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Foreword

The year 2020 posed an exceptional challenge for both Lithuania
and the whole world due to the coronavirus (COVID-19) pandemic
and the devastating economic and social disruption that it has
caused.

Nonetheless, it was also a year that proved the resilience of the
Lithuanian economy and fnancial system, validated the advantages
of euro area membership and highlighted the real impact of the
monetary policy response undertaken by the ECB in view of the
pandemic.

The Eurosystem, which includes the Bank of Lithuania, maintained a
low interest rate environment and favourable borrowing conditions
as well as consistently implemented other economic stimulus
measures.

In 2020, the Bank of Lithuania, together with other members of the
Eurosystem, continued purchasing Lithuanian debt securities and
implemented the newly launched pandemic emergency purchase
programme (PEPP), which provided necessary stimulus for the real
economy afected by lockdown restrictions. Proactive purchases
conducted by the Bank of Lithuania helped stabilise the Lithuanian
government securities market in the spring of 2020 and actively
supported the economy all through the year.

Purchases of government securities helped maintain low interest
rates and ensure market stability following an increase in the
borrowing needs of the Lithuanian government to support the
afected businesses and workers. In 2020, the Bank of Lithuania, in
tandem with the Eurosystem, purchased approximately €3 billion
of Lithuanian government securities in domestic and foreign
markets, in net terms, while the government issued €6.3 billion
in new securities. Through purchasing government securities in
the secondary market, the Bank of Lithuania provided additional
liquidity for banks operating in the country as well as facilitated
loan provision and refnancing and the implementation of moratoria
during the pandemic period. Purchases of government securities
also provided investors with funds and incentives to invest in other
fnancial assets (such as bonds and shares), thereby transmitting the
positive efect of the accommodative monetary policy.

This made a signifcant contribution to improving borrowing
conditions for Lithuania — despite the pandemic, it tapped
international markets at the most favourable terms in history.

As businesses and households faced lockdown restrictions, the
Bank of Lithuania putto use both macroprudential policy instruments
and resources that it had at its disposal as a centre of excellence in
economics and fnance in a bid to mitigate the potential fallout on
the fnancial system and the country’'s economy.

The Bank of Lithuania strongly encouraged credit institutions to
seek agreement on the terms and conditions for the deferral of
loan payments. The respective moratoria were signed in late April
2020. In early 2021, banks agreed to renew their moratoria on
loans to businesses and households, and keep them in place
until 31 March 2021.

The Bank of Lithuania took an active part in the process of
setting up a state aid fund for business aimed at supporting the
country’s medium-sized and large enterprises of socio-economic
signifcance afected by the pandemic. The Bank of Lithuania put
forward proposals pertaining to the operational strategy of this fund
as well as the model of its fnancing and organisational structure
geared towards independent decision-making. The fund with a
target size of up to €1 billion will aim to attract up to €500 million
from institutional investors.

The Bank of Lithuania also contributed to the development of new
instruments of fnancial support for businesses that faced liquidity
and other fnancial constraints due to the COVID-19 pandemic.
Nearly 280 enterprises made use of the fnancial instrument called
Loans for Payable Invoices, or ASAP loans, which was set up in
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cooperation with other state authorities; the total amount of loans
granted under this tool exceeded €10 million.

On 1 April 2020, the Bank of Lithuania reduced the countercyclical
capital bufer rate from 1% to 0% in order to ensure the stability of
the banking sector. This measure allowed freeing up €86 million
from the capital bufer built up by the country’s banks during the
boom period. Until then, the Bank of Lithuania obliged commercial
banks to accumulate capital bufers and lifted the countercyclical
capital bufer rate on two occasions: to 0.5% in 2017 and to 1% in
2018. When reducing the rate, the Bank of Lithuania made it clear
that the released capital should go towards absorbing potential
losses and ensuring credit supply, i.e. stimulating economic growth,
instead of paying dividends or directors’ bonuses.

The Bank of Lithuania also relaxed some other capital requirements
for banks, e.g. provisionally waived the recommended Pillar 2
requirement (P2R) and the liquidity coverage requirement.

The fow of bank loans to households bounced back to pre-
pandemic levels and continued to rise. Meanwhile, the portfolio of
business loans followed a downward trajectory, which, however,
should also be assessed from the state aid perspective, or in view
of the so-called substitution efect, where subsidies, tax loans and
similar aid measures reduced the need for private borrowing.

The banking sector remained stable. Bank liquidity exceeded the
minimum requirements nearly eightfold at the turn of the year,
which implied that banks were well prepared for lending. The
deposit portfolio shot to record highs in 2020 as household deposits
increased by 20% and corporate deposits — by more than a third.

Although the pandemic and the ensuing restrictions on activities
brought fnancial challenges, they also sped up progress in the feld
of payments. A representative survey commissioned by the Bank
of Lithuania revealed that one in four Lithuanian residents made
non-cash payments more often during the lockdown, which led to
a signifcant increase in the use of payment cards as well as mobile
phones and other devices for payments.

The Bank of Lithuania is constantly on the lookout for new ways to
strengthen competition in the fnancial market. One of them is the
promotion of innovative fnancial technologies.

For several years now, Lithuania has been the leader in mainland
Europe by the number of licensed electronic money institutions.
The scale of their operations is also refected in the performance
results of the CENTROIink system, which is dominated by electronic
money and payment institutions. In particular, the volume of
payments executed through the system soared to more than
95 million in 2020, from 45 million in 2019, while the overall value of
payments increased nearly twofold, to almost €170 billion.

Consistent eforts to foster innovation in the fnancial sector have led
to tangible results — fntech companies have enlivened the market
and forced the incumbents to respond to changes by rolling out
more attractive products and services to customers, while the Bank
of Lithuania has won prestigious awards for promoting innovation.
Meanwhile, the number of specialised banks operating in the
country has already risen to fve.

In a pleasing development, in 2020 the Bank of Lithuania made
history as the frst central bank to issue a digital collector coin.
By releasing LBCOIN, which commemorates Lithuania's Act of
Independence of 1918 and its signatories, the Bank of Lithuania
also contributed to promoting the achievements of the Lithuanian
fnancial system across the globe.

The work carried out by the Bank of Lithuania in 2020 is described
in greater detail in this publication.

Vitas Vasiliauskas
Chairman of the Board of the Bank of Lithuania



STRATEGIC DIRECTIONS

1. To become a centre of excellence In
economics and fnance

With the aim of becoming the national centre of excellence

o, Population surveys show that the Bank of in economics and finance, the Bank of Lithuania has

% Lithuania is the most competent institution been strengthening its research activities and actively

in the feld of economics and fnance. communicating with the general public and market

participants. In pursuit of its strategic goals, in 2020 the Bank of

Lithuania extended the range of its analysis and research directions

as well as developed new tools for assessing and analysing the

The Bank of Lithuania took an active economic policy response to domestic economic problems. To

role in providing assistance in terms of present the results of research carried out at the Bank of Lithuania,

economic decision-making, put forward its staf members made more than 80 presentations on issues

recommendations on the national related to economics and fnancial stability, focusing primarily

. . . on the COVID-19 pandemic and its impact on the Lithuanian and

minimum wage, issued conclusions global economy. They also participated in various conferences,

on the government budget, developed such as “Lithuanian Davos 2020", “X individualiy investuotojy’,

and implemented support measures for and The 1Q Forum, as well as regional events and met with the

businesses affected by the pandemic, and representatives of local businesses and institutions. The Bank of

evaluated the effectiveness of subsidies Lithuania also published 14 working papers, 5 discussion papers

issued during the pandemic period. gnq 4 occgsmnal paperg, sgme of which were also publlshed

in international academic journals, namely Economic Policy,

International Journal of Finance and Economics, and The British

Journal of Industrial Relations. The Bank of Lithuania organised

_____ The Bank of Lithuania organised 6 conferences on topics in economics and fnance, including

6 conferences on relevant economic and the Bank of Lithuania Economics Conference, the Real Estate

AR fnancial issues. Conference, and the Annual Lithuanian Conference on Economic
Research.

The Bank of Lithuania has been actively cooperating with
national and foreign authorities on relevant issues related to

The Bank of Lithuania launched “The pulse
economicand financial policy. Taking into accountthe challenges

of economics and fnance”, presenting key

- - o faced by the country’'s economy, in 2020 the Bank of Lithuania

l:g!] economic and fnancial system indicators, played an active role in the development and implementation of
and released a podcast on different business support measures, provided recommendations on the
economic topics. national minimum wage, issued conclusions on the government

budget and evaluated the efectiveness of subsidies issued during
the COVID-19 pandemic.

The Bank of Lithuania maintained active The Bank of Lithuania remains visible in foreign and national
communication and cooperation with media and publications. In 2020, Bank of Lithuania economists

. " . published 29 expert commentaries. The Bank of Lithuania also

U different authorities and the general public . ) ) ,
. set up a virtual hub dubbed “The pulse of economics and fnance

77 (more than 80 presentations, 23 research to enhance the accessibility of its analytical work on the fnancial
papers, 29 expert commentaries). system and in the feld of economics as well as launched a podcast,

which features expert discussions on a variety of economic issues.
Media coverage on the Bank of Lithuania mainly focused on

0 o Sharing best practices, the Bank of Lithuania supervision (39%) and economic reviews and forecasts (35%).

Wﬂ extended its involvement in international The Bank of Lithuania extended its involvement in international
@ programmes. cooperationinitiatives. As a participantin the EU Twinning project,
the Bank of Lithuania has been cooperating with other foreign
authorities to share best practices and expertise with the National
Bank of Ukraine and the central banks in the Western Balkans.
Main goals

Cooperation with
national authorities on issues
related to economic
and financial policy

Strengthening of research
activities

Active engagement
in the mass media

Active communication with
the general public and
market participants

Centre of excellence


https://www.lb.lt/lt/ekonomikos-ir-finansu-pulsas
https://www.lb.lt/lt/ekonomikos-ir-finansu-pulsas
https://www.lb.lt/lt/ekonomikos-ir-finansu-pulsas

STRATEGIC DIRECTIONS

2. To become a fnancial sector
partner, promoting innovation and

sustainable growth

The Bank of Lithuania concentrated
measures to ensure the sustainable
development of digital technologies and
innovation and their employment for
supervisory processes.

The Newcomer Programme has been
further implemented.

ad

The Bank of Lithuania issued 35 fntech
authorisations.
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A fnancial innovation was tested in the Bank
of Lithuania’s regulatory sandbox.
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A minimum viable product was created
within the scope of the LBChain project to
help start-ups bring their ideas to life in a
faster and more cost-effcient way.

4

The Bank of Lithuania created a RegTech
solution prototype.
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As a financial conduct authority, the Bank of Lithuania
takes active measures to ensure that the road towards
innovation and higher market competition remains open. In
light of the rapid digitalisation of the fnancial sector, the Bank
of Lithuania continued implementing innovations in its day-to-
day activities, taking a leadership position in this feld. It also

NEWCOMER
PROGRAMME

™

One-stop shop
for new market
participants

paid particular attention to adapting its supervisory practices to
the changing market needs. At the end of 2020, the Financial
Market Supervision Service established the Digitalisation and
Advanced Analysis Division whose goal is to ensure sustainable
development and introduction of digital technologies and
innovations in supervisory processes.

The Newcomer Programme is a one-stop shop for information
on authorisation and regulatory procedures as well as for
consultations with potential market participants on business
opportunities in Lithuania. In 2020, the Newcomer Programme
was used by 108 potential market participants from more than
30 foreign countries. The majority of them were interested in
acquiring an electronic money or payment institution licence
(79% of all those interested). In 2020, the Bank of Lithuania
issued 35 fntech authorisations.

The regulatory sandbox of the Bank of Lithuania was created
to pave the way for faster and easier access to new fnancial
solutions.

In 2020, the regulatory sandbox had its frst graduate upon the
end of the testing period of a P2P insurance platform, which
allows its members to form groups of peers in order to protect
themselves against losses!

A minimum viable product (MVP) for a unique sandbox was
developed within the framework of the LBChain project,
which is the world's first-of-its kind platform developed by
a financial market regulator that combines regulatory and
technological infrastructures. The MVP is aimed at helping
start-ups to bring their ideas to life in a faster and more cost-
efcient way. Five start-ups tested LBChain while developing
their products. The companies participating in the testing
process were of diferent maturity levels and developed
diferent products. Traditionally, after the third phase of the
project, the Bank of Lithuania organised an event where start-
ups presented their products,? while the LBChain suppliers
introduced the fnal version of LBChain created through a pre-
commercial procurement. The third stage is the last stage of
the pre-commercial procurement. It was followed by the formal
closure of the project and preparatory works for the provision of
the LBChain service.

REGTECH

LBCHAIN SUPTECH

Reduction of
the administrative
burden

Acceleration of
blockchain
technology

! Group members pool funds to compensate for their losses. They make their own decisions on loss compensation. If funds are still available after
the compensation of all losses, the unused funds are returned to group members.

