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Abbreviations used (Czech version in brackets) 
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CR (ČR)  Czech Republic 
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EXECUTIVE SUMMMARY  

 

 The economy grew at a robust pace of about 6.1% in 2006 and the sustained strong 
economic performance allowed ILO unemployment to reach an eight-year low of 
6.1% in the first quarter of 2007. This is in part due to increasing inactivity rates. 

 Wage demands by trade unions in some of the most successful exporting 
manufacturing companies reached unprecedented high levels. 

 The new government finished its first 100 days in office and unveiled its reform 
package proposal. The proposed compromise reforms, which are primarily 
motivated by the need to stabilize public finances, reflect the situation in the 
Chamber of Deputies (lower house) of the Czech Parliament, which is evenly 
divided between supporters of the current government coalition and its strong 
opponents, with several crucial MPs taking evasive positions. 

 The reform package calls for many changes in taxation including a lower corporate 
income tax, a flat personal income tax, and a higher VAT tax rate on food. 

 The reform package also foresees some reductions in social and sickness benefits 
and a new scheme of parental allowances. However, most of these changes on the 
expenditure side only partly reverse large increase in mandatory expenditures 
approved before elections. Only pensions are to be indexed to price level, not 
welfare benefits. 

 Both the reform proposal and its public discussion focus on static calculations of 
the benefit for a “typical” family and pay relatively little attention to how 
behaviour and labour market performance is to be affected. In other words, the 
Integrated Guidelines are not sufficiently used as a framework for discussion. 
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1 Introduction 
 
Most of this report, which covers the developments in the Czech Republic since January 
2007, is devoted to discussing the reform package recently proposed by the Czech 
government. We link the proposed reforms to the Integrated Employment Guidelines for 
2005-2008. However, since many of the reform steps have so far been described only in 
general terms and detailed analytical evaluations are not yet available, we frequently 
present only our educated guesses about the likely reform implications.  
 
The new Czech government, which recently finished its first 100 days in office, defined 
itself as pro-reform body; it continues to tie its survival to the passage reform steps in the 
Lower House of the Czech Parliament. So far, the government managed to publicly 
present the key reform steps, which are now being debated by all political parties. The 
reform is explicitly motivated by the unstable development of public finances, which can 
be in part attributed to a number of high-spending policies adopted by all parties during 
the pre-election months of 2006.2 The reform package is not particularly ambitious as it 
plans to reverse only part of these recent spending excesses. The timid approach is perhaps 
warranted as the government is likely to face fierce opposition in the evenly split Lower 
House. The largest opposition party, the Social Democrats, are especially likely to boycott 
the key reform area of lowering mandatory expenditures.  
 
2 Update on Economic and Labour Market Trends3  
 
Aggregate Developments  
 
In 2006, Czech GDP grew by 6.1% in real terms, repeating the 2005 annual growth rate. 
Reporting on the first months of 2007, there is a series of robust gains in all major 
economic indicators, with industry growth at over 15% in February and unemployment on 
a continued decline. The strong performance of Czech manufacturing and its exports is 
supported by the recent robust growth in the EU-15.4 Overall confidence in the Czech 
economy, measured by the CSO, grew both month-on-month and year-on-year in March 
and reached the highest level in history. Nevertheless, most forecasts call for a gradual 
aggregate slowdown to under 5% growth in 2007, the Ministry of Finance, with its 5.3% 
growth forecast, being a sanguine exception.   
 
February inflation slowed down to 1.5% thanks to a slower-than-expected growth of 
regulated rents. The MF expects 3% inflation next year. This incorporates the proposed 
hike in the lower VAT rate which could raise inflation by up to a percentage point. 
                                             
2 The pre-election spending spree increased state consumption by about 1.5 percent of GDP. 
3 A table providing key economic and labour market indicators is attached at the end of the report. 
4 Surprisingly, the high share of manufacturing and construction on total Czech employment (at 40 percent, 
it is much above the 28 percent EU-25 average), shows signs of further growth. 
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Despite several years of strong growth, the Czech Republic persistently reports high 
public finance deficits, which are driven by steadily growing mandatory expenditures. The 
MF estimates that in absence of reforms mandatory expenditures will exceed total public 
revenues by 2009, leaving no room for any pro-growth government policy. The 
government’s reform package optimistically aims to reach 3.0, 2.6, and 2.3 percent of 
state budget expenditures on GDP during 2008, 2009, and 2010, respectively.  
 
Wage Developments 
 
Year-to-year real (nominal) wage growth measured in the fourth quarter of 2006 stood at 
4.6% (6.2%). Relative to the pace of output and productivity growth, wage growth thus 
continues to be moderate in the Czech Republic and is generally expected to have little 
negative impact on either inflation or the level of competitiveness. One factor that has 
helped to keep Czech wages under control was the presence of foreign workers willing to 
work for very low wages. However, recent wage increases in major manufacturing 
companies signal some upward potential (affecting Guideline No. 22). According to a 
recent poll, a number of large employers, especially car and steel producers, expect wage 
growth above 7% during 2007. The staff of the railway operator Ceske drahy, the 
country's biggest employer with 57,900 workers, will see their wages rise by 5.6 percent.  
 
