monitoring
and dissemination in Lithuania and in separate regions: science and technology parks and the
network of institutions providing public services to business (business information centres and
business incubators). Close relations with local (regional) social and economic partners are
maintained at this level. The external information level comprises the Lithuanian Development
Agency, Lithuanian Small and Medium Business Development Agency and Lithuanian
Innovations Centre, which carry out the functions of information collection and dissemination in
the European Union and global context.

2. Key Trends and Recent Developments in Poverty and Social
Exclusion

In this section, experts are asked to present any relevant new material on trends in poverty and
social exclusion since their overview in the 2006 first semester report and in particular since the
preparation of the National Reports on Strategies for Social Protection and Social Inclusion
(NRSSPSIs) in 2006. This section should include any new evidence on key indicators and should
also provide an overview of recent policy and legislative developments (including ESF and
ERDF), changes in budgetary allocations to policy measures and other reforms so as to achieve
the objectives, discuss developments in the role of main stakeholders, or any other relevant
country-specific information. The report should also include as an annex a list of recent new
legislation and key documents, including ESF and ERDF (e.g. published during the last 12
months).
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2.1. Changes in the Baseline Social Policy Situation and Trends

Recently two projects of legal acts related to national family policy have caused a heated public
debate concerning main directions of family policy.

First, on the 5th of July, there was submitted to the Seimas a project of Conception of State
Family Policy prepared by group of members of the Seimas. The Conceptions aims to emphasize
an exceptional value of family in life of an individual and society; define family functions important
for satisfying needs of individuals and society; describe problems of family development and
conditions of living in Lithuania; define goals and principals of state family policy and envisage
action directions of state family policy.

Second, on 18th of September four members of the Seimas (belonging to Homeland Union
Political Group — Conservators) submitted a project of Law on Support of Family. The law aims to
define in a one legal act fundamental principles of various forms of state support to family, which
should be implemented by other laws or legal acts. As it is emphasized by authors of the project,
the law envisages new solutions of family problems and new forms of support to family.

Both projects are characterized by a strong emphasize on traditional family. Conception of State
Family Policy defines family as “community of individuals related by close kinship relations, based
on marriage of man and woman”. Article 3 of the Law on Support of Family states: “the state
recognizes and takes responsibility to defend only rights of family which is based on marriage of
man and woman”. The Law envisages a number of financial and other measures that would
encourage formation of traditional families. It is proposed:

= o differentiate state allowances for a child birth by increasing allowances for the second
or the third child; and when children are born in marriage;

= toincrease 2,5 times tax-exempt amount of income for parents when the second child is
born. Tax-exempt amount of income is increased 15% for parents, who bring up their
children being married;

= {0 increase tax-exempt amount of income by 10% for parents, who stay at home with pre-
school children;

= to introduce “tax holidays” for parents, who brought up their children to age 18 being
married: at the year, when a child becomes 18 year old, parents are exempt from income
tax for one year;

= to give mothers who being in the same marriage brought up not less than two children up
to 18 years old, and who did not have incomes related to work relations, a status of
person receiving social pension and compulsory insurance with state funds;

= parents, who raised their children to age 18, will be given a special part of social
insurance pension, that would depend on salary and amount of insured income of the
child and which will be calculated according to special formula.
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The authors of the project of Law on Support of Family have anticipated that exceptional
emphasis on traditional family may cause discontent of some groups of population. In the notes
on the law, the authors indicate that interpreting this emphasis as a violation of the principal of
constitutional equality would be inaccurate, because “Constitution of the Republic of Lithuania
gives an exceptional emphasis on importance of family and necessity of state support to family”.
Authors of the law are to stress that the measures envisage in the law project would help to solve
problems of small birth rates in Lithuania, emigration.

In the Conclusion of Legal Department of Office of the Seimas on Conception of State Family
Policy it is indicated that narrowing conception of family to “marriage based community” there
could be violated imperatives of the 2 article of United Nations Convention on The Rights of the
Child, related to developing active social support to family policy. It could be concluded from the
Conception of State Family Policy that active social support recipients will be only families based
on marriage. Such a position could be hardly reconciled with broadly recognize in the
international community principle that the rights of the child and possibilities to implement these
rights should not depend on marital status of the child’s parents.

Concerning the project of the Law on Support of Family, Legal Department of Office of the
Seimas concludes that exceptional emphasis on the support of tradition family may violate
principle stipulated in the Constitution of the Republic of Lithuania related to the States
responsibility and duty not only protect and take care of family, but also of motherhood,
fatherhood and childhood as well as principle of the Constitution that prohibits any restriction of
rights of the individual or granting any privileges of the individual on the ground of his/her social
position.

On October 9th, 2007 nine non-governmental organizations implementing their activities in the
field of equal opportunities and family policy (Women Society of Kaunas, Women Employment
Centre of Kaunas, Human Rights Centre of Lithuania, Centre of Development of Equal
Opportunities, Women Information Center, Foundation of Citizen Support and Protection,
Association of Tolerant Youth, Association of Women that have HIV and AIDS, Institute of Human
Rights Monitoring) sent to the Seimas, the President, the Government of the Republic of
Lithuania petition on the projects of Conception of State Family Policy and Law on Support of
Family. In the petition organizations emphasize that both projects of legal acts severely violates
Constitution of the Republic of Lithuania, European Convention of Human Rights and other legal
acts (the Law on Equal Opportunities, Convention on The Rights of the Child).

The exceptional emphasis on the traditional family in the proposed legal acts, according to NGO's
discriminates families that are based not on marriage but other forms of partnership, also families
of single parents. NGO'’s criticize the statement in the Conception that “family based on marriage
was and remains traditional value of Lithuanian people”: taking into consideration the increasing
number of couples who live in unregistered partnerships such statement does not correspond to
Lithuanians nowadays reality; changing value orientations of the significant part of the population
should not be ignored. In the petition NGO's indicate that the proposed legal acts would indirectly
force people to conclude marriage and this could be considered as restriction of the right of the
individual stipulated in the Constitution of the Republic of Lithuania that nobody interferes in
his/her private and family life. Measures envisaged in the project of the Law on Support of Family
discriminate group of individuals on the bases of their social position, namely being unmarried.
Introduction of these measures finally would have the most negative consequences for children
that live in “non-traditional” families, because they will receive less state support than children in
traditional families and could be subjected to indirect stigmatization.
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2.2.  Changes in the Economic, Social and Demographic Context

Development of Lithuania’s economy in 2007 was still rapid.