2 BearingPoint sought insights from the Bank of Lithuania regarding their solution for regulatory reporting of transactions using distributed ledger
technology (DLT). Earthbanc, a start-up creating a product in the feld of sustainability and green fnances, aimed at receiving consultations from
the Bank of Lithuania regarding the compliance of their service with legal requirements. Two start-ups participating in the early stages, i.e. Probe
Exchange and Deriveum, sought consultations from the Bank of Lithuania on the product's technological architecture. Ledgity, a start-up providing
digital private banking services, focused on the implementation of the payment process using DLT. Specialists from the Bank of Lithuania provided
consultations on whether their product meets legal requirements.



Regulatory technologies (RegTech). The companies that won
the challenge announced by GovTech Lab in 2019 introduced
a RegTech solution prototype, which was tested by a number
of market participants. MVP testing was completed in 2020;
thereafter the prototype was introduced to the market, kick-
starting market consultations. The feedback received showed
mixed results. It was concluded that the potential pace of
integrating the proposed RegTech solution difered across the
board. Therefore, itis vital that variationsin the pace of integration
would be taken into account when assessing the broader
implementation of this RegTech solution. In 2020, the solution
was introduced at the Digital Finance Outreach 2020, an event
organised by the European Commission to shape the digital
fnance package with the fnancial market. Overall, the RegTech
solution presented by the Bank of Lithuania fell in line with the
goals of the European Commission’s digital fnance package
and can make a signifcant contribution in the development
of a uniform data strategy. The Bank of Lithuania's RegTech
solution was presented in connection with the Digitalization
Blueprint initiative of the ECB’s Single Supervisory Mechanism.
It underpins the emergence of a cluster of reporting solutions,
where the Bank of Lithuania’s RegTech prototype has the
potential of growing into a more global solution. The RegTech
solution is closely linked to the Data Management Maturity
Programme of the Bank of Lithuania (DAMAMA), which is why
further works relating to its development are coordinated within
the scope of the said programme.

STRATEGIC DIRECTIONS

Strengthening partnership with current financial market
participants. Aiming to maintain regulatory hygiene, the Bank
of Lithuania has been gradually abandoning excessive and
outdated solutions. In collaboration with market participants, the
Bank of Lithuania identifed legislative acts to be amended and
is dedicated to implementing the necessary changes. Seeking
to ensure that its actions are predictable and communicated in
advance, the Bank of Lithuania has made its plans for inspections
and regulatory amendments publicly available as well as been
organising periodic meetings with market participants. It also
took up new ways of fulflling its supervisory mandate (e.g.
on-site visits) and has been actively organising remote training
and seminars on topics of particular importance to market
participants.

In light of the extraordinary situation brought by the COVID-19
pandemic, the Bank of Lithuania established both public and
individual communication with the supervised fnancial market
participants to ensure timely exchange of relevant information
and promptly address corresponding issues. In this context, the
Bank of Lithuania took measures to reduce the administrative
burden for fnancial market participants and ensure fexibility.
For instance, inspections and investigations were postponed,
deadlines for rectifying defciencies were extended, new
reporting deadlines were set where deemed necessary,
and customer authentication procedures were temporarily
simplifed.



STRATEGIC DIRECTIONS

3. To create a competitive and advanced
payments market in Lithuania

Lithuania’'s payments market ensured
smooth payments amid the lockdown
environment.

%)
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Instant payments can be sent from nearly
90% of payment accounts.

The Bank of Lithuania identifed aspects
of public sector payments that need to be
improved.

Amid lockdown restrictions, payment service
providers were ready to offer more opportunities
for contactless payments and ensure robust
e-commerce payments. In 2020, the possibility to have
a payment account and use it remotely was as relevant
as ever. In addition to the remote handling of financial
matters or shopping online, it also enables to order
and receive services rendered by the public sector, for
instance, through the E-Government Gateway. During the
lockdown, payment service providers continued opening
payment accounts and providing means for accessing
online banking services (e.g. Smart-ID). In view of
changes in the environment, banks, in coordination with
the Bank of Lithuania, increased the limit of contactless
card payment transaction without PIN to €50, from €25,
as they sought to make better use of the possibilities
opened up by contactless payments. Estimates show
that the volume of e-commerce payments surged in
2020 compared to the year before. The number of
remote card payments increased by 25%, while the
number of payments by transfer (using the Banklink
service, payment initiation service), rose by 18%. These
have been the most popular methods of payment for
goods and services purchased online. At the same time,
the value of cash withdrawn from ATMs decreased by
14%, while the amount of cash deposited at ATMs fell by
30% compared to 2019.

Instant payments have become increasingly more
accessible, in particular with the rollout of associated
services designed to facilitate their usability. Instant
payments can be sent from nearly 90% of payment
accounts held by residents, corporates and institutions
with the Lithuanian payment service providers. SEPA
instant payments in Lithuania were offered by 15 banks
and electronic money institutions at the end of 2020. In
most cases, they are offered under the same conditions as
regular SEPA credittransfers. To facilitate paymentinitiation,
two banks rolled out a pay-to-a-phone number service for
private individuals who only need to have the recipient's
phone number in the contact list of their smartphone to
transfer them money. To provide this service, banks use the
Bank of Lithuania's proxy lookup service, which enables to
determine the recipient’s account number according to a
mobile phone number or an email address known by the
payment initiator.

The public sector initiates and receives a significant
number of payments, hence public authorities need to
pay particular attention to make payments for public
services as well as paying taxes and fees convenient
for households and businesses. The Bank of Lithuania
analysed the processes of payments in the public sector
and identified several aspects that need improvements. In
most cases, public authorities collecting payments from
a large number of persons operate e-service portals that
allow, among other things, making payments. They apply
solutions similar to e-commerce payments. However, some
payers, depending on the bank used, are forced to use
the services of and pay extra charges to an intermediary
selected for the collection of payments by a respective
public authority through a tendering procedure. Similarly
to the practice prevailing in the private sector, these costs
should be borne by the payee, i.e. by public authorities.
When collecting payments, authorities should focus on
making the payment procedure customer-friendly and
make sure that all payers are subject to equal conditions
and therefore should apply identical pricing and consider
ways to make use of other payment methods applied in
e-commerce, such as card payments or the payment
initiation service. Providing a possibility to make payments
using a payment card would also enable the customers of
payment service providers located in other countries to
pay for services provided by Lithuanian institutions.

Number of e-commerce payments by Lithuanian residents in 2017-2020

2020
2019
2018

2017

5,000

. Total

20,000

Card payments

Thousands

35,000 50,000

‘ Transfers (Banklink, payment initiation service)
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STRATEGIC DIRECTIONS

4. To enhance application of fnancial
asset investment strategies

Ll

Currency diversifcation and equity
investments were increased.

The Bank of Lithuania started applying
quantitative investment strategies.

1] |

An external management mandate for

mortgage-backed securities was created.

B

The Bank of Lithuania began developing
investment-supporting information
systems.

The Bank of Lithuania follows the risk parity approach for
strategic asset allocation. Having conducted a thorough
analysis, in early 2020 it took a decision to increase risk
diversifcation by including Canadian dollars and British
pound sterling in its strategic investment structure and
increasing the share of equity investments.

In 2020, the Bank of Lithuania started using quantitative
investment strategies. Having automated market monitoring
and trading, the Bank of Lithuania entrusted carefully selected
algorithms with part of its investment decision-making.

In terms of the management of the Bank of Lithuania's
fnancial assets, it is important to make qualitative and timely
adjustments in investment activities so as to adapt to the ever-
changing investment environment and increase diversifcation
by investing in new markets. In order to ensure flexibility
in investment activities, the Bank of Lithuania started
developing investment-supporting information systems.

Composition of the strategic benchmark portfolio
as at 31 December 2020

Equity

Corporate debt securities in euro
Corporate debt securities in US dollars
US agency mortgage-backed securities
Inflation-linked securities

Chinese government debt securities
UK government debt securities

Canadian government debt securities

US government debt securities



STRATEGIC DIRECTIONS

5. To be one of the top three most efcient
central banks in the Nordic-Baltic region

The Bank of Lithuania continued

the implementation of its infrastructural
project aimed at concentrating all activities
in one location. It has been coordinating
the technical design project for the new
building and planning for the demolition of
the old one.

The Bank of Lithuania strengthened
the management of operational risks and
business continuity.

The project for updating the credit register
was completed.

The Bank of Lithuania strives to be a modern and efficient
organisation and to organise and manage its activities based
on the best management practices. Aiming to optimise
internal and operational costs, the Bank of Lithuania has been
carrying out an infrastructural project aimed at concentrating all
of the central bank’s activities in one location (Zirmany g. 151,
Vilnius). Notwithstanding the pandemic conditions, the technical
project of the new building is being prepared and the demolition
works of the old one are being planned. In the midst of the
pandemic, quite a number of processes and procedures moved
online. While expanding the possibilities of using an e-signature
for the administration of staf-related information, the Bank of
Lithuania allowed signing all staf-related orders and amended
employment contracts with a qualifed e-signature. The Bank of
Lithuania approved the description of the process of executing
procurements at the Bank of Lithuania in order to reduce third-
party risk and enhance the quality of contracted services,
establish a process allowing to accumulate information on
suppliers, and collect information from contractors on contract
performance and the services provided.

Keeping up to date with the latest technology trends, the
Bank of Lithuania continued reviewing its IT infrastructure,
looking for standard market solutions and implementing them
in practice. In 2020, the project for renewing the credit register
was completed and the register was upgraded, allowing to
manage loan data and related information in real time. Moreover,
the Bank of Lithuania held a public consultation with fnancial
market participants in order to modernise its reporting data
collection systems. The results of the consultation will serve as

Google
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the basis for upgrading respective information systems. Modern
information systems will allow for more fexibility, acceleration
of operating procedures, and more efcient service provision.

While managing its internal activities, the Bank of Lithuania
has been strengthening its competence in process
management. In 2020, the central bank continued to enhance
and expand the use of LEAN system tools in order to objectively
evaluate performance indicators, assess and efectively
address emerging issues, as well as plan and manage
business processes in a more efcient manner. The Bank of
Lithuania has been also reviewing and constantly improving
its project management processes. Under the conditions of
the pandemic, the Bank of Lithuania reviewed its activities and
has been successfully managing the crisis by using operational
risk management controls and testing its business continuity
processes in a real environment.



Real economy

Lithuania's economy contracted by 0.8%
in 2020.

s

Government support schemes had a
profound positive effect on economic
developments in Lithuania.

Strong corporate performance was
underpinned by successful expansion
in foreign markets, optimised stocks of
inventories and cuts in investment.

@

A Even though household disposable
|:| income increased at a rather robust pace,
U consumption was subdued.

Lithuania’s GDP shrank by 0.8% on a year-on-year basis,
which was one of the best indicators in the EU. Deeper
economic downturn was contained by general government
support schemes intended to stimulate economic recovery,
a relatively small frst wave of the COVID-19 pandemic,
successful performance of the country’s exporters and small
dependence of the economy on the most restricted and
afected activities, such as accommodation and catering,
arts, entertainment and recreation.

The operating surplus and mixed income showed a rather
modest decline in the period under review, whereas
household disposable income followed an upward path,
which was mainly due to the economic recovery and stimulus
measures taken by the general government. For instance, the
total amount of subsidies paid out by the general government

Contributions to nominal GDP (income approach)
(not adjusted for seasonal and workday efects)
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in the frst three quarters of 2020 increased by €660 million
year on year, and the amount of social transfers surged by
€1,179 million. Moreover, the private sector beneftted from a
nearly one-third increase in general government investment
and a 7.1% rise in general government consumption. Soaring
general government expenditure exceeded general
government revenue by more than €2 billion in the frst three
quarters of 2020, which contributed to an increase in general
government debt to 45.9% of GDP (from 35.9% in the fourth
quarter of 2019).

Robust corporate performance was well underpinned by
successful expansion in foreign markets, optimised stock
of inventories and cuts in investment. In 2020, Lithuanian
exporters managed to grow their export market shares in
key export partners twice as fast as was observed in 2009-
2019. This was mainly due to Lithuania’'s specialisation in the
production of goods and the provision of services that were
less afected by the COVID-19 pandemic or even saw their
demand increase during the pandemic period. A signifcant
part of goods and services sold came from existing
inventories, which led to an improvement in corporate
performance in the short term. A similar efect on corporate
performance was produced by lower investment, which, as
estimated by the Bank of Lithuania, had decreased for the
frst time over the last decade.

Even though household disposable income increased at
quite arapid pace, consumption was subdued. The Bank of
Lithuania estimates showed that real disposable household
income continued toincrease atarapid pace in 2020, whereas
consumption shrank by 1.5%. These trends were driven by
both lower household propensity to consume due to higher
precautionary saving, as well as the constraints on the supply
of certain goods and services. For instance, during the period
under review there was a rather long period when it was
difcult to travel abroad for vacation, various entertainment,
sports and recreational activities were restricted and the
prevalence of work from home led to a decline in demand
for clothing and footwear. All this taken together forced the
country’s households to adjust their consumption basket.
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Price dynamics

Average annual infation in Lithuania
reached 1.1% in 2020 and was half
the 2019 rate.

i

The drop in infation mainly refected

a rapid fall in fuel prices. Prices for fuels and
lubricants decreased by 9.1% on average
year on year.