Recently, one case of collective bargaining received national news coverage: In January, 
the trade union at VW-Skoda, the car producer, which is estimated to account for about 
3% of the Czech GDP and which employs 20,000 workers, asked for a 17% wage rise for 
next two years, much above the company offer of 6% and much above the typical wage-
growth request in the industry. The negotiations were dramatic and culminated with a day-
long strike in late April. The object of negotiation was the pace of pay rise during the next 
two years. Workers’ representatives rejected a proposed salary increase of 13 percent, 
arguing that any rise in wages should also be pegged to inflation and company profits. An 
agreement was reached the day after the strike. The agreement calls for wage growth of 
12.7 percent as of the second quarter of this year and until end of 2008. But the terms of 
the agreement go much beyond wage grid growth and cannot be described here in detail.  
 
This event has been closely watched by other employers and trade unions and may be 
viewed as a coordinating example stimulating more ambitious wage demands in other 
companies and even other industrial sectors.  VW-Skoda, with its record-breaking sales, 
can afford to pay higher wages. However, bottlenecks of qualified workers may combine 
with wage hikes in highly successful companies to push up the general wage level, with 
negative consequences for future foreign investment in the country. Whether the general 
wage level will grow faster in the near future is important because productivity growth 
slowed down during 2006 in most sectors (except manufacturing). 
 
Further clashes are ahead also in the public sector. According to the recently announced 
governmental fiscal saving plan, the pay of public employees should be raised by a 
maximum of 1.5 percent next year, while unions demand 5 to 6 percent. In fact, the 
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government plans to use this cap on wage growth to force some reductions in public 
employment, which would then allow for a faster growth of wages.5  
 
Employment  
 
According to LFS statistics from the 1st quarter of 2007, the Czech employment rate grew 
annually by 0.7 of a percentage point and reached 65.5 percent. The employment rate of 
men grew faster (by 1 point, reaching 74.1%) than that of women (by 0.4 points to 56.9 
percent). This increase seems impressive as it occurs while participation in upper-
secondary and tertiary schooling is rising fast too. However, on closer inspection it 
appears that it stems largely from the fact that two unusually large cohorts (those born in 
the early 1950s and mid 1970s) are currently in their prime employment years. The 
sources of employment growth are changing: While up to 2006, employment growth 
reflected the return to employment of previously inactive workers, following the second 
quarter of 2006, employment grows in large part thanks to the inflow of foreign workers.6 
(It is therefore not fully clear how much active progress the country has really made in 
terms of Guideline No. 17.) 
 
Comparing the current Czech employment rate to the Lisbon goals for 2010 (employment 
rates of 70 and 60 percent in case of men and women, respectively, and employment rate 
of 50 percent for those aged 55-64), it is clear that the Czech Republic is doing 
particularly well in terms of male employment. On the other hand, employment of women 
is below the EU-25 average level, which can be explained by the combination of short 
supply of pre-school facilities with the anti-work parental leave scheme and almost non-
existent provision of part-time jobs. Finally, the Czech Republic will have particularly 
hard time meeting the employment target for older workers, mainly because of its low 
employment rate of women aged 55 to 64 (currently at 32 percent). This is partly due to 
work disincentives introduced by the statutory retirement age, which, for women, 
decreases with the number of children raised. However, any reform of the currently 
unsustainable Czech PAYG pension scheme will have the statutory retirement age grow 
substantially, which should increase the employment rate of older women. 
 
Meanwhile, the incidence of part-time employment remains extraordinarily low in the 
Czech Republic. Compare the 1.6 percent of Czech men and 7.9 percent of Czech women 
on part-time contracts to 6.8 and 31.8 percent in EU-25, respectively (Guideline no. 21). 
 
An important dimension of quality at work (Guideline No. 17) is related to workplace 
safety. The State Labour Inspection Office reports that the number of fatal industrial 
                                             
5 The plan is to cut employment in the public sector by 3 percent annually till 2010. According to figures 
released by the government in early April, the cuts should lead to the dismissal of 6,800 teachers and 2,000 
policemen during the next year. The teacher dismissals correspond to the large decline of pupil cohorts’ size. 
6 There is much room for foreign employment as the total number of foreigners living in the country remains 
under 3% of the total population. 
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accidents declined by 10% in 2006 compared to the previous year. The situation is 
improving in part thanks to the influence of foreign investors.  
 