Statistics Lithuania informs that average monthly gross earnings in the country‘s economy over
the Il quarter 2007 totalled LTL 1826.3 and as compared with the |l quarter 2006 increased by
20.2 per cent, in the public sector they equalled LTL 1847.3 and against the Il quarter 2006
ascended by 16.5 per cent, while in the private sector — LTL 1814.0 and were by 22.7 per cent
higher than over the Il quarter of the previous year.

Average monthly gross earnings over the |l quarter 2007 against the | quarter 2007 grew: in the
country’s economy by 5.1 per cent, in the public sector by 4.3 per cent and in the private sector
by 5.6 per cent.

The rise in earnings over the Il quarter 2007 as compared with the | quarter 2007 was conditioned
by seasonal fluctuations in construction and other economic activities as well as by the rise in
earnings for employees of the health care sector since 1 May.

Average monthly net earnings in the country’s economy (less sole proprietorships) over the Il
quarter 2007 made up LTL 1368.6 and as compared with the |l quarter 2006 rose by 27.6 per
cent, in the public sector they were LTL 1383.3 and were by 24.1 per cent higher than over the ||
quarter 2006, in the private sector — LTL 1360.0 and higher by 30.0 per cent as compared with
the Il quarter 2006.

Average monthly net earnings over the Il quarter 2007 as compared with the first quarter 2007
increased: in the country’s economy by 4.7 per cent, in the public sector by 4.0 per cent and in
the private sector by 5.2 per cent.

Real earnings in the country’s economy (less sole proprietorships) over the Il quarter 2007 as
compared with the Il quarter 2006 augmented by 21.8 per cent, in the public sector by 18.4 per
cent and in the private sector by 24.0 per cent. Real earnings over the Il quarter 2007 against the
first quarter 2007 increased: in the country’s economy by 2.9 per cent, in the public sector by 2.3
per cent and in the private sector by 3.4 per cent.

It was already mentioned in different reports that Lithuanian social policy suffers from the low
budgetary allocations not to speak that Lithuanian economy belongs to the group of countries
with the lowest GDP per capita. At the present moment Lithuania economy is confronting the
increasing inflations and the forecasts of experts are even more unfavourable. Inflation first of all
is decreasing the incomes of those who spend the best part of incomes for food and
accommodation. It means that macroeconomic context for social inclusion policy in general and
social inclusion policy for children in particular are not favourable. The changes of macro level
could be expected if political parties would take reform of social policy on their political agenda.
But the constellation of interests groups is not favourable for the more or less significant shifts in
the social policy.

The moderate increase of income and benefits are damped down by high level of inflation.
Statistics Lithuania informs that in September 2007 as compared to August 1.4 per cent inflation
was recorded. This year it was the highest inflation recorded. Over the respective period of the
last year, 0.1 per cent deflation was registered. Prices for consumer goods over September 2007
as compared to August grew by 1.5 per cent, for services — by 0.9 per cent.
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In September 2007, annual inflation (September 2007 against September 2006) made up 7.1 per
cent. The annual inflation rate was mostly stipulated by a 12.7 per cent increase in prices for food
products and non-alcoholic beverages, 12.5 per cent — housing, water, electricity, gas and other
fuel, 7.5 per cent — transport goods and services, as well as by a 4.8 per cent decrease in prices
for clothing and footwear, 7.2 per cent — communication goods and services. The growth in prices
for services was more rapid than that for goods. Consumer services over the year went up in
price by 8.2 per cent, goods — 6.7 per cent.

The inflation forecasts are unfavourable. The increase of the prises of grain, milk, gas will
accelerate so-called “pensioners inflation” which already exceeds 8 per cent per year. Pensioners
inflation is the label of inflation calculated according to consumption expenditures of the social
vulnerable groups of population with the lower level of incomes. According to Statistics Lithuania
in Lithuania these households 54 per cent of their income spend on food, 14.5 per cent on
maintenance of dwelling, and 10 per cent on medical care. Unfortunately the Government does
not propose any measures how it will assist those who are at risk of poverty and social exclusion
if the forecasts of experts become true.

In 2006 the current account deficit (hereinafter — CAD) to GDP ratio increased by 3.7 per cent to
10.8 per cent. The decrease was driven by the growth of domestic investment and a decline in
domestic saving (in 2006, the saving to GDP ratio was 16.3%, and the investment to GDP ratio
was 27.0%). The widening of CAD was mostly driven by the deteriorating balances of trade and
services. Import growth, in contrast to its growth in 2005, was mainly fuelled by the rising import
of intermediate consumption (excluding fuel) and of final consumption goods.

Signs of the economic growth slowdown, widening CAD and growing inflation result in the risk
that the future sustainability of income growth may be overrated, while the level of saving may be
inadequate. Strong wage growth in 2005 and 2006 formed expectations of a constant income
growth and a rapid catch up with the average level of old EU Member States. The forecasted
deceleration of the economic growth, especially if it is sudden, would stipulate the deterioration in
solvency of households, especially in the segment of marginal debtors (i.e. those that have a high
ratio of monthly debt servicing costs to monthly income).

During her visit to Lithuania, October 10-12, European commissioner responsible for financial
programming and budget Dalia Grybauskaité has criticized Lithuania for not following fiscal
discipline and has warned about the possible overheating of the economy. The member of the
European Commission stressed that inflation cannot be checked with conventional measures and
that a number of actions is necessary. "One of the measures, beyond any doubt, is a review of
the tax system /.../ yet we cannot take one measure alone. There cannot be one instrument; there
must be a system of counter-inflation measures, first of all targeting the reduction of state
spending. It means that the 2008 budget should be given a very serious deliberation as a budget
to contain or prevent an economical and financial crisis or, unless it is 'controlled' by the
parliament, it may well cause such a crisis," Grybauskaité warned, forecasting further growth of
inflation in Lithuania.