X

Average annual infation was largely
infuenced by prices of services.

Prices of services also showed a slower
pace of increase compared to 2019 and
the average annual services infation rate
was 3.8%.

Administered prices had a dampening effect
on infation and fell by approximately 2%.

Consumer price inflation in Lithuania reached 1.1% in 2020
and was half the rate recorded in 2019. Nonetheless, the
annual infation rate was still as high as 3% in January. Major
changes in price dynamics were triggered by the outbreak of
the COVID-19 pandemic. A fall in oil prices, subdued demand
for goods and services, and constrained supply of certain
services due to the lockdown and other safety requirements
had a profound efect on the evolution of prices.

Falling oil prices emerged as the key downward driver of
inflation in the period under review. The downward trend in oil
prices was associated with a decline in global economic activity
due to the outbreak of the pandemic, a deterioration in future
expectations as well as insufcient compliance with OPEC+
production cuts during a certain period of time. Following a rise
in surplus oil stocks, oil prices nearly halved in March compared
to February. Even though global oil production was cut by nearly
10 million barrels a day from May, which helped draw down
some of the excess oil inventories, oil prices remained low. It
was not until December that the price of crude climbed above
the $50-per-barrel mark on the back of the start of vaccination
campaigns across the globe and improvements in expectations
about the recovery of fuel demand and the reduction of oil
production volumes. The slump in crude oil prices in 2020 led
to a signifcant fall in prices for oil-intensive products. As aresult,
prices for fuels and lubricants decreased by 9.1% on average
compared to 2019.
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Service price inflation, which is driven by processes related
to domestic economic developments, moderated to 3.8%.
Even though the Lithuanian labour market stood up rather
robustly to the impact of the pandemic shockin the period under
review and wages maintained a growth pace similar to that of
2019, demand- and supply-side factors modifed the dynamics
of service prices. The deceleration in service price infation
was largely due to falls or slowdowns in the prices of services
provided by sectors deeply afected by the pandemic. The year
2020 saw a slump in prices for tourism (3%), accommodation
(48%) and fight (4.1%) services, which were pulled down by
weaker demand. The growth of prices for catering services
slowed down to 5.7% on average (from 6.4% in 2019). Meanwhile,
the introduction of the lockdown and restrictions on the supply
of medical and dental services, coupled with tightened safety
requirements, put an upward pressure on the prices of these
services, which increased by 9.4% and 10.6%, respectively.

Food inflation, including alcoholic beverages and tobacco,
decelerated in the period under review. This was mostly due
to a fall in prices for vegetables, which decreased by an annual
3.8% on average in 2020 as a result of bumper harvest.

HICP infation and contributions
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Labour market

The pandemic led to a signifcant decline

in the number of workers, but economic
stimulus measures helped stave off an even
bigger decrease.

&

The second wave of the pandemic had a
much smaller effect on jobs.

The restrictions introduced in November
and December did not accelerate job losses.

The unemployment rate increased
substantially in spring before stabilising and
then showing a slightly declining trend in
the second half of 2020.

In 2020, the pandemic led to the largest
positive migration balance in 20 years.
Residents avoided or postponed making
important decisions on migration due to,
inter alia, increased uncertainty.

Lithuania broadly escaped a slowdown in
wage growth despite the pandemic. Wages
grew at a very rapid pace in the public
sector and somewhat slower in the private
sector.

2

The pandemic triggered a significant decline in the number
of workers but economic stimulus measures helped stave
off an even bigger decrease. In 2020, the number of people
in employment shrank by 1.2% compared to 2019. During the
frst wave, i.e. in March to June, this number decreased at an
especially rapid pace. Later, however, the situation showed
signs of improvement before starting to stabilise from early
September. New measures taken to combat the pandemic
and even the severe restrictions imposed on many economic
activities in mid-December did not accelerate the annual
pace of job losses. Several economic activities, for instance,
accommodation, catering, entertainment and recreation, did
see a year-on-year pick-up in job losses, which was due to
extremely stringent restrictions put in place in those segments.
Nonetheless, the second wave of the pandemic had a substantial
efect on arather minor part of the economy, as opposed to the
frst wave, which led to signifcant job losses nearly across the
board.

The unemployment rate increased substantially. According
to the data from Statistics Lithuania, the unemployment rate
rose by 2.2 percentage points in 2020, from 2019, to 85%. The
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Sources: Sodra and Bank of Lithuania calculations.

registered unemployment rate, however, showed a diferent
trend. This rate increased by a much larger margin — as much
as 4.2 percentage points — and reached 15.6% in 2020. Still,
this indicator appeared to be a very inaccurate refection of
the actual situation in the labour market, given that its increase
was mostly driven by the payment of jobseekers’ allowances,
legitimisation of the granting of the unemployment status
for full-time students, a positive migration balance and
other factors, rather than rising unemployment. The rise in
unemployment was mainly fuelled by layofs in trade, transport,
accommodation and catering activities. Youth unemployment
showed the steepest increase during the pandemic.

The pandemic led to the largest positive migration balance
in 20 years. In 2019, Lithuania recorded the frst positive
migration balance from the outset of data collection, which
increased twofold, to 20,000 people, in 2020 as a result of,
among other things, the pandemic and the ensuing restrictions,
which had the biggest impact on the migration of Lithuanians.
Emigration fell steeply between March and June, mainly due
to the suspension of international fights. The subsequent
lifting of many travel restrictions only led to a partial recovery
of emigration, which was substantially smaller than in 2019
as a result of uncertainty over the outlook of Lithuanian and
foreign economies that prevailed all throughout the year. With
this situation in the background, the general public avoided or
postponed making important migration decisions.

Lithuania broadly escaped a slowdown in wage growth
despite the pandemic. In 2020, wages increased by 9.6%
and maintained a growth pace similar to that observed in
the previous three years. During the spring lockdown, wages
followed a path of slower growth, most likely due to the payment
of wage subsidies equal to the minimum wage. However,
starting from July, wages reverted back to the trajectory of
rapid growth, which was driven quite substantially by the public
sector. Wages in the public sector increased by 11.8% in 2020,
inter alia, thanks to the bonuses paid to healthcare workers for
their work related to the pandemic. In the private sector, wages
also grew at a rapid pace (8.5%). Apart from the accommodation
and catering sectors, where wages were greatly afected by the
pandemic, other activities saw a minor deceleration in wage
growth or no deceleration at all.
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Monetary policy of the Eurosystem

Decisions
In 2020 and early 2021, the Eurosystem
i maintained a highly accommodative
o monetary policy stance. In order to

@‘@ contain the fallout from the COVID-19
pandemic on the economy and the path of
infation, the Governing Council of the ECB:

» conducted net asset purchases under the PEPP;

» applied more favourable borrowing terms to
TLTRO operations;

» started the monetary policy strategy review.

In view of the threat posed to the outlook for the euro area
economy and inflation by the coronavirus outbreak, the
Eurosystem in 2020 launched new asset purchases under a
pandemic emergency purchase programme (PEPP). In March
2020, the Governing Council of the ECB decided to launch net
asset purchases under the PEPP with an overall envelope of
€750 billion. However, as the macroeconomic projections for
the euro area got worse, the envelope was increased twice: by
€600 billion in June and another €500 billion in December (to
the overall amount of €1,850 billion). Purchases under the PEPP
will continue until at least the end of March 2022 and will be
conducted in a fexible manner over time, across asset classes
and amongjurisdictions. Moreover, netasset purchases under the
additional €120 billion temporary envelope were continued until
the end of 2020. Taken together, all these purchases contributed
to easing the overall monetary policy stance, thereby helping
to ofset the downward impact of the pandemic on economic
growth and the projected path of infation.

In addition, the Governing Council of the ECB eased
the conditions on the targeted longer-term refinancing
operations (TLTROs). In April, the interest rate on these
operations was reduced to -05% in a bid to support bank
lending to frms most afected by the coronavirus pandemic.
The conditions for banks maintaining their levels of credit
provision were eased even further and the rate applied could
be as low as -1%. TLTROs with exceptionally low interest rates
will be available for banks until December 2021. In April 2020,
the Governing Council also decided to conduct non-targeted
pandemic emergency longer-term refnancing operations
(PELTROs) at the interest rate of -0.25%.

The Governing Council of the ECB also launched the
monetary policy strategy review. The monetary policy
strategy of the Eurosystem was adopted in 1998 and some of
its elements were clarifed in 2003. Since then, however, the
global economy and, simultaneously, the euro area economy
have been undergoing profound structural changes. Slowing
productivity, declining potential growth and an ageing
population have driven interest rates down, reducing the scope
for the ECB to stimulate the economy, where appropriate.
In light of these challenges, the review of the Eurosystem's
monetary policy strategy was launched in January 2020. The
whole review process, however, was suspended due to the
crisis triggered by the COVID-19 pandemic and only resumed
in September 2020. The review is expected to be concluded in
the second half of 2021.

Actual euro area macroeconomic indicators and

their December 2020 projections
(annual percentage change)

Real GDP 39 4.2 21
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Unemployment rate 93 82 75
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Source: December 2020 ECB staff macroeconomic projections for the euro area.
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Monetary policy of the Eurosystem

Instruments In 2020, the Eurosystem carried out 246 open market
operations via tenders. At the end of 2020, the outstanding
amount of funds borrowed by counterparties under main

The main monetary policy instruments

refnancing operations (MROs) was €0.5 billion, and through
of the Eurosystem include open market long-term refnancing operations (LTROs), including TLTROs
operations, standing facilities and and PELTROs — €1,793 billion. Compared to 2019, lending via
minimum reserves. LTROs increased by €1,176 billion due to active participation

of counterparties in TLTRO Il operations and PELTROs. The
Bank of Lithuania counterparties increased borrowing under
these operations as well, and the respective balance amounted
to €0.2 billion at the end of 2020. The Bank of Lithuania
counterparties also took recourse to MROs on several occasions

The PEPP and PELTROs specifcally

designed to address the fallout from the during the period under review and borrowed €3 million on
pandemic were added to the toolbox of average. However, the balance pertaining to these operations
monetary policy operations. was zero at the end of the year.

The monetary policy securities portfolio of the Eurosystem
soared by €1,066 billion (to €3,705 billion) in 2020. Purchases
under the PEPP accounted for the bulk of the increase
; ; 756 billion). Purchases of securities under the asset purchase

In 2020, the Bank of Lithuania, together (€
9 programme, which includes the CBPP3, the ABSPP, the CSPP

*h with the Eurosystem, purchased

* ; o ) ) and the PSPP, amounted to €310 billion. The monetary policy
o r approximately €3 billion of Lithuanian securities portfolio of the Bank of Lithuania increased by
*%* government securities in domestic and €2.3 billion, which was also mostly due to purchases under

foreign markets, in net terms. the PEPP, and reached €128 billion, including €5 billion

in government securities of the Republic of Lithuania and
€79 billion in bonds issued by European institutions.

Liquidity-providing and liquidity-absorbing monetary policy operations of the Eurosystem
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Minimum reserves, current account holdings, recourse to deposit and marginal lending facilities

Year-end volume, | Annual
EUR change, %

Indicator Region Annual average, EUR | Highest value, EUR | Lowest value, EUR

Eurosystem 145.5 billion 8.2 140.0 billion 145.5 billion 134.5 billion
Minimum reserves

Lithuania 294.5 million 240 260.4 million 294.5 million 2374 million
Current account Eurosystem 2,805.5 billion 825 2,288.3 billion 3,242.2 billion 1,5637.7 billion
holdings Lithuania 12,1563 million 685 9,113.7 million 12,5193 million 6,760.2 million

Eurosystem 683.9 billion 148.0 372.1 billion 683.9 billion 84.5 billion

Recourse to deposit
facility Lithuania 0.0 million 00 0.0 million 0.0 million 0.0 million

Recourse to marginal Eurosystem 0.2 billion 86 0.0 billion 04 billion 0.0 billion

lending facility Lithuania 0.0 million 00 0.0 million 0.0 million 0.0 million

Source: Bank of Lithuania calculations.
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Monetary policy of the Eurosystem

Impact

The enhanced degree of the Eurosystem’s
monetary policy accommodation helped
mitigate the fallout from the COVID-19
pandemic on the economy of both Lithuania
and the entire euro area in 2020 and early
2021

» Bank funding costs decreased slightly.

» The borrowing cost in fnancial markets for
governments declined.

» The bank lending cost to the real economy
remained low.

In 2020, short-term interbank lending rates remained at a
record low, even during the pandemic. Interbank interest rates
decreased steadily thanks to the accommodative monetary
policy measures and came even closer to the deposit facility
interest rate of the ECB (-0.5%).

Starting from the second quarter of 2020, the cost of
borrowing in financial markets for governments followed a
downward path in most euro area countries. In March 2020,
increased market uncertainty due to the coronavirus pandemic
and expectations of an increase in bond supply swung the yields
of government bonds to an upward trajectory in many euro area
countries. However, the additional monetary policy package
adopted by the ECB reversed this upside trend in bond yields
in most euro area countries starting from the second quarter
of 2020. The ten-year Lithuanian government bond yields also
increased in March 2020 but later steadily declined due to the
abovementioned monetary policy measures and stood nearly
0.4 percentage point below its early 2020 level at the end of
the year.