Foreign investment continued at healthy pace in the recent months. Several large foreign 
firms are in the process of establishing logistic and development centres in the country 
(Oracle, IBM, Honeywell, DHL, GE Money, Red Hat, Accenture).  Given the shortage of 
skilled labour in Prague and the adjacent region of Central Bohemia, some of the new 
establishments are located in Brno or other larger cities. Manufacturing employment is 
also expanding. After seven years in the country, Foxconn is planning to build a second 
factory, which will employ up to 5,000 people to produce flat-screen monitors. 
Construction of the US$1 billion auto assembly factory by Hyunday Motor started in 
Nosovice, a north-east region, in April. 
 
Activity and Unemployment Rates 
 
The improving labour market situation is also reflected in the ILO unemployment rate 
from the first quarter of 2007, which dropped by 1.9 percentage points year-on-year to 
reach 6.1%, the lowest level in eight years. The decline in unemployment has been faster 
for women than for men. The Czech unemployment rate for both genders is now bellow 
the EU-25 average level and well bellow the level found in the neighbouring EU-8 
countries. 
 
However, similar to the growth of the employment rate, there are some caveats involved, 
which suggest that the actual improvement is somewhat smaller than that suggested by the 
aggregate statistic. The largest drop in unemployment was recorded for those aged 20 to 
29—the group that sharply increased its participation in schooling, i.e., reduced labour 
market participation. In fact, the aggregate Czech activity rate decreased by 0.6 of a 
percentage point annually in the 1st quarter of 2007.  
 
There has also been a significant decrease in the number of long-term unemployed, evenly 
spread across all age groups (signalling progress in terms of Guideline No. 19). However, 
their share on all unemployed, at 54.5 percent, is still very high. Regional differentials in 
unemployment rates, an issue stressed several times by EU recommendations (Guideline 
No. 17), are also declining. The lowest and highest regional (NUTS3) unemployment rates 
are 2.8 and 11.3 percent in the capital city of Prague and in Usti nad Labem, respectively. 
 
 
3 Labour Market Policy Developments  
 

3.1.1. Introduction to broad policy and/or institutional changes or plans  
 
There was no major policy action taken during the first 100 days of the new Czech 
government, but the government managed to propose a reform policy package. While in 
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the January report, we reviewed the mosaic of policy plans and intentions as presented in 
the new government’s declaration and various public appearances of new ministers, in this 
report, we review the whole reform package, which was presented in early April. The 
reform is primarily driven by the need to stabilize the budget deficit, which is growing and 
likely to reach four percent of GDP this year. Hence, the Employment Guidelines are 
reflected mainly where they go hand in hand with some saving potential. It is not clear 
whether and in what form will the reform package pass through the parliament.7  
 
The reform package calls for reductions in social and sickness benefits and also affects the 
structure and possibly the level of taxation. The role of indirect taxes, esp. the VAT, is to 
increase. The benefit-level changes go (only) some way towards reversing the pre-election 
spending frenzy.8 More importantly, no social benefits with the exception of pensions, 
should be indexed to the price level, which is expected to facilitate autonomous 
expenditure reductions in the future. The proposed tax changes combined with benefits 
reductions may make work more attractive. A new scheme of parental allowances is to 
increase the rate of re-employment of mothers. We review these specific policy proposals 
below, in sections related to specific Employment Guidelines.  
 
3.1.2. Implementing employment policies aimed at achieving full employment, improving 

quality and productivity at work, and strengthening social and territorial cohesion. 
 
According to the reform package, the corporate income tax rate is to be lowered gradually, 
from the present 24 percent to 19 percent in 2010. This may support job creation and full 
employment. However, employer associations point out, in our view correctly, that the 
reform does not propose a sufficient simplification of the complicated scheme of corporate 
tax exemptions. The government shies away from eliminating exemptions because it fears 
that it would not be able to push such changes through the evenly divided Lower House of 
the parliament. 
 
3.1.3. Attracting and retaining more people in employment, increasing labour supply and 

modernising social protection systems  
 
• Promoting a lifecycle approach to work (Guideline No.18)  
 
A welcome change is proposed in the area of parental allowances. The existing scheme is 
quite generous and has serious adverse impact on the return of mothers to employment. 
The existing system provides unconditional parental benefits for up to 4 years,9 which, 

                                             
7 We note that in addition to the reform agenda proposed by the coalition government, a different reform 
agenda has been proposed by a powerful MP, a member of the leading governmental party (ODS). 
8 For example, the birth allowance is to be lowered from the present 17,760 CZK to 15,000 CZK for a first 
child and to 13,000 CZK for other children, the funeral allowance is to be abolished (with some exceptions). 
9 See our previous report for more details on the parental allowance scheme.  
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together with joint filing of personal income taxes, reduces the incentive to return to work. 
This effect is strengthened by the lack of affordable and accessible childcare facilities. 
There is no rigorous research measuring the disincentive effect, but we expect the long 
duration of parental leaves to act as an inactivity trap.  
 