In response to the criticism from the European Union's commissioner, the Government has
declared that it is also worried about the growing inflation rate. To curtail inflation, the
Government has submitted a fiscal discipline law to the Parliament and together with the Bank of
Lithuania prepared a medium-term price stability strategy that provides for the principal measures
to control inflation. Such measures include the refusal to review budgetary spending at mid-year,
pursuit of a rigid fiscal policy, application of statutory reserve and capital adequacy requirements
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for commercial banks that are much tighter than in the euro zone, assessment of the monopoly
regulation policy to ensure reasonable price setting for electricity, heat, gas and water. According
to the Government, inflation in Lithuania is under control.

But most analysts in Lithuania are predicting higher inflation than is forecasted by official
observers. For example, Danske Bank’s experts believe that the annual inflation rate should
reach 6%. Analysts believe that a 7% annual inflation rate will persevere for the rest of the year,
but might jump up at the beginning of the next year due to more expensive energy resources and
heating.

Public opinion polls show that in September of 2007 the proportion of population that considered
that over last two months their financial situation improved comprised only 17%. Thirty five% felt
that their financial situation compared to two months ago got worse, 47% were of opinion that
their situation stayed about the same.

As compared to the data of the survey conduced by “Baltijos tyrimai” in August, 2007, a number
of people who think that compared to two months ago financial situation of their family got worse
in September increased 12%.

One year ago there were significantly less people who negatively evaluated change of financial
situation of their family. According to the data of the survey conducted in September, 2006, only
23% of respondents indicates that their financial situation got worse, which is 11% less than in
September, 2007.

“Please compare the current financial situation of your family with situation two months ago: does
it improved, got worse or stayed about the same?”

200709 200708 2006 09

Improved 17 22 23
Stayed about the same 47 54 51
Worsen 35 23 24
Got worse 1 1 2

Source: Baltijos tyrimai

2.3. Attitudes of Lithuanian Population towards Social Policy Aimed at Combating
Poverty

Implementing the project “Lithuanian without social Exclusion and Poverty” (LaBAS), financed by
Directorate General for Employment, Social Affairs & Equal Opportunities, and Community Action
Programme to Combat Social Exclusion 2002-2006: National Awareness Raising Actions on
Social Inclusion and Social Protection VP/2006/01, in October, 2007 there was conducted
representative survey of Lithuanian population.

The goal of the survey was to find out attitudes of Lithuanian populations towards salience of
problem of poverty in Lithuania, the state’s social policy aimed at combating poverty, participation
of various stakeholders in decision making processes related to solving problem of poverty
(people experiencing poverty, NGO’s working the field of reducing poverty, municipality
institutions, that directly work with people experiencing poverty) and perception of the main
direction of action that the state should pursue in combating poverty.
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In the survey respondents were asked “Generally speaking, in your opinion, how salient is the
problem of poverty in Lithuania today? Please use this scale were 1 means “not salient at all” and
10 means “very salient™. The data show that majority (78%) of population consider the problem
of poverty as salient or very salient in the country, and only one in ten people evaluates it as not

important (see figure 1).

Figure 1. Generally speaking, in your opinion, how salient is the problem
of poverty in Lithuania? Please use this scale were 1 means “not salient at
all” and 10 means “very salient”
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Demographic analyses show significant differences among age and education groups: the
proportion of those who evaluate the problem of poverty in Lithuania as very salient is
significantly higher among older cohorts (51%) and less educated people (incomplete secondary
42%; secondary — 48%) than in the youngest segment (30%) and those with tertiary education
(38%). The date indicate that unemployed people and the retired are more likely to evaluate the
problem of the poverty as very salient in the country (55 and 52% respectively) than students
(30%) and employed people (42%). The largest variations are found among income groups with
percent of those who think that the problem of poverty is very salient ranging from 57% among
people with average income per month 400 litas and less to 34% among people with average
income 700 litas and higher.

Other question asked in the survey was “In your opinion, how successful is the national
government in reducing poverty in Lithuania? Please use this scale were 1 means “very
unsuccessful’ and 10 means “very successful’. The data show, that prevailing attitude of
population is very pessimistic as regards effectiveness of social policy of the government aimed
at combating poverty in the country (see figure 2). Two thirds of population think that government
is doing very bad (35%) or bad (31%) in solving the problem of poverty. Quite a few of people
evaluate efforts of the government positively (6%).

29



LITHUANIA

Figure 2. In your opinion, how successful is the national government in
reducing poverty in Lithuania? Please use this scale were 1 means “very
unsuccessful” and 10 means “very successful”
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Demographic breakdowns do not reveal any statistically significant differences among age,
occupation or income groups in evaluation of the government’s work in the field of combating
poverty. The only significant difference is found between education groups: there is a higher
proportion of those who give positive evaluation to the government among less educated people
(12%) than among people with secondary and tertiary education (5%).

Majority of population not only negatively evaluate the national government’s work in reducing
poverty in Lithuania but also possibility for ordinary people to influence decisions of government
related to social policy aimed at solving problems of poverty. When asked “How much ordinary
citizens of Lithuania can influence decisions of the government related to reduction of poverty?”,
80% of respondents indicated that ordinary citizens rather or do not have any influence at all. In
this regard there were a little more pessimistic people with tertiary education (84%), employed
people (86%) and elderly (85%) than less educated, people of other occupational status and
people of younger cohorts.