Accommodativemonetarypolicymeasuresofthe Eurosystem
contributed to interest rates on loans remaining low in the
euro area and Lithuania. Interest rates on new housing loans
and loans to non-fnancial corporations in the euro area went
on a steady decline in mid-2014 before stabilising during the
coronavirus pandemic at some of the lowest levels in history.
In Lithuania, the average interest rate on loans to non-fnancial
corporations and new housing loans varied slightly in 2020 and
its year-end level broadly matched the level observed in early
2020. However, average interest rates in Lithuania continue to
exceed those in the euro area due to, among other things, the
high level of concentration in the banking sector and potentially
higher risks related to new loans. Nonetheless, interest rates
on loans in Lithuania would likely be even higher if not for the
accommodative monetary policy pursued by the Eurosystem.

Accommodative monetary policy measures implemented
in 2020 mitigated the fallout from the COVID-19 pandemic
on the Lithuanian and euro area economies. According to
the November 2020 ECB estimates, the new monetary policy

Average interest rates on new MFI housing loans
and loans to non-fnancial corporations
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Sources: ECB and Bank of Lithuania calculations.
Notes: 3-month moving average. Data includes renegotiations of existing loan contracts.

Projected impact of new accommodative
monetary policy measures of the Eurosystem on
real GDP growth and infation in the euro area and
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measures reduced the fall of euro area GDP by 0.4 percentage
point and added 0.18 percentage point to the level of prices
in 2020. According to the estimates of the Bank of Lithuania,
these measures mitigated the decline of Lithuania's GDP by
0.25 percentage point and added 0.1 percentage point to the
price level. In line with the ECB staf projections, in 2021, new
monetary policy measures will add 0.6 percentage point to the
euro area economic growth rate and 0.36 percentage point to
infation. The Bank of Lithuania, in turn, anticipates that these
rates will increase by 0.32 percentage point and 0.1 percentage
point, respectively, as a result of new monetary policy
measures. The efect of monetary policy measures on the euro
area is potentially bigger due to higher debt levels and more
developed fnancial markets.



Macroprudential policy

Analysis of systemic risks

Increased credit risk for frms and
households affected by operational
constraints.

Higher impairment risk with regard to
commercial real estate.

Risks concerning potential overheating of
the residential real estate sector, where
activity levels are at historic highs.

Financial stability could be undermined by an increase in
the credit risk of firms and households directly affected by
operational constraints due to the COVID-19 pandemic. Asthe
pandemic continues and resulting constraints remain binding,
some businesses are becoming increasingly vulnerable. For
example, fnancial indicators confrm that the services sector,
including catering and accommodation services, administrative
and support services, and entertainment services, is the most
reactive to the COVID-19 shock. The share of loans granted
to frms engaged in these activities accounts for nearly 9% of
the portfolio of all loans granted to companies by monetary
fnancial institutions (MFIs). Moreover, the credit risk of
companies afected by the pandemic, in particular those active
in the services sector, may increase even further should the
adverse epidemiological situation protract, economic recovery
be weaker than anticipated, and corporate payment chains start
breaking. Although business liquidity is currently supported by
state aid measures and the possibility to defer loan repayments,
it is likely that the number of corporate bankruptcies might
surge after these measures run out. In this case, the credit risk
of households previously or currently employed by companies
afected by operational constraints would increase even further
despite being already higher due to the COVID-19 pandemic,
resulting in a worsening fnancial situation of some residents
and their rising level of unemployment. According to the data
of Statistics Lithuania, unemployment stood at 9% (19.2% in
the 15-24 age group) at the end of 2020 and was among the
highest across the entire EU. These younger residents (under 29
years old) take 16.3% of the value of consumer and other (non-
housing) loans, therefore, the worsening fnancial situation of
these residents increase the risk of loss for the credit institutions
granting such loans. Moreover, although the moratorium
period for loans was extended, there is a risk that the share
of restructured household loans, which in the third quarter of
2020 accounted for 1.7% of the household loan portfolio, could
potentially become non-performing after payment deferrals
end, especially in the case of a protracted slowdown in economic
growth. However, the latest results of the stress testing regularly
performed by the Bank of Lithuania show that banks operating
in Lithuania have adequate bufers to absorb potential losses
and are able to withstand a signifcant economic downturn.
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The economic downturn caused by the pandemic has
negatively a ected a significant portion of businesses

Banks are exposed to
deteriorating asset
quality. Due to high

concentration,
the Lithuanian financial
system depends on
the situation of
individual banks

The service sector was
hit hardest by
the pandemic

and households

@
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Uncertainty about
the future prospects of

commercial real estate,

especially o ces and
commercial premises,
is growing

@
<HS>

The risk of a possible
correction in
the housing market,
which reached record
activity levels during
the pandemic, is
increasing

AN
=
Household credit risk
has increased,
especially for
households employed

in sectors most a ected
by the pandemic

Uncertainty surrounding future prospects of commercial
real estate, in particular office and commercial spaces, is
increasing, while the housing market remains active. After
signifcantly dropping during the frst lockdown, the price index
of real estate funds traded on Baltic real estate stock exchanges
has by now returned to the level observed at the beginning
of 2020, which shows that investors’ expectations have not
deteriorated. The vacancy rate of commercial premises has
markedly increased, while rent prices of commercial premises
in the main marketing streets of Vilnius plummeted in the frst
year of renting to 50% from the highs reached in 2019. Tensions
in the market of ofce spaces are also escalating: the supply of
new commercial spaces is actively increasing, yet their demand
is not picking up as rapidly due to the structural changes
steered by the COVID-19 pandemic, therefore, the vacancy rate
of ofce spaces might rise. This would increase the pressure
on rental prices and the value of commercial real estate, while
the potential impairment of commercial real estate would incur
risk and potential losses for funding providers. The market of
residential real estate rebounded from the frst lockdown and
remained active during the second, yet the house price growth
rate somewhat scaled down. Although growth of the housing
loan portfolio during the last three years was relatively robust,
housing afordability remains historically high. For quite some
time, wages have been increasing at a faster rate than house
prices, developments in the income-to-house price ratio have
been showing no signs of overheating, and the relatively low
debt level of the private sector and the sustainable fnancial
situation of real estate development companies have been
reducing the likelihood of this risk materialising.



The greatest risk to the banking sector stems from the
deteriorating quality of assets. Due to high concentration,
the Lithuanian financial system depends on the situation
of individual banks. As income from banking activities
declined and loan losses increased due to the pandemic,
bank profts sank, yet, overall, the proftability levels of banks
operating in Lithuania remain high and their performance
indicators are among the best in Europe. However, the share
of non-performing loans took an upward trend. This mostly
applies to the segments of non-fnancial corporations (up by
0.9 percentage point to 3.8% in the third quarter of 2020) and
consumer loans (up by 1.6 percentage points to 3.4% in the third
quarter of 2020). The share of non-performing loans is likely to
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continue to grow as the country’'s unemployment rate remains
high and some businesses will go bankrupt after the expiry of
state aid measures, thus adding to bank losses. With the quality
of assets deteriorating, banks would have less free capital for
fnancing the economy, which would in turn put an additional
burden on Lithuanian businesses and would hamper economic
recovery.Banks operating in Lithuania are also still dependenton
the decisions and situation of their parent banks in Sweden, for
example, in case of the correction of imbalances in Sweden. As
the Lithuanian banking sector is densely concentrated, even the
decision by a single banking group to reduce riskier exposures
by restricting lending to certain segments in Lithuania could
signifcantly aggravate funding possibilities for Lithuanian frms.
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Macroprudential policy

Credit and the real estate market

The signifcant slowdown in credit growth,
especially due to reduced lending to frms,
was offset by fscal stimulus measures.

IE

The housing loan portfolio continued to
rapidly increase as a result of active lending
for house purchase.

EL

House prices rose at a slower pace, showing
no signs of overvaluation.

%@

_Activity in the real estate market was still at
Hﬁ historical highs, although the contribution of
housing loans somewhat reduced.

In 2020, credit provision in Lithuania declined significantly
and the portfolio of MFI loans to the private non-financial
sector started to contract, mostly due to the declining portfolio
of loans to non-fnancial corporations, which decreased by an
annual 12.7% at the end of 2020. However, the decline in the

Housing loan and market developments
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fow of new loans to enterprises, which reduced even further as
a result of elevated risks during the COVID-19 crisis, was ofset
by fnancial aid measures: in March-December 2020, the overall
fow of MFI loans to enterprises was €245 million lower than a
year ago, while the value of used fnancial aid measures® stood
at €2.2 billion. The portfolio of household loans, on the other
hand, was steadily increasing, supported mostly by still active
mortgage lending, which saw a year-on-year increase of 9.4%
at the end of 2020. The portfolio of consumer loans and other
loans contracted in the respective period and was 5.8% smaller
at the end of the year.

The housing market remains active. In the fourth quarter of
2020, the number of housing units sold increased by 6.7% year
on year. At the end of the year, the primary housing market of
Vilnius was particularly active, as the number of apartments
reserved in the fourth quarter of 2020 surged by 40% over
the year. At the end of 2020, the annual growth rate of house
prices moderated to 4.1% and was 2.3 percentage points
lower than a year ago. Relative housing market indicators
showed no overvaluation in house prices. In the period under
review, the house price-to-income ratio declined, whereas
the ratio between house prices and wages remained basically
unchanged. At the end of 2020, an average housing unit cost
a net wage of roughly fve years, compared to three additional
months needed at the beginning of the year. The average annual
share of housing transactions with a mortgage, compared to all
housing transactions, somewhat decreased and amounted to
41.7% in 2020 (46.5% in 2019).
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. House price index (right-hand scale)

Notes: New housing loans since 2015 do not include renegotiations. The latest observations for the house price index are for Q3 2020.

3 The amount of measures implemented by INVEGA, subsidies to enterprises, tax credits, and arrears.
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Macroprudential policy

Macroprudential policy instruments Macroprudential policy measures efective in

Lithuania

— 1 The countercyclical capital buffer rate
Uullu] remains unchanged at 0%.

15% m 50%
With regard to the negative impact of the COVID-19

X . . . . ilj [
pandemic on Lithuania’s economy, the Bank of Lithuania left Borrower
protection E

The Bank of Lithuania plans to amend Down payment Interest rate
the Rules of the Capital Buffers Formation. requirement @ rise test

the countercyclical capital buffer (CCyB) rate unchanged at
0%. The CCyB rate was reduced to 0% on 1 April 2020. Prior

to then, banks operating in the country had been subject to a Maximum Maximum
1% CCyB rate (valid from 30 June 2019). The CCyB requirement monthly loan leEin MRl
is intended to ensure that the banking sector accumulates instalment y
suft_:lent caplta_l to_ be able t_o cove_r potential Iosse_s in case of 40% 30 years
cyclical systemic risk or during periods of economic downturn

or stress. The relaxed CCyB rate helps mitigate credit cyclicality

and increase the ability of credit institutions to maintain credit @

supply, thus diminishing the negative impact of the COVID-19

od

—

outbreak on the country’s economy.

Countercyclical
With the national transposition of the Capital Requirements capltal bu er

Directive (CRD), the Bank of Lithuania will have more

O T

flexibility inthe application of macroprudential requirements O-Slibu er
for specific lending segments, should these significantly [I I] 1_2%
contribute to systemic risk growth. CRD amendments will be — .
implemented once the Bank of Lithuania Rules for the Capital Bank (to be applied to
Bufers Formation are amended. The implementation of these resilience three banks as of
amendments will place the conditions for the application of a Capital 31/12/2021;
systemic risk bufer (one of the additional capital requirements) conservation currently stands
for lending to specifc segments. This will improve the ability bu er at 0.5-2%)

to react to structural and cyclical risks that arise in certain

segments. The dimensions, based on which the Bank of 2.5%
Lithuania will be able to establish subsectors subject to the
systemic risk bufer, are established under the guidelines
approved by the European Banking Authority* For example,
these segments may include loans secured by residential or  important institutions (O-Slis) will be increased from 2% to 3%.
commercial real estate in all parts or a specifc part of Lithuania  The O-SIl bufer and the systemic risk bufer will have to be used
that pose a systemic risk to the fnancial sector. Furthermore, to address diferent risks, while their aggregate amount will not
the maximum size of the capital bufer set for other systemically  be allowed to exceed 5% of risk-weighted assets.®

4 Final guidelines on the appropriate subsets of sectoral exposures to which competent or designated authorities may apply a systemic risk bufer in
accordance with Article 133(5)(f) of Directive 2013/36/EU (EBA/GL/2020/13).
5 A combined bufer requirement exceeding 5% is subject to the approval by the European Commission.
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Management of fnancial assets

Investment policy

In managing fnancial assets, the Bank of
Lithuania seeks to ensure the stability of
the fnancial system, create conditions for
smooth monetary policy implementation,
ensure fnancial independence and provide
a buffer against economic shocks.