Hence, we expect the proposed change of the parental allowance scheme to have 
important labour market implications. According to the proposal, parental allowance will 
depend on for how long the mother or father decides to stay at home with their child. If 
one of the parents takes a two-year leave, s/he will get 11,400 crowns per month. If, on the 
other hand, s/he opts for three years, the monthly allowance will be only 7,600 crowns. 
Finally, if the parent decides to stay home with the child for four years, s/he will get 7,600 
crowns per month until one and a half years of age of the child, and then 3,800 crowns per 
month.  
 
• Ensuring inclusive labour markets, enhancing work attractiveness, and making 
work pay for jobseekers, including disadvantaged and inactive people (Guideline No.19)  
 
The reduction in expenditures is to affect sickness benefits as well. As of the next year, no 
sickness benefits are to be paid for the first three day of illness, which is supposed to help 
reduce the internationally high level of sickness benefits use in the Czech Republic.  
 
Numerous changes of direct taxes are envisioned. The marginal personal income tax (PIT) 
rate, which now ranges between 12 and 32 percent depending on the level of income, is to 
be replaced by a flat tax of 15 percent. However, this may not lead to much decrease of 
total PIT revenue because this new flat rate is to be applied to the so-called “super gross 
pay” that includes the social and health insurance contributions paid by not only the 
employee, but also the employer. Currently, PIT applies to the gross wage net of 
employers’ and employees’ social contributions. 
 
Tax rate changes shall be accompanied by markedly higher tax deductions. The present 
annual deduction of 7,200 crowns is to increase three times to 24,840 crowns. Tax 
deductions per child and spouse without income are to be raised too. The introduction of 
the flat rate is also to eliminate the joint taxation of spouses, which was introduced two 
years ago and which lowered total taxation of married couples but created work 
disincentives for women.  
 
To compensate for the loss of tax income from PIT, the reform calls for higher indirect 
taxes, primarily through increased lower VAT rate from 5 to 9 percent. The basic VAT 
rate will remain at 19 percent. If the proposed changes make it through the complicated 
legislative process, tax changes will be put into effect in 2008. The Chamber of Deputies 
could start discussing the package of reforms in June.  
 
On their tripartite meeting in early May, representatives of the Czech government, trade 
unions and employers disagreed on the form of and steps to be taken within the planned 
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government reform of the tax and welfare systems. Trade unions particularly oppose the 
reduction of sickness benefits and expect that the fall in tax revenue from high-income 
groups will eventually have to be compensated by further cuts into welfare and other 
benefits. Employers, on the other hand, call for reductions in social contribution rates.  
 
The government’s presentation of the reforms as well as the public policy discussion so 
far centre on various alternative static evaluations of which type of a “typical” family is to 
gain or lose from the reform and how much. Redistributive issues of tax-welfare changes 
are the major issues debated. Unfortunately, there is very little discussion of how the 
reform will affect behaviour and work incentives. Some of the evaluations suggest that the 
general level of tax progression may not change as much as would appear from the fact 
that the country is to switch to a flat tax rate. There is almost complete lack of evaluation 
of the work incentive effects of reforms (calculations of marginal effective tax rates or net 
replacement rates), which makes it difficult to assess the effect of reforms on the degree of 
inclusiveness or making work pay or flexibility. According to the preliminary analysis of 
the MF (see references), the changes ought to make inactivity less attractive. 
 
The MoL also informed that it plans to propose stricter conditions for the collection of 
unemployment and welfare benefits. In particular, unemployed are to be required to 
participate in retraining courses or public works. While we applaud such intent, the details 
(and the funding) of the plan are not known yet. 
 
While these new plans are being debated, there is very little evaluation of the welfare 
system changes introduced by the previous Social Democratic government. These changes 
were put into effect in January 2007; they were supposed to make work pay, activate long-
term unemployed and shift some of the activation responsibility from the central labour 
market administration to municipalities. On the surface, it is plausible that the reforms 
have helped because unemployment is declining relatively fast and the number of 
recipients of subsistence and housing benefits has decreased as well. However, according 
to a recent anecdotal analysis by Aktualne.cz, the reason why the number of housing 
benefit recipients is on the decline is formulaic: the basic social benefits level has 
increased such that most unemployed no longer quality for the housing subsidy, which is 
intended to help those who fall below a specified (minimum subsistence) income level.  
 

• Improving the matching of labour market needs (Guideline No.20)  
 
A new bi-annual report of the ESA at the MoL (see references) reports on numerous EU 
funded operational programs launched during 2006 and focused on human resources, 
flexibility and employment services.  The high number of these programs, their short 
existence thus far, and the lack of information provided by official MoL report do not 
allow even for a preliminary assessment of their effects. The ESA report provides 
information only on the level of spending and the number of participants, but no 
evaluation appears to exist of the net causal impact of these programs. Even the degree of 
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targeting of various programs is difficult to evaluate given the structure of statistics 
provided. This lack of cost/benefit analysis is shared by the available reporting on the 
scheme of investment incentives in regions affected by high unemployment. 
 