Evaluating implementation of social policy by national government of Lithuania, it should be noted
that the declared purpose to pursue wide-ranging inclusion of civil society and to cooperate with
social partners and non-governmental organizations has not been carried through yet. There is
an evident lack of mechanisms in the country that would facilitate and ensure more active
participation at the grass roots level of social policy actors in the decision-making processes
related to social policy. At the same time, mobilizing social policy actors at the grass roots levels
is perceived by the majority of citizens of Lithuania as a precondition for improvement of policies
aimed at reducing poverty. Results of the survey indicate that population of Lithuania strongly
supports participation of municipality institutions, directly dealing with people that experience
poverty, non-governmental organisations, and those directly experiencing poverty in decision-
making processes to ensure more effective solutions to the problem of poverty in Lithuania.

As the data presented in Table 1 show, when asked “Would the state do better in solving
problems of poverty if municipality institutions, dealing directly with people experiencing poverty,
have been involved into decision-making processes related to it?”, 82% of respondents gave a
positive response. 80% of respondents replied positively to question on involvement of non-
governmental organizations, working in the field of reducing poverty, into decision-making
processes related to poverty reduction and 65% expressed the same attitude replying to question
on participation of people experiencing poverty in these processes.

30



LITHUANIA

Table 1. Attitudes of Lithuania’s population towards involvement of various social policy actors
into decision-making processes related to solving problems of poverty in the country.

Yes No Don’t
know

Would the state do better in solving problems of poverty if people experiencing = 65% = 16% 19%
poverty (unemployed, retired, disabled people, families with small children
experiencing poverty) have been involved into decision-making processes related
to it?
Would the state do better in solving problems of poverty if non-governmental 80% 6% 14%
organizations, working in the field of reducing poverty, have been involved into
decision-making processes related to it?
Would the state do better in solving problems of poverty if municipality institutions, = 82% = 5% 13%
dealing directly with people experiencing poverty, have been involved into decision-
making processes related to it?

Demographic analyses show that there are less significant differences across social-demographic
groups of Lithuania’s society in attitudes concerning involvement of non-governmental institutions
and municipality institutions in decision-making processes than in attitude towards participation of
people experiencing poverty in these processes. There is significantly higher proportion of those
who support participation of people experiencing poverty among unemployed (76%) and retired
(70%) people than among students and employed (62% and 63% respectively). We also find
significant differences between people with average monthly income 400 litas and less (73%) and
people with higher income. A little more supportive for involvement of people experiencing
poverty are less educated people (67%) than people with tertiary education (62%). It could be
argued, that in general social groups that are at risk of poverty are significantly more supporting
participation of people experiencing poverty in formation of social policy than those social groups
that are doing better. As regards involvement of non-governmental organizations and
municipality institutions into decision-making processes, less-educated people more often did not
have an opinion about possible role of these social policy actors (18 and 19% respectively) and a
smaller proportion of them agreed that the state would win from their involvement (75 and 78%%)
than people with secondary and tertiary education.

One of the indicators used in the questionnaire of the survey was constructed on the ground of
definition, developed by Ruth Levitas, of three discourses that in the different modes construct the
interpretations of social exclusion/inclusion. The first, the moral underclass discourse presents
the socially excluded as culturally distinct from the ‘mainstream’. The policy implications are
greater conditionality, reduction, or removal of citizenship rights. The second, the social
integrationist discourse promotes emphasis on the significance of paid work and employment for
social inclusion. It ignores inequalities between those in paid employment as well as the
significance of non-paid work. The third, the redistributionist discourse identifies relative poverty
and discrimination as the main sources of exclusion from the full rights of citizenship in civil,
political and social spheres. As Levitas summarises, “RED, SID and MUD differ in what the
excluded are seen as lacking. In RED they have no money, in SID they have no work, and in
MUD they have no morals.” (Levitas, 1998, p. 9) Seeking to find out which of these discourses
prevails in Lithuanian society, in the survey respondents were asked:
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Which of the listed goals aimed at reducing poverty in Lithuania should be given priority?

1. Strengthening the morality of citizens by teaching them to be hard-working and
responsible.

2. Increasing employment of population by creating more work places.
3. Strengthening social justice by improving social support for people experiencing poverty.

Results of the survey are presented in Figure 3. Considering solutions to the problems of poverty
in Lithuania, a half of population gives priority to increasing employment by creating more work
places, one third supports strengthening social justice by increasing social support for people
experiencing poverty and only two out of ten people give priority to strengthening the morality of
citizens.

Figure 3. Which of the listed goals aimed at reducing poverty
in Lithuania should be given priority?

Strengthening
the morality of
citizens ; 18%

Don't know; 4%

Strengthening
social justice ;
30%

Increasing
employment ;
48%

As it could be expected there are significant differences in attitudes of people according to their
social position. First, unemployed and retired people are more like to give priority to strengthening
social justice by increasing social support for people who experience poverty (33% and 35%
respectively) than students and employed. Second, the people who have high incomes (1000
litas and more) support less this priority (22%). Third, there is a large difference between urban
and rural population: people who live in rural places gives priority to increasing employment by
creating work places (60%) considerably more often than people who live in large cities of
Lithuania (41%).

2.4. Major New Trends or Challenges, New Risk Factors or Significant New Groups at
Risk
There could be distinguished few potential new groups at risk in Lithuania:

First, families, especially young, who have too low income to receive housing and consumer
loans. Currently possibilities of these families to receive social housing are limited. On the one
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hand, demand for social housing several times exceeds supply of it. One the other hand, the
state’s social housing policy is not effective: municipalities spend their money for construction of
social housing while it could be more efficient to rent it from house owners. IRNPR does not
include any measures for improving situation of social housing in the country except preparation
and approval of recommendations on how to use support from the EU structural funds for
development of social housing in problematic areas.

Second, employees of public sector: teachers (especially young), employees of health care and
social security system are at risk of sliding down into “in-work™ poverty because of high inflation
and low salaries.

Third, people, whose main source of income are social benefits: their income increase more
slowly than inflation which causes deterioration of their financial situation.

Fourth, as usual young families housing loans is one more group at social risk. The amount of
loans is increasing (look Table 3 and Figure 9 in Annex 2).