2

Investment composition

The main bulk of the Bank of Lithuania’s
fnancial assets is invested in money market
instruments and US government debt
securities. The Bank of Lithuania holds

5.8 tones of gold.

In 2020, the main bulk of the Bank of Lithuania’s investments
was in euro and other currencies (US dollar, Japanese yen,
British pound sterling, Czech koruna, Chinese renminbi,
Swiss franc, Canadian dollar) with hedged currency risk.
Aiming at higher investment diversifcation, the currency risk of
some investments (48% on average in 2020) was not hedged.
The majority of investments with unhedged currency risk were
in US dollars (33%), Canadian dollars (3.9%) and British pound
sterling (3.9%).

Security of financial assets is ensured through diversifying
investments, concluding transactionswithinvestment-grade
rating financial institutions that are of good repute, and
investing only in debt securities with an investment grade
rating. The investment grade rating assigned to fnancial
institutions and issuers of debt securities by international rating
agencies indicates low probability of default on their liabilities.
At the end of 2020, 55% of investments were rated AAA (the
highest rating), 30% — A, while the remaining part — AA.

In terms of financial instruments, most investments made in
2020 were in government debt securities and money market
instruments. The Bank of Lithuania invested in securities issued
by various governments, government agencies, international
organisations and municipalities. Money market instruments
mainly consisted of deposits with other central banks and
international organisations. Lithuania’'s gold is held at the Bank of
England. Under favourable market conditions, gold is invested
in gold deposits, thus earning interest, or through gold swaps,
i.e. temporarily exchanging gold into other currencies and then
investing them.

Average investment composition by currency

Ay, 4%

8%

449,

usb JPAY
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Average investment composition
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Management of fnancial assets

Investment goals and results

The Bank of Lithuania aims at diversifying
risk and increasing expected return over
arolling three-year investment horizon.

4

The Bank of Lithuania invests financial assets with the aim of
diversifyingrisk and increasing expected return over arolling
three-year investment horizon. Due to potentially higher yields
in the medium term, the Bank of Lithuania tolerates the risk of
short-term loss, the size of which, with high probability, should
not exceed the risk budget predefned in its investment policy.

The three-year return was 5.11%,
or €224.7 million.

The three-year return on the Bank of Lithuania’s financial
assets not related to monetary policy operations and
liabilities was 5.11%, or €224.7 million.

Return on investment

Percentages
5.00
4.50

4.00

In 2020, the Bank of Lithuania’s financial assets not related
to monetary policy operations and liabilities amounted to,
on average, €4,377 million. Return on these assets in euro
(adjusted for exchange rate changes but non-adjusted for
gold price changes) reached 0.15%, a year-on-year decrease
of 4 percentage points. Return on fnancial assets not related
to monetary policy operations and liabilities (non-adjusted
for exchange rate and gold price changes) was 3.71% in 2020,
a 0.14 percentage point increase compared to 2019. Financial
market developments in 2020 supported Bank of Lithuania
investments. The increase in the market price of gold, the
decline in the yields of government debt securities and the
rise in equity prices had a positive efect on investment return,
while the strongest negative efect came from the 10.6% annual
depreciation of the US dollar against the euro.

The Bank of Lithuania’s gold reserves remained unchanged
and amounted to 5.8 tonnes. Return on the gold portfolio
reached 13.92%, mainly due to the appreciation of the gold
market in US dollars (30.3%), although return in euro was
dampened by the strengthening euro.

Most market developments that boosted return on investment
in 2020 have been signifcantly undermining the prospects for
return in 2021.
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Payments

4

The number of payments executed via
CENTROIink, a payment system operated
by the Bank of Lithuania, increased twofold,
as did their total value.

The Bank of Lithuania worked to improve
the risk assessment and control tools

of payment service providers accessing
CENTROIink.

©)

Lithuanian market participants continued
preparations for the consolidation of
TARGET2 and T2S.

1)

(@]
(@]

Following the expansion to Iceland,
the activities of Nasdaq CSD SE remained
sound and effcient.

RIEN

In 2020, the number of payments executed via
CENTROIlink, a payment system managed by the Bank
of Lithuania, soared twofold, as did their total value,
while instant payments showed a more than fourfold
surge. Users of CENTROIink services are not limited to
the Lithuanian credit, payment and electronic money
institutions and include their peers from other EEA
countries. CENTROIlink handled more than 95 million
SEPA payments (credit transfers, instant credit transfers
and direct debits) worth nearly €170 billion. Compared to
2019, the number of payments soared more than twofold,
while their total value increased by 92%. The number of
SEPA instant transfers surged to 17.1 million in the period
under review, from 3.6 million in 2019, and their total value
increased to €12.4 billion, from €3 billion. 26 payment
service providers operating in Lithuania and EEA countries
have a possibility to provide instant payment services to
their customers via CENTROIink.

With the ranks of participating CENTROIlink payment
service providers expanding, the Bank of Lithuania
attaches increasing importance to improving the
risk assessment and control tools pertaining to their
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institutions started using CENTROIink services, which
brought the total number of users to 136 payment
service providers (up from 103 in 2019) from 14 EEA
countries by the end of 2020. Among these, 26 payment
service providers from Lithuania and EEA countries
offered instant credit transfer services. In view of the
development of CENTROIlink and the growing interest
of financial market participants, the Bank of Lithuania
continued to strengthen the control of both new and
already participating firms rendering payment services,
which involved more stringent assessment of the good
repute of companies, their shareholders and executives
as well as of the actions applied against undertakings by
their supervisory authorities.

In 2020, the Bank of Lithuania, the Lithuanian banking
community and the Lithuanian branch of Nasdaq CSD
SE continued preparations for the changes of financial
market infrastructures taking place in Europe. The
Eurosystem continued to implement a project aimed at
consolidating TARGET2, a real-time gross settlement
system under its management, and T2S, a central
standardised securities settlement platform, into a single
platform in a bid to improve the resilience of European
financial market infrastructures and increase their
operational efficiency. Moreover, in 2020, the Governing
Council of the ECB decided to improve TIPS, a TARGET
instant payment settlement service, by the end of 2021
with the aim to ensure pan-European reach of instant
payments in euro for banks and payment systems using
TIPS. The Bank of Lithuania coordinated the necessary
arrangements as it sought to ensure timely preparation
of Lithuanian financial market participants for the
consolidation project. For that purpose, it mobilised
and is chairing a group of Lithuanian payment market
participants. In 2020, TARGET2-LIETUVOS BANKAS, a
component operated by the Bank of Lithuania, processed
137,000 payments worth a total of €158.9 billion.

Nasdaq CSD SE extended its services to Iceland and
continued to operate in a sound and efficient manner.
In 2020, Nasdaqg CSD SE finalised a merger with Nasdaq
CSD Iceland hf, which turned Nasdaq CSD Iceland hf.
into a branch of Nasdaq CSD SE. Moreover, the Bank
of Lithuania, in tandem with the Latvian and Estonian
authorities supervising the activities of Nasdaq CSD SE,
undertook an annual evaluation of the activities of the
depository under the CSD Regulation. The assessment
revealed that the functioning of Nasdaq CSD SE and the
securities settlement system operating in Lithuania under

activities. In the period under review, 39 financial its management was stable and efficient.
v .
CENTR()llnl( Instant payments
~N 26 payment service providers
Volume Turnover Payment service providers o2
= €[E
3 y:
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Payments

Consumer protection when using
payment cards for online payments was
strengthened.

©

Recommendations made by the Payments
Council will contribute to the development
of open banking and non-cash payments in
education institutions.

The Bank of Lithuania added instant
— payments to the basic payment account
package.

The maximum fee of a basic payment

= & | account was reduced to €1.45 per month
starting from 2021.
p—_ The ECB, together with other euro area

i central banks, initiated a discussion on
®  ® apossible introduction of a digital euro.

While implementing the requirements of the Payment
Services Directive, payment service providers and
e-merchants put in place certain measures ensuring a
greater level of protection for consumers when using
payment cards to pay for goods and services online. Hence,
starting from 2021, when paying for online purchases with
a payment card, consumers will often have to authorise the
payments with authentication means that are used to access
their online banking. The Bank of Lithuania took steps to ensure
the smoothest possible transition to the new practice and to
prevent any major disruptions in payments.

The Bankof Lithuaniareviewed the list of services comprising
the package of services linked to the basic payment account
and the maximum fee charged. With more and more market
players rolling out the service of instant payments, which has
been evolving into a new market norm, the Bank of Lithuania
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added instant payments to the basic payment account package.
Changes in the charges of payment services in recent years
led to a lower maximum fee for the basic payment account
package and, starting from 1 January 2021, the maximum fee
for the basic payment account cannot exceed €145 per month,
or €0.72 per month for those receiving social benefts. Credit
institutions also ofer various other payment service packages
to diferent groups of customers. A survey of payment habits
of Lithuanian residents commissioned by the Bank of Lithuania
found that at least 65% of adults with a bank account use
payment service packages and approximately 20% pay for each
service separately.

In 2020, the Payments Council made recommendations on
the promotion of non-cash paymentsineducationinstitutions
and the development of open banking. As regards non-cash
payments in education institutions, the Payments Council
recommended deploying infrastructure adapted to non-cash
payments in canteens of education institutions, simplifying
the process of acquiring non-cash payment instruments for
minors, reducing the costs of such payment instruments and
developing practical fnancial literacy skillsamong students. The
Payments Council has also identifed areas for the development
of open banking related to the creation of new fnancial services
and invited payment service providers to continue developing
services aimed at evaluating client creditworthiness, combating
fraud and preventing money laundering as well as developing
skills for the analysis and management of personal fnance. In
2021, the Payments Council will examine the possibilities of
providing access to data stored in public registries and ensuring
access to cash services in Lithuania.

The Bank of Lithuania actively contributed to the ECB’s
initiative on the analysis and public consultation on the need
to issue a digital euro. The digital euro would be an electronic
form of money — like banknotes but digital —issued by the central
bank and accessible to all citizens and companies that would
be a fast, easy and secure instrument for daily payments. The
digital euro would complement other means of payment, such
as cash and payment instruments ofered by payment service
providers (e.g. payments from a bank account). Rapid advances
of fnancial services and technologies as well as changes in
consumer behaviour sparked discussions on central bank
digital currencies (CBDC) all over the world. The Eurosystem
has not yet decided whether to issue a digital euro. However,
in 2020, it launched a public consultation in a bid to achieve a
better understanding of the technologies adaptable to CBDC,
possibilities, as well as the needs and expectations of the public
and market participants.

Choice of the pricing method for payment services in Lithuania in 2020

65%

used payment service
packages

14%

did not know
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Supervision

Financial market

The Bank of Lithuania supervises
688 market participants.

Q

Information on market participants and their
operating results as well as overviews of
their activities are published on the Bank of
Lithuania's website.

.

Atthe end of 2020, eleven banks held a banking or a specialised
bank licence in Lithuania, while six banks operated as a foreign
bank branch. In November 2020, the ECB granted a banking
licence to Crius LT, UAB. Throughout the course of the year,
Svenska Handelsbanken AB Lithuania branch, established
by a Swedish bank, and AS Industra Bank Lithuania branch,
established by a Latvian bank, terminated their operations in
the country.

In the period under review, the Bank of Lithuania held 108
meetings with potential financial market participants
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interested in acquiring authorisation in Lithuania. These
were mainly companies from the UK, EU countries (including
Lithuania), the US and China. As previously, companies were
most interested in electronic money and payment institution
licences (87). The Bank of Lithuania expects to receive around
100 applications for authorisation in 2021, primarily for electronic
money and payment institution licences.

The Lithuanian financial market has recently undergone
significant changes: rapid technological progress prompts
increasingly more financial services to move to the digital
environment, thus inciting respective changes in consumer
expectations and habits. The Bank of Lithuania, together with
other institutions, has been actively promoting pro-competitive
fnancial innovations, as a result of which a number of new
market participants entered the country's fnancial market. As
a general rule, they operate exclusively in cyberspace not only
in Lithuania, but across the entire EU. This alters the profle of
fnancial market risks. Cybersecurity and money laundering
risks have acquired greater signifcance, making it necessary
to adapt and change certain supervisory priorities. Both the
market and the supervisory authority will see greater need
for digitalisation in the future, therefore, in response to new
challenges, more consideration should be given to advanced
analysis and supervision methods.

Financial market supervised by the Bank of Lithuania

SUPERVISIOp,

CONSULTATIONS

5 banks

6 specialised
ENIS

6 foreign
bank

8 financial
brokerage
firms

52 payment
institutions
9 credit
providers

53 consumer
credit providers
(non-credit

40 2 pillar institutions)
and
16 3pillar
pension funds

AUTHORISATIO),

8 insurance
undertakings
11 branches
of insurance
undertakings

branches

80 electronic
money
institutions
2 central credit
unions
60 credit
unions

14 real
estate-related
credit
providers

13
management
companies

122
collective
investment
6 P2P undertakings
lending
platforms

23
currency
exchange
operators

crowdfunding
platforms

1 stock 35 issuers

exchange

3 financial
adviser

companies

99 insurance
brokerage
firms

Note: Some market participants have
two or more licences or are included in
several lists of service providers.