As we argued several times in our previous reports, a higher inflow of skilled foreign 
workers is needed to match the needs of the Czech labour market. It is therefore welcome 
that the Czech Republic opened its labour market to Bulgarian and Romanian workers. 
Unfortunately, based on the first available statistics, it appears that there is almost no 
interest on the part of well-educated Bulgarians or Romanians to move to the Czech 
Republic. As we documented in the previous reports, the last Czech government has done 
little to attract skilled foreign labour. Hence, it is very important that the Czech Ministry 
of Industry and Trade announced its intention to launch a system of green cards for 
foreigners in 2008. Unfortunately, the first unveiled details of the scheme suggest that it 
may still be unduly restrictive and thus inefficient, similarly to the existing schemes.  
 
Increasing the very low territorial mobility of Czech labour force must be part of any 
attempt to improve the matching of labour market needs. The Minister for Regional 
Development recently proposed that the negative effect of regulated rents on mobility be 
eliminated by allowing landlords to end all current regulated rental agreements, provided 
that a two-year advance period precedes any such contract termination. This would 
eliminate rent control by 2010. It is not clear whether this proposal will enter the 
legislative process. 
 
3.1.4. Improving adaptability of workers and enterprises 
 
• Promoting flexibility combined with employment security and reducing labour 
market segmentation, having due regard to the role of the social partners (Guideline 
No.21)  
 
The new Labour Code proposed by the previous Social Democratic government in close 
cooperation with trade unions became effective in January 2007.10 The Code boasted an 
increase of job flexibility stemming from the introduction of work hour accounts. 
However, based on the experience so far, it is not clear that these accounts will be used. 
They are likely to be opposed by both employers and employees. First, they ask the 
employer to guarantee the so-called “stable pay” at the level of 80% of the average pay 
during the previous 12 months. The “stable pay” level is to be covered even if there is no 
work. Second, the accounts would also lead to an elimination of overtime pay, which may 
be opposed by employees. This is important because even a small group of employees can 
veto the introduction of the account. 
 

                                             
10 A detailed review of the disputed parts of the new Code was provided in our 2006 reports. 
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 • Ensuring employment-friendly labour cost developments and wage setting 
mechanisms (Guideline No.22) 
 
The reform package is likely to include the introduction of caps on social insurance 
contributions (the Czech Republic is the last EU country without such ceilings), which 
will lower labour costs for highly productive workers and may increase foreign investment 
supporting creation of highly skilled jobs. Of course, any such effect is likely to be offset 
by lack of highly skilled labour (see our discussion of Guidelines No. 23 and 20).  
 
3.1.5. Increasing investment in human capital through better education and skills 
 
• Expanding and improving investment in human capital (Guideline No.23)  
 
The Ministry of schooling informed that it began preparing a much needed reform of 
Czech public tertiary education. The intentions of the reform are to be described by a 
White Book, which is expected to be finalized in 2008; the legal changes should follow so 
that the reform could be put in place around 2009 or 2010. The existing tertiary system is 
being criticised by many (the most comprehensive criticism is provided by the recent 
Review published by the OECD in 2006) for its poor system of governance, weak focus 
on quality, high selectivity of students based on social background, low diversification, 
inappropriate vertical and horizontal structure of studies offered, and poor performance in 
numerous scientific fields. 
 
A shortage of qualified teachers of foreign languages, English in particular, remains to be 
a serious problem at the primary and secondary education level. It is therefore not 
surprising that Czech students score low in evaluations of command of foreign languages.  
Despite continuous pay increases in recent years — this year, elementary-school teachers 
are getting a 5 percent raise — the base salary of a freshly minted teacher still remains at 
about 2/3 of the average wage in the economy, while that of a teacher with at least 32 
years of teaching experience hovers slightly above the average wage. This is hardly 
enough to compete with the private sector, which offers pay premiums for active English 
speakers. It is unfortunate that political considerations prevent the wage rates of English 
language teachers to diverge significantly from the pay level of other teachers.  
 
Unfortunately, due to the government’s attempts to reduce fiscal deficits, it seems that 
expenditures on schooling will grow notably slower than expected. There is even a plan 
for reducing growing expenditures on research, which flies in the face of the government’s 
declaration. 
 
• Adapting education and training systems in response to new competence 
requirements (Guideline No.24)  
 
The government finally agreed to postpone the implementation of state Maturita exams. 
More details about these exams can be found in our previous report. 
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Report against the Assessment of Implementation Reports  
 
In this section we reflect the Commission's Assessment of the Czech National Reform 
Programme and discuss issues against which the Commission would like to see progress 
in the Czech Republic. The information comes mainly from the January declaration11  of 
the newly formed government and its reformed package outline12 introduced in April.  
 