2.5.  New Legislation and Policy Development

On the 5th of September, 2007 the Government has approved of the Family Well-being Policy
Measures for 2008-2010 of the National Strategy on Population Policy submitted by the Ministry
of Social Security and Labour, which aim at creating the environment friendly for families and
child raising, and ensuring better life quality for large families.

The purpose of this draft resolution is to strengthen the institution of family, create a friendlier
environment for families and child rising, overcome the negative trends of family development,
and ensure better life quality for large families.

With a view to achieving the objectives raised in the sphere of family well-being, implementation
of the following measures has been envisaged:

1. To promote returning of parents who raised children to the labour market, to support the
creation of workplaces adapted to the needs of families with children; to promote flexible
forms of employment; to increase maternity (paternity) benefits, to grant and calculate them
under more favourable terms and extend their payment period, at the same time creating the
conditions for working and using the benefits for the child care; to ensure uninterrupted social
insurance guarantees for parents who take care of their children, as well as carers of the
disabled family members.

2. To improve accessibility and quality of services of preschool education establishments; to
provide free meals for primary school pupils; to support already operating centres of complex
assistance for families.

3. To increase the amount of non-taxable income for families raising children; to increase MSL
(minimum standard of living) and SSI (state supported income); to implement payment of a
child benefit to children below the age of 18; to increase birth benefits, to introduce child care
benefits; to envisage support for students from needy families; to reimburse the expenses of
purchasing motor cars for families raising a disabled child; to expand opportunities for
housing purchase by reimbursing a larger share of the mortgage loan for young and large
families and expanding the opportunities of provision of social housing for needy families.
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4. To strengthen the institution of family (to prepare young individuals for a family, to create a
family-friendly environment, etc.).

In 2008, about 553 million LTL will be additionally needed from the state budget for the
implementation of measures. Preliminary calculation of funds for the implementation of Family
Well-being Policy Measures for 2008-2010 accounts for 1.32 billion LTL.

On 22nd of August, 2007 the Government has approved the amendments to the Law on Sickness
and Maternity Social Insurance. The amendments aim at improving the financial situation of
families raising small children and guaranteeing a better social protection to insured persons, the
information given by respondents should be updated.

It is proposed that maternity (paternity) benefit during the child care leave should be paid until the
child reaches the age of 1.5 years (at present, it is paid until 1 year). The amount of the benefit
would make up 100 per cent of the compensatory salary of the benefit recipient until the child is 1
year old and 85 per cent of the compensatory salary until the child is 1.5 years old.

It is proposed to increase the amount of the maternity (paternity) benefit with regards to the
number of children born at the same time (to increase it twice in case of twins, thrice in case of
triplets and so on).

A very important provision for those willing to raise their child and work part time is also proposed.
In such a case when the salary of the insured person is lower than the maternity (paternity) the
benefit will amount to the difference between the benefit and the salary.

In order to increase the social guarantees for persons raising children, it is proposed that the
sickness social insurance benefit be paid for child care also in cases when the insured person
granted maternity leave or child care leave in relation to the child until the child is three years old
cannot take care of the child due to his/her sickness or trauma as certified in the conclusion
issued by a doctor in a healthcare establishment. Such sickness benefit is proposed to be paid to
the other insured spouse from the first day for up to 14 calendar days from the funds of SODRA
(Social Insurance Fund Board).

The amendments to the above-mentioned law should partially change the system for calculation
of maternity and maternity (paternity) benefits. In the case when a woman who has recently given
birth is granted another maternity leave, and the maternity or maternity (paternity) benefit is
calculated on the basis of the period when the woman was still on child care leave until the child
is one year old and is lower than the first benefit, the larger benefit shall be paid.

Besides, it is proposed to increase the minimum amount of the maternity social insurance benefit,
which shall not be lower than one third of the monthly insured income (at present it cannot be
lower than one fourth of the income). If the proposed amount is adopted, the minimum maternity
benefit would make up 452 LTL. At present, with the principle of one fourth of the insured income
being applied, the benefit amounts to 339 LTL.

It is also proposed to establish that pupils and pupils below 24 years should be eligible for
sickness, maternity, paternity, or maternity (paternity) benefits during sickness or leave, if before
the beginning of sickness or respective leave they have not acquired the necessary record
because during the indicated time they were enrolled in day studies in high, higher, professional,
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or secondary schools registered according to the law and the period between the graduation (as
indicated in the document certifying graduation) until they become insured does not exceed 3
months. The insured will also be eligible for the above-mentioned benefits, if before the beginning
of sickness or respective leave they have not acquired the necessary record because, during the
indicated period, they were insured as statutory civil servants and the period after the change of
status does not exceed 3 months.

According to the data of SODRA, the average number of recipients of maternity (paternity) benefit
per month was 17.879 in the first half of 2007 (including 14.390 mothers and 3.489 fathers).
Paternity benefits until the child is one year old were paid to 4.207 fathers.

But some well-known experts are criticizing this initiative of the Government. Their arguments are
as follows, the increase of the benefit for maternity (paternity) and prolongation of the leave could
impinge the return to the labour market especially for women. If the Parliament will pass these
amendments in Lithuania maternity (paternity) leave will be one of the longest in EU. These
experts claim that prolongation of maternity (paternity) leave must be replaced by flexible
relationships between family life and work and improvement of the children care system in order
to enable smooth return to work.

According to the Law on Social Support to Pupils children from disadvantaged families receive
support for preparations for school and free meals at school.

Pupils who are raised in families where income per member of the family is below than one
amount of state supported income (hereinafter referred to as the “SSI”, amounting to 205 LTL) or,
with regards to the living conditions of the family, where the income is below than 1.5 SSI (307.5
LTL) are eligible to receive school accessories and stationery.

Pupils who are raised in families where income per member of the family is below than 1.5
amounts of state supported income (SSI, or 307.5 LTL) or, with regards to the living conditions of
the family, where the income is below than 2 SSI (410 LTL) are eligible for free meals at school.