%
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Supervision

Consultations

The Bank of Lithuania provides consultations
to market participants within its supervisory
mandate.

)2

Seeking to improve the supervisory
environment, the Bank of Lithuania consults
with fnancial market participants.

go
309

Financial market participants are informed
in advance of the planned inspections and
regulatory changes.

il

Positioning itself as a partner of the financial sector, the
Bank of Lithuania publishes on an annual basis the schedule
and scope of its routine inspections, visits, and investigations to
be carried out in areas with most potential risk, thus allowing
fnancial market participants to make necessary preparations.

Since 2017, the Bank of Lithuania has been giving annual
announcements regarding the intended legislative changes so
that market participants could prepare for public consultations
in advance. The legislative changes planned in 2020 aimed at
increasing the resilience and stability of the fnancial system,
concurrently establishing proportionate requirements with respect
to the complexity of fnancial participants’ activities and risk profle,
without afecting market growth and innovation development.

For the purposes of fostering an open and attractive space
for financial activities, the Bank of Lithuania holds annual
meetings with the supervised fnancial market participants
to discuss annual results and present plans for the next year,
including intended regulatory changes. In cooperation with
associations of fnancial market participants, the Bank of
Lithuania had inquired about the need for such consultations,
and the most relevant topics still included money laundering
risk management, compliance with the legislative requirements
for banks, insurance and payment companies, as well as issues
related to the requirements applicable to electronic money and
payment institutions. In light of the information received, in 2020,
the Bank of Lithuania started to organise regular anti-money
laundering (AML) meetings for compliance specialists to discuss
new developments in legislation, the national risk evaluation, and
market analyses for individual sectors. Given the rapid expansion
of the sector of electronic money and payment institutions, in
October 2020 the Bank of Lithuania organised a cycle of four
events to overview relevant trends in the sector so as to ensure that
new market entrants are well informed about the requirements
applicable to their activities and expectations of the supervisory
authority. The Bank of Lithuania also shared advice on proper
preparation for operation upon obtaining a licence, presented the
principal supervisory requirements applicable to electronic money
and payment institutions, as well as regulatory changes with
regard to the delegation of operational functions to third parties.
Primarily directed at prevention of violations, each training event
was attended by approximately 120 participants.
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Particular attention was devoted to AML measures. The
Bank of Lithuania cooperates with the private sector by using
their proposed innovative data processing solutions that help
to strengthen supervisory actions, enhance the quality of the
supervisory data obtained from market participants, and identify
areas exposed to highest risk more rapidly. In 2020, the Bank
of Lithuania implemented the money laundering and terrorist
fnancing risk evaluation model and will improve it further in
2021. In view of the risks arising in the fnancial sector, the Bank
of Lithuania exchanged data on the number of non-resident
accounts in the country with other state authorities and foreign
supervisory authorities (in particular the Baltic and Scandinavian
supervisory authorities) as well as the State Tax Inspectorate. It
also cooperated with the Financial Crime Investigation Service
to plan and align supervisory actions as well as exchange
supervisory information, and with the Gaming Control Authority
to identify risks pertaining to the sector of game providers.

Seeking to bolster cooperation between the public and
private sectors, the Bank of Lithuania contributed to
the establishment of the Centre of Excellence in Anti-
Money Laundering. In the fourth quarter of 2020, Lithuania’'s
government gave the green light to the establishment of the
Centre of Excellence in Anti-Money Laundering, which will
bring together the eforts of the public and private sectors in
the fght against money laundering and terrorist fnancing, thus
strengthening the overall prevention system.

Having performed a progress evaluation in 2020, the
Committee of Experts on the Evaluation of Anti-Money
Laundering Measures and the Financing of Terrorism


https://www.lb.lt/lt/naujienos/paskelbtas-2020-m-finansu-rinkos-dalyviu-veiklos-tikrinimu-planas
https://www.lb.lt/lt/teises-aktu-pakeitimu-planas

(MONEYVAL), which periodically assesses the progress that
countries make in terms of AML actions and their compliance
with international standards as well as makes recommendations
to national authorities in respect of more efcient risk
management and AML, has assigned Lithuania an even higher
rate of compliance with international standards, which shows
that Lithuania has a clear awareness of potential risks and
threats.

The European Commission carried out an evaluation of the
effectiveness of the implementation of the 4th Anti-Money
Laundering and Counter Terrorist Financing Directive in
Lithuania by assessing the legal basis for the prevention of
money laundering and terrorist fnancing. In October 2020,
a meeting between Lithuanian representatives and experts
from the Council of Europe (authorised agents of the European
Commission) was held for that purpose.
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Within the framework of its consulting activities, the Bank of
Lithuania also publishes guidelines and recommendations
on relevant regulatory issues, thus aiming to enhance clarity
with regard to the content of existing legal requirements and
supervisory expectations as well as to formulate best practices.

In the period under review, the Bank of Lithuania imposed
35 enforcement measures on market participants for
violations of legislative acts. Most of the violations were made
by electronic money institutions (17) and payment institutions
(6), with the majority relating to breaches of the provisions of
the Republic of Lithuania Law on the Prevention of Money
Laundering and Terrorist Financing. Market participants tend to
breach new legislation that they fnd unclear. In certain cases,
questions arise over the application of requirements not only on
the national, but also the EU level as competent EU authorities
had not yet prepared sufcient explanations or guidelines
regarding the matter.
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Supervision

Supervision In 2020, the assets of the credit union sector grew
significantly, mainly underpinned by strong growth in deposits.

In carrying out fnancial market supervision, Although lending rates were somewhat slower compared to

@ the Bank of Lithuania mainly focused on 2019, the increase in the loan portfolio and the subsequent
rise in net interest income had a positive impact on operating

areas exposed to highest risk. results. In the period under review, the credit union sector

earned €6.6 million in unaudited profts. Currently, there are 60
credit unions operating in Lithuania, including four credit unions

The Bank of Lithuania carried out the annual that are in the process of restructuring into specialised banks
Supervisory Review and Evaluation Process (the process will be completed by 1 January 2023). In 2020, one
(SREP) credit union under restructuring applied to the Bank of Lithuania
' for a banking licence. A corresponding decision on the matter is
expected to be made in 2021.
Under the Solvency Il Directive, Banking and credit union sector by assets

0 9o the Bank of Lithuania conducted
% an annual comprehensive risk assessment
of insurance undertakings.

In 2020, Lithuania’s banking sector remained stable despite
the worldwide outbreak of the coronavirus pandemic and the
ensuing lockdown restrictions. Over the year, banks managed
to ensure business continuity and provision of critical services
to the country’s economy without greater complications. In
addition, banks reached an agreement (moratorium) relevant
to bank clients, thereby making a commitment to allow all
eligible debtors to apply for the deferral of their loan payments
without changing the terms and interest rates established in
their contract. As a result of this and other state aid measures
for business, the deterioration of the quality of bank loans was
relatively small. In the period under review, a record surge in
deposits with banks was observed, while credit levels rose
only in the portfolio of housing loans. Due to the pandemic
and respective containment measures, in 2020, compared to . Banks Credit union sector
2019, bank profts sank by approximately 20%: bank’s income . Foreign bank branches

plummeted, while expenditure increased as a result of the

poorer quality of loans. All banks complied with the established

minimum capital adequacy and liquidity coverage requirements  INsurance market by assets

over the period under review.

In the period under review, the insurance market grew
moderately, while total insurance premiums reached nearly
€0.96 billion. As aresult of the pandemic, the volume of non-life
insurance premiums dropped by 1.7% at the end of 2020, while
life insurance premiums rose by 7.5% due to contracts concluded
in previous years. Given the scale down in the non-life insurance
market, the growth rates of the overall insurance market were as
low as 1%. In terms of premiums, non-life insurance accounts for
nearly 70% of the entire insurance market. Compulsory motor
third party liability (MTPL) insurance, which covers more than a
third of the market, sufered the hardest blow by the pandemic,
with its portfolio dropping by 8.4% in 2020, while the portfolio of
property insurance increased by 8.3%. Unit-linked life insurance
holds the largest share of the life insurance market (nearly 65%)
and its share in the life insurance portfolio continues to increase.
All insurance undertakings complied with their compulsory
solvency capital requirements over the period under review. @ Life insurance undertakings Non-life insurance undertakings




Supervision

Licensing

The Bank of Lithuania issued 29 licences.
X

<

24 companies were included in the public
lists of crowdfunding and P2P lending
platform operators, consumer credit
providers and intermediaries.

B

4 licences were revoked, 6 licences were
changed, and 13 companies were removed
from public lists.

G

The Bank of Lithuania had no objections to
nominations for managerial positions in
159 evaluation procedures and carried out
24 evaluations of the acquisition of

a qualifed holding in the fnancial market
participant’s authorised capital.

)3

In 2020, the Bank of Lithuania received 7 applications
for a specialised bank licence and carried out preliminary
assessments of 7 more applications for the same type of licence.
It is important to note that licences for specialised banks are
issued by the ECB.

Authorisations granted

Il. KEY FUNCTIONS OF THE BANK OF LITHUANIA

35 fintech companies were authorised or included in public
lists throughout the course of 2020; compared to 2019, the
number ofissued licencesincreased. The said fntech companies
included a specialised bank, electronic money and payment
institutions as well as crowdfunding platform and P2P lending
platform operators. Having met with more than 108 potential
market participants to discuss the possibilities of setting up in
Lithuania, currently the Bank of Lithuania is assessing more than
42 applications.

With a view to making Lithuania the fintech hub in the
Nordic-Baltic region, the Bank of Lithuania created a fntech-
conducive environment that attracts new market players and
encourages product development in the country. The Bank
of Lithuania has already launched a one-stop shop, allowed
foreign citizens to submit documents necessary for obtaining
authorisation in English, published a Licensing Guide in both
Lithuanian and English, provided practical advice on how to
prepare for authorisation, and prepared a “roadmap” presenting
the key stages of the licensing process. The Bank of Lithuania’s
website has a section dubbed the Newcomer Programme,
which presents key information for new market entrants in a
concise and clear manner.

In 2020, the Bank of Lithuania’s regulatory sandbox had its
first graduate. UAB Workpower was testing its P2P insurance
platform, which is based on the principles of the sharing
economy, where its members form groups of peers in order to
protect themselves against losses, make their own decisions
on loss compensation using pooled funds and get back the
unused ones.

The Bank of Lithuania has been successfully providing
e-licensing services: its e-licensing tool allows frms to take
care of the necessary paperwork and procedures electronically.

@ Payment institution licences
Electronic money institution licences

Specialised bank licences

Management company licences



Supervision

Supervision of financial services

&

The Bank of Lithuania paid particular
attention to informing the general

public about the potential fallout from

the COVID-19 pandemic and helping those
who had fallen into diffculties with meeting
fnancial obligations.

The Bank of Lithuania provided guidelines
and issued recommendations to fnancial
market participants.

@

T

Given that the users of financial services had many concerns
about the consequences of the COVID-19 pandemic for their
existing financial services contracts and other relevant
questions, the Bank of Lithuania created a dedicated section
on its website where it published guidance and information
for households with mortgages or consumer loans, insurance
contracts or savings in pension funds. In a bid to mitigate the
potential fallout from the COVID-19 pandemic and the lockdown
introduced in Lithuania on households with consumer loans and
mortgages and their ability to meet their fnancial obligations,
the national legislature adopted amendments to the Republic
of Lithuania Law on Consumer Credit, entitling consumers to
make use of the loan repayment holiday (the right to defer loan
repayments), and the amendments to the Republic of Lithuania
Law on Real Estate-Related Credit pertaining to the loan
repayment holiday. Experts from the Bank of Lithuania actively
contributed to the drafting of those changes in legislation.

The Bank of Lithuania adopted guidelines for the
management of collective investment undertakings in a
bid to assist financial market participants. These guidelines,
which provide the stance (opinion) of the Bank of Lithuania
on the adequate interpretation and implementation of the
provisions laid down in the laws regulating the activities of
collective investment undertakings (CIU) and their managers
as well as in related delegated acts, were developed in late
2020. The purpose of the guidelines is to bring together
information pertaining to the management of ClUs, which was
previously published in diferent positions, interpretations or
replies, and provide a “one-stop shop” source of information
that would enable management companies, law frms and other
stakeholders to fnd quick answers to their concerns.

In addition, the Bank of Lithuania adopted guidelines for
the provision of payment services seeking to develop best
practices that would be based on a common understanding
and harmonised application of the provisions of the Republic of
Lithuania Law on Payments and other legislation governing the
provision of payment services.
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Goals regarding the supervision of fnancial services

Strengthening
confidence in

the financial
market

Benefits
to society

T

Reducing
consumer
harm

Improving the
functioning of

the financial
market

The Bank of Lithuania updated and recast its guidelines
on the provision of consumer credit in view of the latest
amendments to the Republic of Lithuania Law on Consumer
Credit, the case law of the Lithuanian and international courts
and the concerns of fnancial market participants. The purpose
of the guidelines is to clarify the application of legislative
requirements pertaining to the provision of consumer credit and
to help consumer credit providers and operators of P2P lending
platforms to adequately comply with these requirements.