Issues/Recommendations identified in 
country chapters in Annual Progress 
Report 

Comments by expert of developments 
and/or progress at national level 

Issue 22: Improving the long-term sustainability of 
public finances 

Comment: Fiscal reforms do indeed form the core of 
the new government’s agenda. The importance and 
fiscal consequences of a pension reform, new 
(un)employment policies, and of a tax/welfare 
scheme modernisation are clearly spelled out. The 
new government considers a reform of the 
institutional structure of expenditures to be critical; a 
tax reform is important as well, but less critical. The 
government plans to slow down the growing share of 
mandatory expenditures on the state budget This 
share has been increasing for a long time and 
increased especially in 2007 due to a pre-election 
spending spree.  
 
Taxation is to be overhauled, based on a uniform flat 
personal income tax rate. At this moment, it is still 
not possible to discuss the possible impact of future 
changes in direct taxes on work incentives because 
reform details are yet to be set (deductibles, the 
extent of tax-credits, etc).  

Recommendation 17: Reforms already adopted 
to prevent the abuse of sickness benefits now require 
implementation. 
 
 
An important range of measures has been taken to 
make work pay, including a tax reduction for low-
wage earners, adjustments to the two bottom tax 
brackets of personal income tax, increases in the 
minimum wage and a reform of the social benefits 
system to encourage activation. The effect of the 
resulting incentives should be carefully monitored. 
 
Modernisation of public employment services is 
advancing slowly. Active labour market policies are 
underfunded. 

Comment: Introduction of reforms in sickness 
insurance scheme has been postponed until 2008 and 
2009. A new proposal is to eliminate sickness 
benefits during the first three days of sickness. 
 
No monitoring effort has been introduced yet. No 
rigorous analysis of these issues is available. 
 
 
 
 
 
 
The MoL internally debates both a strategy for 
modernisation of public employment services and 
funding priorities for employment policies.  

                                             
11 http://www.vlada.cz/scripts/detail.php?id=20780  
12 http://www.vlada.cz/assets/cs/tiskove/cinnostvlady/Reforma_verejnych_financi.pdf   
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Recommendation 24: Take steps to implement 
pension reform. 

Comment: According to the government 
declaration, the first stage of a pension reform is to 
consist of parameter changes of the current PAYG 
system, including increasing the statutory retirement 
age to 65 years. The second stage is to be partly 
based on voluntary saving programmes.  No policy 
action has been taken to-date. 

Recommendation 18 and 22: An integrated 
"flexicurity" approach should therefore underpin 
further reform, which needs to be implemented, in 
cooperation with social partners and without 
hampering the impact of measures to make work pay 
and promote geographical mobility. Modernize 
employment protection including tax and benefit 
systems. 
 
More efforts are required to respond to the key 
challenge of improving labour market flexibility. 
 

Comment: Details on the degree of flexicurity of 
the existing system and on prospects for future 
flexicurity improvements can be found in the 
Autumn Review for the Czech Republic. The overall 
conclusion of the report is that the principles of 
flexicurity have been largely neglected in policy 
formulation up to now. 
 
According to the new government declaration, the 
welfare system is to be made more targeted, 
effective and transparent. The government plans to 
consider conditioning welfare support on 
participation in retraining or public works. 

Recommendations 19 and 22: Improve education 
and training systems. To increase investment in 
human capital, particular priority is given to the 
ongoing reform of curricula for primary and 
secondary education. 
 
Improve pathways between secondary and tertiary 
education, including vocational training, and to 
provide a wider access to general courses in order to 
better cope with changing skill demands. 
 
The new law on the verification and recognition of 
further education (entry into force in 2007) and the 
National System of Qualifications are welcome. 
They should be complemented by a comprehensive 
strategy to increase access to lifelong learning. 
Particular emphasis should be placed on the low 
skilled and older workers and on increasing 
incentives for individuals and employers to invest in 
training, and on developing learning institutions. 

Comment: The reform of curricula for primary and 
secondary education is an ongoing process entirely 
in hands of individual schools, affected only by 
regional school administrators. The Ministry made 
clear that it will provide assistance rather than force 
help to schools lagging behind. 
 
The government plans to create conditions for 
improving access to and diversity of tertiary 
education. It plans to lower the barriers in access to 
university education for students from disadvantaged 
families and allow for more private funding of 
tertiary education. Work on a White Book of tertiary 
education reform has started.   
 
Fiscal stabilisations in 2007 will probably allow only 
modest growth of spendings on schooling. 
 
We do not think work started on a comprehensive 
strategy to increase access to lifelong learning 

Recommendations 25:  
Introducing entrepreneurship education into the 
curricula; better integrating disadvantaged groups 
into the labour market; reducing regional 
employment disparities; reconciling work and family 
life; tackling the gender pay gap and implementing 
the active ageing strategy. 

 
Comment: According to general statements in the 
government’s declaration, all of these issues are 
going to be tackled by the new government. Some of 
these issues are being address already, if only 
indirectly, by the proposed reform package.  