This year these subsidies were increased. In 2007 10.8 millions LTL have been allocated from
the state budget to children from the most disadvantaged families for preparations to schools.
This is the largest ever state budget allocation aimed at supporting children before the beginning
of a new school year. Before the beginning of a new school year, around 70.000 pupils from
families with low income will receive support of up to 156 LTL per pupil. Last year, 8 million LTL
were allocated to prepare pupils for school, and the average support per one pupil slightly
exceeded 100 LTL.

After SSI is increased on 1 October 2007 (from 205 to 235 LTL), pupils from families where
income per member is below 352.5 LTL or, with regards to the living conditions of the family, is
below 470 LTL will become eligible for free meals.

Over 81 million LTL have been allocated from the state budget for providing free meals to pupils.
Around 88.000 pupils received free meals in schools in January-September 2007.

After increase of the SSI, over 48 thousand people per month will become eligible for social
benefits (during the first half of 2007, over 39 thousand people received social benefits), while the
number of recipients of the compensations of heating expenditure will increase up to 118
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thousand persons per month (during the 2007 heating season, 100 thousand people a month
received compensation for heating expenditure).

The unemployment insurance allowance to the unemployed registered in the labour exchange
and the social benefit will also increase: 221.5 LTL per month will be paid to the persons who
receive no other income. At present, the social benefit paid to persons who receive no other
income makes up 184.5 LTL. But it is necessary to mention that this amount is very little and
unemployed is either living in a deep poverty or is dependant on other (family, relative, savings,
etc.) resources.

2.6. Issues of Particular Interest
2.6.1. NAP/inclusion

The key priorities of the Lithuanian NAP/inclusion are as follows: (1) increase of the labour market
participation; (2) improving the access to quality service; (3) elimination of the child poverty and
enhancing assistance to families; (4) tackling disadvantages in education and training. Since
NAP/inclusion comprise comparatively big amount of social benefits that are not indexed, the
overall picture of the implementation of the NAP/inclusion due to increasing inflation is
complicated. But there is a real progress in mainstreaming NAP/inclusion as social policy tool.

2.6.2. Gender

On 30th of March, 2007 the Government has approved the 2006 Report on the implementation
of the 2005 — 2009 Programme on Equal opportunities of men and women. It confirms that the
situation concerning gender equality in the country is improving.

Last year the level of employment among women has reached the goal of the Lisbon Strategy set
for 2010 and accounted for 61%. In the year of 2005 the employment level among women
reached 59.4%. The difference of the employment level between men and women decreased
from 7.6% in 2005 to 5.3% in 2006.

According to the level of employment among senior women Lithuania is the eighth in the EU, and
according to employment level among women bringing up children less than 12 years of age,
Lithuania is the second in the EU. The number of women managers in Lithuania accounts for
43% and this is the second best result in the EU.

Through the implementation of the Programme on Equal opportunities of men and women in
2006, great attention was given for promoting employment of women, in particular in rural areas,
among senior women and women returning to the labour market after a longer period of maternity
and child care leave, also encouraging business among women, facilitating the conciliation of
family and working responsibilities, increasing motivation of women to work, as well as improving
competences and skills in taking more active participation in taking decisions, eliminating
stereotypical attitudes towards the role of men and women in the society and economic activities.
Much attention was also given to information and education in legal aspects of gender equality by
providing assistance to victims of violence against women and strengthening cooperation with
Women's organisations in Lithuania.
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2.6.3. Mobilisation and Involvement of Actors

Social policy in Lithuania is rather centralized. Central government is responsible for financing
and administration of traditional social risks (such as age, illnesses, disabilities, unemployment,
maternity and etc.) insurance. High education is financed according to the principle of student’s
voucher therefore different municipalities obtain approximately the same amount of money.

Municipalities are administrating some of social benefits (financial social support for families and
disabled people and compensations of accommodation-related expenses for destitute people),
which are financed from central budget. Municipalities from their budgets give reliefs for people in
poverty and provide the majority of social care services. There are sizeable territorial differences
of social exclusion particularly in this area. Uneven economic and social development territorially
is typical in Lithuania as in other market economy countries. Because of historic factors, different
intensity of economic performance, structure of economy and demographic composition of
population the welfare of people in different regions of Lithuania would vary more if government
didn’t redistribute public finance. But because of backing of local budgets public finance are fairly
equalized countrywide. On average expenses of budgets of municipalities for one person are
similar. For example, in 2005 expenses in different municipalities varied from 1300 LTL to 1500
LTL per month. Only a few resort areas where expenses are substantially higher stand out from
the other areas. So the government using tools of public finance policy creates fairly equal
opportunities for the development of social care service in municipalities.

On the contrary, even having fairly equal financial opportunities, municipalities develop social
care service in very different directions. Data represented in Figure 1 indicate that expenses for
social care and social service vary dramatically when total expenses of municipalities are similar.
The columns represent the spendings of the municipality per capita, and breaking line spending
on social care per capita.

Figure 1. Expenses for Social Care and Social Service per Capita in Different Municipalities
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Source: Lazutka, Misiunas, 2006.

The research initiated by MSSL disclosed that it does not depend nor on financial opportunities of
municipality, neither on demand for service. Demographic structure of population, illness rate and
pervasion of unemployment are not decisive factors for municipalities to allocate money for social
service and to establish and finance shifts for social employees. The number of social employees
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for 1000 residents varies from 0.5 to 3 (Figure 2). Surprising, that there are fewer social
employees in municipalities of large cities where economic situation is considerably better and
opportunities to finance social service are higher.

Figure 2. The Number of Social Workers per 1000 Residents in Different Municipalities

4

)
D11000-ui gyventojy tenka socialiniy darbuotojy, zm . ‘

Source: Lazutka, Misiunas, 2006.