The Bank of Lithuania carried out and published an overview
of compliance with the Corporate Governance Code,
which was aimed at assessing how listed companies disclose
information on compliance with the Corporate Governance
Code of Nasdaq Vilnius in their annual reports. The overview
also provided relevant recommendations to companies. In
addition, the Bank of Lithuania contacted Nasdaq Vilnius,
AB about the need to revise the Corporate Governance
Code and the Ministry of the Economy and Innovation about
legislative amendments, submitting proposals pertaining to,
among other things, the approval of transactions of exclusive
importance/signifcance (transfer of assets) and the process
of organising the general meetings of shareholders by
electronic means.


https://www.lb.lt/lt/covid-19-informacija-gyventojams
https://www.lb.lt/en/news/the-bank-of-lithuania-issuers-adhere-to-the-corporate-governance-code-but-there-is-room-for-improvement

Supervision

Supervision of financial services

As the fntech market grows, so does the
number of complaints and inquiries from
consumers of fnancial services

(to approximately 1,900 in 2020, from 1,770
in 2019).

The analyses of practices applied by
fnancial market participants carried out by
the Bank of Lithuania help them improve
their operations.

The Bank of Lithuania took active steps
and measures against persons providing
fnancial services illegally.

The Bank of Lithuania carried out an analysis assessing
whether investment of unit-linked life insurance assets is
managed in such away as to achieve the best outcome for the
policyholder, the insured or a beneficiary. Its fndings showed
that the processes of monitoring and managing the selection of
investment directions and the performance of investment funds
have shortcomings, while the organisational and administrative
measures implemented to prevent conficts of interest do not
cover all activities. In view of the problems identifed, the Bank of
Lithuania made appropriate recommendations to insurers with
regard to improvements to the said processes.

The Bank of Lithuania conducted a mystery shopping
exercise, which involved the assessment of activities
of certain companies and persons offering training and
consultations on saving and investing. The mystery shopping
exercise, which was conducted in two diferent periods,
revealed that investment services provided by specifc fnancial
brokerage frms were allegedly ofered and promoted during
consultations and training. Given that the hosts of those events
were not included in the Public List of Tied Intermediaries of
Financial Brokerage Firms, these persons were not authorised
to ofer and promote the services of represented undertakings,
and their activities might have infringed the Republic of
Lithuania Law on Markets in Financial Instruments. The Bank of
Lithuania contacted these persons directly to stave of potential
infringements of the legislation regulating the fnancial market
and to investigate the factual circumstances in more detail.
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The Bank of Lithuania carried out two studies to find out
whether payment service providers adequately inform
consumers (their customers) on the commissions charged
for payment services. The Bank of Lithuania checked the
compliance of payment service providers with the requirements
to produce information about commissions and to provide a
commissions report to payment service users. Some payment
service providers were obliged to remedy the identifed
shortcomings.

The Bank of Lithuania applied extensive measures in respect
of personsoperatingillegallyin the financial services market.
In 2020, it added 25 companies to the list of companies ofering
and allegedly providing fnancial (mostly investment) services
without the required licence and blocked access to websites of
21 companies due to unauthorised provision of fnancial services
in Lithuania. The Bank of Lithuania investigated 14 cases of
alleged illegal credit granting activities; of these, 3 entities
responded to the calls of the Bank of Lithuania immediately
(either terminated their activities or registered in the required
list). Moreover, the Bank of Lithuania disclosed information on
alleged illegal activities of 11 companies or alleged fraud, which
it obtained on the basis of complaints or through monitoring,
to law enforcement authorities. It also provided expertise
and consultations to police ofcers in relation to respective
investigations.

Distribution of complaints and inquiries received
in 2020

‘ Payment services . Investment services . Retirement savings

Credit services . Non+life insurance . Life insurance

. Other financial services ‘ Deposits . Non-financial services


https://www.lb.lt/uploads/publications/docs/26450_0bce11ba4871a6dc94cea0c54315a7b5.pdf
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Settlement of disputes between
consumers and fnancial market

participants

(g The Bank of Lithuania settled 492 disputes.

The Bank of Lithuania took 164 decisions on
the substance of disputes.

98 disputes between consumers and
fnancial market participants ended in
amicable settlement (the highest number
since 2012).

The average duration of dispute settlement
was 63 calendar days (62 in 2019).

In 2020, 62% of all disputes settled at the Bank of Lithuania
involved insurance undertakings, disputes with banks
accounted for 24%, while the remaining 14% involved other
financial market participants. The majority of disputes (292)
concerned the execution of non-life insurance contracts, of
these 87 disputes were over compulsory MTPL insurance, 85
disputes — property insurance. 103 consumer disputes arose
over the provision of payment services, which is the highest
number of disputes concerning payment services in one
year since 2012 when the Bank of Lithuania was mandated
to settle disputes between consumers and fnancial market
participants. 38 disputes concerned credit services, 22
disputes — life insurance contracts, and 11 — provision of
investment services.

20% of all disputes ended in parties reaching amicable
settlement or financial market participants satisfying
consumer claims. As many as 98 amicable settlements

Disputes by type of fnancial market participant
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Disputes by type of fnancial service

Non-financial

. Non-life insurance
services

. Life insurance

. Investment services

. Other

were reached in 2020, a 9% increase compared to 2019. This
has been the highest number of peaceful resolutions since
2012. The Bank of Lithuania is continuously working to ensure
that consumers and fnancial market participants reach an
amicable settlement, which not only allows for responding to
consumer needs more quickly but also fosters mutual trust
between fnancial service providers and consumers.

. Payment services

. Credit services

During the reporting period, a total of 11% of the Bank of
Lithuania decisions were made in favour of consumers,
while financial market participants implemented 83% of
recommendations given by the Bank of Lithuania. Two
recommendations were not implemented, both of them by
insurance undertakings. Depersonalised decisions of the
Bank of Lithuania regarding the substance of disputes and the
list of fnancial market participants that have notimplemented
the recommendations specifed therein are published on the
website of the Bank of Lithuania.

333

2019 2020

Other financial market participants


https://www.lb.lt/en/frd/listing_disputes
https://www.lb.lt/lt/finansu-rinkos-dalyviai-neivykde-sprendimo-del-ginco
https://www.lb.lt/lt/finansu-rinkos-dalyviai-neivykde-sprendimo-del-ginco

Bank resolution

The Bank of Lithuania drafted and approved
resolution plans covering around 99% of
Lithuania’s credit institution market.

Binding MREL requirements and individual
transition periods for reaching MREL targets
were set for six credit institutions operating
in Lithuania.

The Bank of Lithuania continued analysing
regulatory changes for further improvement
of the resolution framework.

The Single Resolution Fund accumulated
€42 billion in contributions paid by euro area
banks.

In carrying out its mandate as a resolution authority, the
Bank of Lithuania helps to ensure efficient resolution
and continuous operation of failing banks without the
government’s assistance. To this end, the Bank of Lithuania
continued making early preparations for unforeseen events.
It also revised and further developed bank resolution plans:
in 2020, the resolution plans of two domestically-owned
banks were updated and the resolution plans of another
two credit institutions were drafted for the frst time (to be
approved in 2021). In cooperation with the Single Resolution
Board, which is the central resolution authority of the banking
union, as well as with the national resolution authorities of
Sweden, Denmark, Latvia, and Estonia, the resolution plans
covering banks owned by international groups and operating
in Lithuania were also updated. The crisis management
manual was consistently improved to strengthen adequate
preparations for resolution processes.

In the 2020 resolution planning cycle, binding minimum
requirements for own funds and eligible liabilities
(MREL) and individual transition periods for reaching
MREL targets will be set for six credit institutions
operating in Lithuania. The MREL was set within the
EU’s new legislative framework, which came into force at
the end of 2020. All three major banks (AB SEB bankas,
Swedbank, AB, and AB Siauliy bankas) will have to comply
with binding MREL targets starting from 1 January 2024,
another three credit institutions — as of 1 January 2022.
The MREL is an additional financial measure ensuring that
banks encountering operational difficulties have sufficient
resources to absorb losses and recapitalise. This financial
backstop tool must ensure their efficient resolution.
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Drafting of credit institution resolution plans for 2020
(market share by assets, %)

. Plans drafted since 2018

. Plans drafted since 2016

Plans drafted since 2020 Other share of the credit

institution sector

In 2020, the Bank of Lithuania continued to analyse regulatory
changes related to the resolution of financial sector entities.
The Bank of Lithuania carried out the preparatory work linked with the
implementation of the amended EU Bank Recovery and Resolution
Directive (BRRD2), which came into force at the end of 2020, and
analysed two new Pan-European proposals for further enhancement
of the resolution framework. The frst proposal is the initiative of the EU
on the review of the bank crisis management and deposit insurance
system, which was announced in November 2020. The main purpose
of the review is to enhance the efciency of the system, its fexibility,
improve consistency in the approach towards common solution of the
bankruptcy issues of EU banks, ensure equal treatment of depositors,
and enhance the level of depositor protection. The second proposal
is the initiative of the European Insurance and Occupational Pensions
Authority (EIOPA), which was announced in December 2020. The
initiative aims at expanding the recovery and resolution framework
by including insurance and reinsurance undertakings in the context of
the review of the Solvency Il Directive. Discussions on both proposals
were held at the European Commission. The Bank of Lithuania
experts assisted the Ministry of Finance in representing the position
of Lithuania.

In the period under review, the Single Resolution Fund
accumulated around €42 billion in contributions paid by
euro area banks and certain investment companies. In
2020, banks operating in Lithuania paid €5.9 million in ex-ante
contributions (all 19 euro area banks — €9.2 billion), which were
transferred to the Single Resolution Fund. The Single Resolution
Fund will be built up over eight years (2016-2023). Its target level
to be reached by 2024 is at least 1% of the amount of covered
deposits of all credit institutions within the banking union, i.e.
around €70 billion.



Cash

The value of euro banknotes and coins
issued into circulation by the Bank of
Lithuania has been growing faster than
usual.

The Bank of Lithuania exchanged into euro
LTL 7.6 million, bringing the total value of
litas in circulation to LTL 419.2 million

as at 31 December 2020.

®0

The Bank of Lithuania issued LBCOIN —
the world's frst digital collector coin.

e

Apart from LBCOIN, the Bank of Lithuania
also issued 6 collector and

2 commemorative euro coins as well as

a numismatic set of euro circulation coins.

€

famt
@ 1,341 euro counterfeits were withdrawn

& from circulation.

The value of euro banknotes and coins issued into
circulation by the Bank of Lithuania has been growing
faster than usual. In 2020, the total value of euro banknotes
and coins in circulation increased by 29%, to stand at
€5,865 million. The amount of cash issued into circulation
by the Bank of Lithuania decreased by an annual 12%. Cash
returned to the Bank of Lithuania declined by 29% compared

to 2019, leading to faster growth in net issuance in the period
under review.

In 2020, the Bank of Lithuania issued the world’s first
digital collector coin — LBCOIN. It is a set of six digital
tokens and a physical collector coin celebrating the 1918
Act of Independence of Lithuania and its signatories. Tokens
are available for purchase on the Bank of Lithuania's e-shop
Ibcoin.Ib.It.
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Euro banknotes and coins
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Apart from LBCOIN, in 2020 the Bank of Lithuania issued
6 collector and 2 commemorative euro coins as well as a
numismatic set of euro circulation coins. Numismatic items
commemorate prominent fgures and important historical events.
They can be purchased on the Bank of Lithuania's e-shop at
www.coins.Ib.It.

1,341 euro counterfeits were withdrawn from circulation in
2020 (3,078 in 2019). In total, the Bank of Lithuania detected
1,172 counterfeit euro banknotes, 161 counterfeit euro coins
and 8 counterfeit foreign currency banknotes. The majority
of counterfeit notes (46%) were €50 banknotes. In the period
under review, the Bank of Lithuania examined 45,000 notes
and coins upon receiving applications from natural and legal
persons to exchange worn or damaged currency.


https://lbcoin.lb.lt/
https://coins.lb.lt/

Statistics
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The COVID-19 pandemic has not disrupted
the process of producing and disseminating
statistics.

\2
>

AT

ool A new statistical tool was introduced to
{E} the Bank of Lithuania’s website.

The takeover of the production of annual
fnancial accounts statistics was smooth.

o]

& The Bank of Lithuania continued to develop
r%*f% comprehensive data for users.

The COVID-19 pandemic did not disrupt the process of
producing and publishing statistics: the Bank of Lithuania
maintained the quality and scope of the data available to
users in a timely manner. It continued the smooth production,
development and dissemination of statistics on MFI balance
sheets and interest rates, assets and liabilities of fnancial
corporations engaged in lending, insurance corporations,
pension funds and investment funds, interbank lending and
foreign exchange markets, paymentinstruments, ofcial reserve
assets, balance of payments and international investment
position, external debt, foreign direct investment, exports and
imports of services, securities holdings and fnancial accounts,
including the publication of statistical information on the Bank of
Lithuania's website as well as its provision to the ECB and other
international organisations.