Other issues Commission’s assessment omits a very important 
issue, which we have stressed repeatedly. There is so 
far almost complete lack of policy impact evaluation 
and program cost-benefit analyses in the Czech 
Republic and there is also little effort to change this. 
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4 Recent labour market reports, surveys and other 
documentation 

MoL - ESA 
Bi-annual reports [Analysis of employment and unemployment for 2006], Analýza vývoje 
zaměstnanosti a nezaměstnanosti za rok 2006. 
http://portal.mpsv.cz/sz/politikazamest/trh_prace 
http://portal.mpsv.cz/sz/politikazamest/trh_prace/rok2006 
 
Regular MoL - ESA monthly and quarterly press briefs on registered unemployment.  
http://www.mpsv.cz/clanek.php?lg=1&id=32 
 
News on minimum wage - minimální mzda 
http://www.mpsv.cz/cs/3316 
 
CSO (Czech Statistical Office) 
 
Time series: http://www.czso.cz/csu/redakce.nsf/i/casove_rady 
Latest indicators: http://www.czso.cz/csu/csu.nsf/aktualniinformace 
Quick Information: http://www.czso.cz/csu/csu.nsf/archivri?openform 
Labour and Social Stats: http://www.czso.cz/csu/edicniplan.nsf/aktual/ep-3 
Analysis & Comments: http://www.czso.cz/csu/redakce.nsf/i/analyzy_csu 
 
Časové řady: Mzdy [Time series: wages] 
http://www.czso.cz/csu/csu.nsf/informace/cpmz08300505.doc 
 
Časové řady: Konjukturální průzkum [Time series: confidence indicators] 
http://www.czso.cz/csu/redakce.nsf/i/kpr_cr  
 
Development of economic activity of the population in the 1st quarter of 2007 [Vývoj 
ekonomické aktivity obyvatelstva v 1. čtvrtletí 2007] 
http://www.czso.cz/csu/csu.nsf/ainformace/72D00039F843 
 
Short thematic analysis: Labour market and unemployment during 1993-2006 [Krátká 
tematická analýza: Trh práce a nezaměstnanost v letech 1993 až 2006]  
http://www.czso.cz/csu/csu.nsf/ainformace/72C6003FDEE1 
 
RILSA (Research Institute for Labour and Social Affairs at the MOL) 
All reports and studies available at http://www.vupsv.cz/zpravy.htm 
 
Socio-economic position of self-employed in the society [Sociálně ekonomické postavení 
osob samostatně výdělečně činných ve společnosti]. Průša, L. et al. 

Czech and Slovak comparisson of income and social insurance contributions imposed on 
earnings. [Komparace zatížení pracovních příjmů reprezentativních typů domácností  
zaměstnanců v České a Slovenské republice osobní důchodovou daní a příspěvky na 
sociální zabezpečení.] Prušvic, D. and Přibyl, J.  
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NÚOV http://www.nuov.cz/ 
 
Pohled absolventů odborných škol na volbu oboru vzdělání, připravenost a uplatnění v 
praxi Srovnání situace absolventů SOU, SOŠ a VOŠ]. Trhlíková, J. 
 
Miscellaneous 
 
New [Inflation Report] Zprávy o inflaci. Czech National Bank.  
http://www.cnb.cz/www.cnb.cz/cz/menova_politika/zpravy_o_inflaci/zoi_2007_leden.htm
l 
 
[Macroeconomic forecasts for the Czech Republic, April 2007] Makroekonomická 
predikce České republiky, leden 2007.] Ministry of Finance.  
http://www.mfcr.cz/cps/rde/xchg/mfcr/hs.xsl/makro_pre_30022.html 
http://www.mfcr.cz/cps/rde/xbcr/mfcr/MakroPre_2007Q2_komplet_pdf.pdf 
 
Czech Republic in Global and Knowledge Based Economy: Developmental Trends and 
Political Implications. [Česká republika v globalizované a znalostně založené ekonomice: 
vývojové trendy a politické implikace. Kadeřábková, A. (ed.) 
http://www.mfcr.cz/cps/rde/xbcr/mfcr/Studie_Ceska_republika_globalizace_200612pdf.p
df 
 
Analysis of concequences of the public finances reform proposed by coalition parties 
[Analýza dopadů reformy veřejných financí stran ODS-KDU/ČSL-SZ] by the Czech-
Moravian Confederation of Trade Unions 
http://www.cmkos.cz/dokumenty/cMKOS%20a%20reforma.doc 
 
Opinion of the Czech-Moravian Confederation of Trade Unions on the proposed legal 
changes of the labour code. [Stanovisko ČMKOS k návrhu technické novely zákoníku 
práce] 
http://www.cmkos.cz/dokumenty/Stanovisko%20cMKOS%20konecne%20zneni.doc 
 
Governmental report on the progress in the implementation of the Conception of 
integration of foreigners during 2006 and proposal of further steps [Zpráva o realizaci 
Koncepce integrace cizinců v roce 2006 a návrh dalšího postupu] 
http://www.cizinci.cz/files/clanky/423/koncepce.pdf 
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Q1 Q2 Q3 Q4