Considering the statistical data above and the results of previously mentioned research the
crucial question arises: How does central government could influence the more equal
development of social service in the country? The centralization of service is not a solution,
because rather big number of people gets into social exclusion and poverty due to the lack of
sufficient social capital — the fabric of social relations and cultural capital — moral values and
behavioral standards inclusive culture. The revenue can be effectively allocated in the society on
behalf of weak people centrally, whereas social and cultural capital can be conveyed to people
being in social exclusion only in local communities. The person unaware where to seek for
advice, what kind of positive activity to start and what habits to refuse, can be supported by being
with him. Due to that in Lithuania the responsibility for social service is assigned for municipalities
by law. Unfortunately, the part of budgets of municipalities allocated for service of social care is
not only badly scarce (merely about 2-3% out of all expanses; Figure 1), but also very different. In
2006 and 2007 the Government initiated to finance additional shifts for social employees in
seniunijos (smallest unit of municipal administration that includes as usual few villages). However,
along with the money from the centre, the central control and standardization of solutions come
together, whereas different social circumstances require he flexibility of social work.

Naturally, the attention paid on social exclusion depends on local politics, mayors, the position of
local administration and local authority electors. Inferring this and referring to the experience
gained in participating in EU process of open method of coordination, the government of
Lithuania initiated the planning of the development of social service in the municipalities.

The Law on Social Services defines the competence of the municipalities in the provision of
social services. “A municipality shall be in charge of the ensuring of provision of social services to
residents of its territory by planning and organising social services and controlling the quality of
social services of general interest and social attendance” (Art. 13) The same article states that in
order “to determine the scope of provision and types of social services in line with residents’
needs, a municipality shall annually draw up and approve a plan of social services. The plan of
social services shall be drawn up in compliance with the methods of planning of social services
as approved by the Government or an institution authorised by it.”
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On the ground of the same law, according to the information about the social service on offer in
the territories of municipalities, MSSL evaluates the condition of social service countrywide and
offers proposals about the development of social service. On an annual basis by the 1st of April,
MSSL announces the standards of country’s social service development according to the types of
social service for different social groups. Municipalities must follow these standards while
planning social service.

While preparing for social service planning, the government and MSSL has validated the
methodology of planning of social services, the methodology of financing and for calculation of
funds of social services, standards for social care and regulations for the Department of
Supervision of Social Services.

It all are particular guidelines from central authority, which are used to influence the development
of social service in the territories of municipalities giving local authority the freedom to consider
the format of social exclusion and the demand of local people for the social services.

In the methodology of planning of social services (further referred as methodology) validated by
the government it is determined how social services ought to be planned in the municipalities.
Methodology defines and describes the principles of planning of social services in municipalities,
stakeholders of planning of social service, the order of the organizing of the project of social
service plan, the structure and the content of the plan and the procedures of the consideration,
coordination and implementation of the project provided. The form of social service plan and the
criteria for evaluation of effectiveness of social service are validated by the ministry of social
security and labour.

Municipalities have to inform all interested persons and organizations, representing the clients of
social services. The members of the vulnerable groups or their representatives ought to be
involved in the process of planning and monitoring of the implementation of the plan of social
services. The opportunities to get acquainted with the project of social service plan, to state the
opinion and offer suggestions should be created for the local communities. It is recommended to
announce the project of plan of social services and the results of the implementation of previous
year plan in the local press, the webpage of the municipality or use other public relation tools,
discuss it with the society and the organizations during the meetings and public discussions.

MSSL is designing so called social map (www.socialiniszemelapis.lt) — the database of social
evolution indexes, where various indicators characterizing social exclusion and the tools of social
security would be accumulating about every municipality in the country. These indicators will be
published in the webpage of MSSL and could be observed by every internet user. The
opportunity to compare social situation effortlessly in different municipalities will arise. It is
expected that this tool together with previously discussed social service planning in the
municipalities will activate local communities, local politics and will contribute to more successful
reduction of social exclusion using local social policy tools.

Social map is policy tool (Look Figures 10-12 in the Annex 2) that would support the social
dialogue, partnership and solidarity between MSSL, Municipalities, social partners, NGO, and
local communities; would assist in shaping, implementation of the social policy in the field of
social inclusion, in dissemination of the good practices; would support the introduction of the
principles of Open Method of Coordination an the national and local levels.
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It is expected that social map together with previously discussed planning of social services in the
municipalities will activate local communities, local politics and will contribute to more successful
reduction of social exclusion using local social policy tools.

2.6.4. Mainstreaming

The Project LaBas intends to raise awareness in Lithuania about the National Action Plan against
Poverty and Social Exclusion and mobilize relevant stakeholders to ensure due process of
development and effective implementation of the NAP/inclusion effort.

The project has two target groups: general public and grass roots social policy actors such as
local government, community leaders, regional and local newspapers and TV stations, non-
governmental organisations, those directly experiencing poverty and social exclusion. During the
implementation of the project in five selected regions of Lithuania there will be established work
groups of relevant stakeholders with a purpose of development of mechanisms which would
ensure more active participation by local social policy actors in decision-making processes,
related to the implementation of the NAP/inclusion. These five cases will be used as examples to
raise awareness about the potential of the NAP among social policy actors country-wide and the
general population of Lithuania. It is expected that the implementation of the project will contribute
to empowerment of grass roots level social policy actors and those who directly experience
poverty and social exclusion, enable two-way communication between policymakers and other
relevant stakeholders, strengthen links among national and regional agencies, dealing with
various areas of social policy. As a result, the NAP/inclusion will gain acceptance as a social
policy orchestrating tool, political parties will integrate the NAP/inclusion into their political
platforms, current expenditures on social policy will be used more effectively. The other line of
actions in the project, targeted at the population in general, is aimed at creating a more
favourable environment for implementation of the NAP/inclusion at the national, regional, and
local levels. It is expected that rising awareness of the population about European Union's social
inclusion and protection processes using national media campaigns and social advertising will
help to help to mobilize efforts by relevant stakeholders to reduce poverty and social exclusion
across the country; in addition, it will help destigmatize vulnerable and excluded groups and
promote tolerance towards them.