In order to make the data more accessible to users, in
October 2020 the Bank of Lithuania introduced a new tool to its
website that allowed having the data of diferent statistical areas
in a single data set updated automatically with the release of
new data, as well as calculating a new (derived) indicator from
several selected indicators, and sharing such data sets with

Bank of Lithuania statistics pageviews by domain
Other statistics
Payments statistics
Financial accounts statistics

MFI balance sheet and
monetary statistics

External sector statistics

MFI interest rates statistics
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other users. In the fourth quarter of 2020, 82 website visitors
were registered for this tool.

The Bank of Lithuania took over the function of compiling the
annual financial accounts statistics from Statistics Lithuania
in order to improve the efficiency of statistical compilation
processes and the quality of data. Preparation of fnancial
accounts in a single institution will ensure consistency between
the data of diferent frequency.

Under its statistics programme for 2020, the Bank of
Lithuania compiled monetary and fnancial, external, quarterly
fnancial account and other statistical information, which was
made available to users within the prescribed deadlines and
published according to the data release calendar. Moreover,
under this programme, the Bank of Lithuania continued to
develop the following fnancial statistics:

»»granular data of credit institutions and other credit providers
(which is stored in the Loan Risk Database administered by
the Bank of Lithuania) were used in economic analysis and
for the compilation of aggregated data that were published
on the Bank of Lithuania's website. Comprehensive credit
data were used by Lithuanian credit providers to assess the
solvency of existing and potential borrowers;

»»the Bank of Lithuania started collecting additional data on
loans under moratoria due to the COVID-19 pandemic and
releasing monthly data of pension funds within 15 working
days after the end of the reference period. Moreover, the
deadlines for compiling MFI balance sheet and interest rate
data have been shortened,;

»»the Bank of Lithuania started compiling a macroprudential
data set from the Loan Risk Database (instead of collecting
from reporting agents) in order to improve the quality of
statistics produced and to decrease the reporting burden for
reporting agents;

»annual data on direct investment broken down according to
the ultimate investing country were compiled for publication
while implementing the commitments to international

organisations in the area of direct investment statistics and,
at the same time, enhancing the provision of statistical data
to users.

® 2019

2020

45.7%
45.1%



Fiscal agent

Administration of the accounts of the State Treasury and
other institutions

&

@

The Bank of Lithuania administered euro
and foreign currency accounts of the State
Treasury, EU institutions and international
organisations.

The Bank of Lithuania executed
424 thousand credit transfers, amounting to
€35.7 billion.

After the Ministry of Finance signed

the SURE loan agreement, the Bank

of Lithuania, acting as the state fscal agent,
opened special accounts at the Bank

of Lithuania and with the ECB for

the management of the fnancial
assistance received.
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Acting as the state fscal agent under the Republic of Lithuania
Law on the Bank of Lithuania, in 2020 the Bank of Lithuania
administered euro and foreign currency accounts of the
State Treasury. The monetary resources held in these accounts
are managed by the Ministry of Finance. They are accumulated
and used in accordance with the procedure set forth in the
Republic of Lithuania State Treasury Law and other legal
acts. The Bank of Lithuania also managed the euro accounts
of EU institutions, international organisations and non-euro
area national central banks (hereinafter — other institutions).
Monetary resources in the State Treasury accounts managed
by the Ministry of Finance made up the largest share of funds
held in all accounts.

As at 31 December 2020, the Bank of Lithuania administered
67 accounts of the State Treasury and other institutions
(71 accounts as at 31 December 2019). These accounts have
been opened and administered at the Bank of Lithuania in
accordance with the legal acts of the Republic of Lithuania, the
Bank of Lithuania and the ECB.

The following banking services are offered to the Ministry
of Finance and other institutions: payment services, foreign
exchange transactions, account statements and other
reporting services. In the course of 2020, the Bank of Lithuania
executed 424 thousand credit transfers made by the Ministry
of Finance and other institutions; their total value amounted to
€357 billion.

After the Ministry of Finance signed the loan agreement under
the European instrument for temporary Support to mitigate
Unemployment Risks in an Emergency (SURE) following the
COVID-19 outbreak, the Bank of Lithuania, acting as the state
fscal agent, opened special accounts at the Bank of Lithuania
and with the ECB for the management of the fnancial assistance
received.

Payment transactions by the Ministry of Finance and other institutions
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Ill. ORGANISATION OF ACTIVITIES

Organisation of activities

Staff and the working environment

The employees of the Bank of Lithuania are
specialists that have high-level professional
and academic qualifcations and excellent
analytical skills.

0 On 31 December 2020, the number of actual
OTO staff positions at the Bank of Lithuania
M Y stood at 629.°

The overall staff turnover rate was 7%.

In 2020, the Financial Market Supervision
Service underwent structural changes.

%%

The Bank of Lithuania employees improved their
competences in the field of central banking and shared best
practices with ECB experts. In 2020, eleven employees were
granted a unique opportunity to work at the ECB, international
and EU institutions under fxed-term contracts, while two
employees were enrolled in expert exchange programmes.

The Bank of Lithuania continued to strengthen its employees’
managerial and leadership skills, further developed
practical tools to increase performance efficiency, and
shifted to remote work. The COVID-19 pandemic has altered
the ordinary workplace routines at the Bank of Lithuania — the
majority of the employees (70%) transitioned to remote work.
The Bank of Lithuania launched a remote rolling programme
for the development and promotion of managerial and
leadership competences, designed for the newly appointed
staf members in management positions. It also organised
the annual Management Day to increase staf engagement

Resolutions of the Board of the Bank

of Lithuania and decisions of
the Financial Market Supervision
Service were made publicly available

koufsobn dpnnvojdbujpo boe fwfout '{(}}
moved online

The Bank of Lithuania Values Awareness
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(particularly when teleworking). In order to increase operational
efciency, the Bank of Lithuania continued to implement one
of the key LEAN methods, i.e. the Asaichi system, and began
implementing the Kaizen method, which encourages staf to be
proactive in implementing operational improvements and use
their time at work in a rational manner. Much attention was paid
to remote work: Bank of Lithuania employees were given special
training to adapt to the changed working conditions and to use
new communication tools. The #LBshares sessions served as
an internal knowledge-sharing platform, where staf members
exchanged their expertise, thus fulflling the Bank of Lithuania’s
strategic direction to become the centre of excellence. A total of
31 sessions were organised remotely in 2020.

In 2020, the Staff Regulations of the Bank of Lithuania were
updated. The regulations now defne the main principles
of service (work) at the Bank of Lithuania and the status of
an employee, including recruitment and dismissal, position
categories and salary bands, rights and duties, restrictions
and requirements, career, training, performance evaluation,
guarantees and compensations, suspension, responsibilities,
employee benefts and compensation policy.

The Financial Market Supervision Service of the Bank
of Lithuania was reorganised. As of November 2020, the
Financial Market Supervision Service consists of three units: the
Banking and Insurance Supervision Department, the Financial
Services and Market Supervision Department, and the Legal and
Licensing Department. In line with agreed priorities, the Anti-

Ui T %ubd TFhwvnbujpot pguif Dbol pg
Lithuania were updated

Eibmfohes posed by the COVID-19
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8 The number does not include 19 staf members who were on maternity/paternity leave and 11 employees who were on unpaid leave during their

work at other institutions.



Money Laundering Division became directly accountable to the
director of the Financial Market Supervision Service. The newly
founded Digitalisation and Advanced Analysis Division, which is
also directly accountable to the director of the Financial Market
Supervision Service, will ensure sustainable development
and introduction of digital technologies and innovations
in supervisory processes. Moreover, the Operational and
Information Technology Risk Department established within the
Banking and Insurance Supervision Department is expected
to strengthen the supervision and proper management of
operational, information technology, and payment security risks.

The year 2020 was marked by the challenges of managing
the COVID-19 pandemic. The Bank of Lithuania supplied its
staf with essential protective equipment. Additional provision of
IT and other equipment for remote work was treated as a priority

Ill. ORGANISATION OF ACTIVITIES

to ensure the stable functioning of the organisation. In response
to the challenges posed by the pandemic, the Bank of Lithuania
efectively reviewed and amended the organisation’s operating
plans as well as revised and reduced the organisation’s budget
by 2.8% (from €62.09 million to €60.37 million).

In 2020, the Bank of Lithuania contributed to reducing
climate change. Having implemented the envisaged climate
change mitigation measures, the Bank of Lithuania's carbon
footprint decreased by 70% (from 2,200 t CO2 in 2019 to 700 t
C02 in 2020).

With the four-year strategic plan ending in 2020, the Bank
of Lithuania formulated new strategic directions which will be
announced once the Board of the Bank of Lithuania approves
the institution’s operational guidelines and strategic plan for the
new strategic period.

Staf turnover (left chart) and staf distribution by age (right chart)

2020 7.0% than 30 .
2019 9.5% 30-39y.
2018 12% 40-49y.
2017 9.9% 50-59y.
2016 10.9% or older

15.22%

17.39%

26.09%




Research activities

Economic research at the Bank of Lithuania
is primarily conducted at the Center for
Excellence in Finance and Economic
Research (CEFER) and the Applied
Macroeconomic Research Division (TMTS).

In cooperation with Vilnius University (VU)
and Kaunas University of Technology

(KTU), CEFER aims to attract internationally
acclaimed researchers, thus raising

the quality of economic and fnancial
research, changing the academic culture,
stimulating expert discussions and
ultimately positioning itself as the hub of
economic and fnancial sciences in the Baltic
region.

S,

Research carried out at TMTS plays a
notable role in the central bank’s

@ decision-making process.
ﬁ Main felds of expertise:

» Macroeconomic and econometric modelling

» International economics and macrofnance

>

N~

» Impact of debt on the economy and
households; household consumption and
income inequality

» Labour economics and reform assessment

Top-tier international publications. The scientifc publications
published by CEFER and TMTS in 2020 include 19 working,
occasional and discussion papers as well as 9 articles in top-
tier international journals, such as European Economic Review,
American Economic Journal: Economic Policy, Economic
Modelling, Economic Policy, Review of International Economics,
and International Journal of Finance and Economics. Research
carried out by the Bank of Lithuania has been also featured on
CEPR's VoxEU portal on a number of occasions.

High-level conferences, training, workshops and research
clusters in the Baltic region. The third international conference
“Adjustments in and to an Uncertain World” was held on 24-25
September 2020. The conference was organised in cooperation
with CEPR, CEBRA and Poland’s central bank. Eminent scholars
from North America, Europe and Asia presented their work in four
separate sessions. Plenary sessions were held by distinguished
professors from Oxford, New York, and London. In December,

IV. RESEARCH ACTIVITIES

Review of
International
Economics

FINANCE

Lithuanian economists from across the globe were invited to
the Annual Lithuanian Conference on Economic Research.
The conference had four sessions on macroeconomics, fnance,
econometrics, and public economics.

Promotion of quality research in economics and finance.
The Bank of Lithuania has been hosting the Visiting Researcher
Programme as well as organising invited speaker seminar
series and research seminars open to the Bank of Lithuania staf
members, external researchers and experts. To encourage high-
quality research, the Bank of Lithuania also grants two awards for
research activities: the Vladas Jurgutis Award (€10,000) and the
Bank of Lithuania Award for Dissertation in the Field of Economics
(€5,000). The frst award was granted for a research paper titled
“Political Contributions and Public Procurement: Evidence from
Lithuania”, which utilised the amendments enacted in Lithuania
that prohibit businesses from supporting political parties. The
paper found that the success of winning public procurement had
depended on the fnancing of political campaigns and political
parties. The second award was granted for a dissertation “Essays
in Financial Intermediation”, which investigated the impact of
the closure of banks on business clients. The dissertation used
Lithuanian data and found that the closure of bad banks could
signifcantly reduce the cost of borrowing for businesses forced
to look for a new bank.

Lectures and updated study programmes. In cooperation with
VU, the bachelor's programme in Quantitative Economics has
been further implemented. The share of frst-time students from
foreign countries, including students from Belarus receiving
the Grand Duchy of Lithuania Scholarship, increased to 30%.
The programme is taught by Bank of Lithuania researchers with
PhDs from leading US and European universities. It combines
the CORE project, which helps to develop economic intuition,
with a unique blend of mathematics, statistics, economics, and
data science. CEFER also initiated a PhD course in the feld of
econometrics, methodology and macroeconomics, run in
cooperation with VU and KTU.

Household Finance and Consumption Survey. In 2020,
Lithuania's frst Household Finance and Consumption Survey was
completed. Its results were presented in various publications by
the Bank of Lithuania and at open seminars, while the results of all
Eurosystem countries participating in the survey were published
in a dedicated ECB report. The results of the survey were widely
covered in the Lithuanian media. Furthermore, the second wave
of the survey was launched in 2020 (due to the pandemic, the
survey was temporarily suspended and is expected to resume
in 2021). The data from the new wave will enable specialists to
assess the time dynamics of Lithuanian household income and
wealth, contributors