2.6.5. Regional and Local Interests

The Law on Social Services drafted by the Ministry of Social Security and Labour is to come into
force from 1 July 2006. It is orientated towards decentralisation of social services, which is why
municipal functions in the field of social service management are being strengthened. One of the
essential changes is a shift from financing care institutions to financing services proper by
allocating targeted state aid to municipalities and using them for providing services at institutions
irrespective of their subordination.

Targeted state aid for municipal budgets will create equal opportunities for municipalities to
organise services. This will increase the accessibility of social services to all residents of the
country. Municipalities will be encouraged to look for forms of services alternative to residential
care such as day social care at a person’s home or a day care centre and short-term social care.

Nevertheless there are not a few policy developments that deserve attention and could improve
the level for social services for all and promote social inclusion for children.
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On the national policy level it is necessary to mention Law on Social Services and Methodology of
Planning of Social Services. In first Semester Report of 2007 the differences of the numbers of
children and families at social risk were mentioned. These differences could be interpreted as
manifestations of local social policies that in most cases are not reflected and articulated.

The Methodology of Planning of Social Services designed for the local municipalities and
approved by the Government could be very helpful in articulation and recognition of the local
social policy. The principles of the Methodology of Planning of Social Services are very similar to
the principles of the Open Method of Coordination, namely, subsidiarity, involvement of the
interest groups and local partners, empowerment of the vulnerable groups, exchange of the good
practice, etc. Unfortunately Municipalities are not very enthusiastic in application of this
Methodology and they are lacking competence.
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http://www3.Irs.It/cgi-
bin/getfimt?C1=e&C2=302877

http://www3.Irs.It/cqi-
bin/getfmt?C1=e&C2=304152

http://www3.Irs.It/cgi-
bin/getfimt?C1=e&C2=305412

http://www3.Irs.lt/cgi-
bin/getfimt?C1=e&C2=306744
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Annex 2. Tables and Graphs of Social and Economic
Developments Relevant to Social Inclusion and Social
Protection

Table 1.  Key Macroeconomic Indicators

Situation in Lithuania
2007 1 Forecasts

Indicator 2005 2006 halfof 2008
the year

Real GDP growth, % 7.9 7.7 8.0 (11Q) 8.6 5.3

Real consumption growth, % 10.1 10.5 9.7 (lQ) 111 7.1

Current account balance of the balance of

oayments, % of the GDP* 1.2 -10.8 -14.8 -13.7 -14.0
P P P

Foreign direct investments in Lithuania, % of the 558 56.8 465 i

current account balance

Balance of goods and services of the balance of

oayments, % of the GDP 1.2 -10.4 -13.4 -14.1 -14.4

Change in the Harmonlse;j Index of Consumer 27 38 49 52 56

Prices (annual average), % september

Unemployment**, % 8.3 5.6 4(lIQ) 45 52

General government deficit, % of the GDP -0.5 -0.3 - -0.9 0.5

General government debt, % of the GDP 18.6 18.2 - 174 17.2

Source: Department of Statistics, calculations of the Bank of Lithuania and the Ministry of Finance

* Calculations of the Bank of Lithuania

** The unemployment rate projections for 2008 are based on an assumption that due to more rapidly increasing
wages the activity of the labour force may become more intensive and the migration flows may change; if the level of
the activity of the labour market and migration would change in accordance with the trends observed in the past few
years, then the unemployment rate in 2008 would amount to approximately 4.8 per cent.

Figure 1. Monthly Price Changes for Consumer Goods and Services as Compared With
the Previous Month
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Table 2.  Changes in Prices for Key Commaodity and Service Group, in September 2007

Growth, drop (-);

Commodity and service groups SRR wpight in t°‘?' September 2007 against
consumption expenditure August 2006
2007 December  September

Total CPI 100.0 1.4 4.9 7.1
Eg\(/)grg;ciucts and non-alcoholic 259 29 9.1 127
Alcoholic drinks and tobacco products 7.0 0.8 6.5 7.5
Clothing and footwear 8.7 3.8 -7.2 -4.8
If-lljc;Llesing, water, electricity, gas and other 121 13 76 125
Health care 50 0.3 74 8.7
Transport 10.8 1.4 6.6 7.5
Communications 45 0.3 -6.5 -7.2
Recreation and culture 74 0.8 0.4 0.2
Education 1.4 6.9 94 9.9
Hotels, cafes and restaurants 5.8 0.5 8.4 10.2

Miscellaneous goods and services 49 0.3 53 6.8
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Figure 2.  Lithuanian Performance Compared to EU-25
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Figure 3. National Part of the National Lisbon Strategy Implementation Programme
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Figure 4. Public Part of the National Lisbon Strategy Implementation Programme
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Figure 5. Main Economic Indicators of the Baltic States (Annual Change)
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Sources: Eurostat and national central banks of the Baltic
States.
Note: real GDP, average annual inflation, CAD relative

GDP.

Figure 6. Loans to the Private Sector in the Baltic States
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Sources: ECB and Eurostat.
Note: loans to private sector comprise loans to non-
financial corporations and households.
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Figure 7. Household Income and Expenditure (Annual Change)
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Sources: Department of Statistics and Bank of Lithuania
calculations.

Figure 8. Wages and labour productivity

Per cent, annual change
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Table 3. Share of Indebted Households

2004 2005 2006
Share of households with 2.3 6.0 8.7
housing loans, %
Share of households with = 20.0 n/a 22.3
consumers or other
loans,%

Sources: Household Survey of the Department of Statistics (2005) and Household Survey of the Bank of
Lithuania (2007)

Figure 9. Growth of Housing Loans and Other Loans to Households (Annual Change)
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Source: Bank of Lithuania calculations.

Note: Changes of loan portfolio in November 2006 were
determined by loan reclassification in biggest commercial
banks.
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Figure 10. The Structure of the Social Map
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Figure 11. Functioning of the Social Map
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Figure 12. Social Assistance Information System of the Social Map
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Figure 13. Social assistance benefits (number of receivers and expenditures)
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Figure 14. Relative poverty rate
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