Note Note

1 Real GDP growth y-to-y [%] 2.6 1.5 3.2 4.7 6.1 6.1i) 5.3 5.6 5.3 5.1 5.2 1

2 Inflation (CPI) y-to-y [%] 4.1 0.6 1 2.8 2.2 1.7 2.8 1.9 1.8 2.4 2.8 2

3 Productivity y-to-y [%] 2.1 1.1 4.3 4.8 4.8 4.7 4.1 n.a. n.a. n.a. n.a. 3

4 Consumer confidence EOP [%] -6.0 -9.0 -21.0 -7.0 -3.2 1.2 n.a. 3.7 n.a. n.a. n.a. 4

5 Unemployment rate (registered) EOP [%] 8.9 9.8 10.3 9.5 8.9 7.6 n.a. 7.3 7,0 6,9 6,9 5

6 Unemployment rate EOP [%] 7.9 7.3 8.2 8.2 7.9 6.6 6.7AVG 5.9 6,1 6,3 6,1 6

7 Employment rate EOP [%] 65.1 65.6 64.5 64.3 65.0 65.5 66.7AVG 65.8 n.a. n.a. n.a. 7

8 Innactivity rate total EOP [%] 29.3 29.2 29.8 29.9 29.5 29.9 n.a. 30.1 n.a. n.a. n.a. 8

9 men EOP [%] 30.5 30.6 31.4 31.4 31.3 31.5 n.a. n.a. n.a. n.a. n.a. 9

10 women EOP [%] 49 48.7 49.3 49.4 48.9 49.7 n.a. n.a. n.a. n.a. n.a. 10

11 ages 15-24 EOP [%] n.a. 59.7 61.7 64.1 65.2 65.7 n.a. n.a. n.a. n.a. n.a. 11

12 ages 25-39 EOP [%] n.a. 14.0 15.2 14.9 14.7 15.7 n.a. n.a. n.a. n.a. n.a. 12

13 ages 40-54 EOP [%] n.a. 9.0 9.4 8.9 8.2 7.6 n.a. n.a. n.a. n.a. n.a. 13

14 ages 55-64 EOP [%] n.a. 56.6 56.0 54.8 52.6 52.9 n.a. n.a. n.a. n.a. n.a. 14

15 Working time EOP [hours/week] 41.5 42.0 42.0 41.9 41.8 41.8 n.a. n.a. n.a. n.a. n.a. 15

16 Registered vacancies EOP [thousands] 52.1 40.7 40.2 51.2 52.2 93.4 n.a. 107.7 n.a. n.a. n.a. 16

17 Days lost through ind. disputes [days] n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 17

18 Real wages y-to-y [%] 103.3 106.4 106.0 103.0 102.3 104.6 104.5 n.a. n.a. n.a. n.a. 18

19 Nominal wages y-to-y [%] 107.7 106.9 106.8 106.2 104.8 106.2 106.7 n.a. n.a. n.a. n.a. 19

Abbreviations used

i)
ii)

2005 2006

y-to-y:   year to year change
2000~100%:  value for year 2000 is the base
Yellow (shadow) background marks forecasts by the Ministry of Finance "Makroekonomická predikce"

Table: Key economic and labour market indicators

EOP  ~ End of the period values
Preliminary
Annual Average

2001 2002 2003 2004

2007

2007

n.a.  Not available yet

 



 18

Source, definition, link

1

2
3

4

5
6
7
8
9
10
11
12
13
14
15
16
17

18
19

Notes on definitions
1
2
3
4
5
6 Population 15-64 years of age
7 Population 15-64 years of age
8 Population 15-64 years of age
9 Population 15+
10 Population 15+
11 Population 15+
12 Population 15+
13 Population 15+
14 Population 15+
15
16
17
18
19

Wage index is expressed as % in given quarter relative the same quarter of the previous year. Full-time worker equivalent.

ESA, Monthly reports, EOP, before year 2004 other methodology used

CSO, http://www.czso.cz/csu/redakce.nsf/i/mira_inflace, Table 2
MFCR http://www.mfcr.cz/cps/rde/xchg/mfcr/hs.xsl/makro_pre.html, Table 2.2.

Forecasts represent wages in firms with 20+ employees and whole non-commercial sector.  Full-time worker equivalent.

Irregulary, figures are being revised  retroactively by the CSO.

Irregulary, figures are being revised retroactively by the CSO.

MFCR http://www.mfcr.cz/cps/rde/xchg/mfcr/hs.xsl/makro_pre.html, Table 3.2.

[Konjunkturální saldo je rozdíl mezi odpověďmi ve variantách růst (+) a pokles (-) vyjádřený v %.]

CSO, http://www.czso.cz/csu/redakce.nsf/i/kpr_cr 
Seasonally adjusted balances of confidence indicators
Consumer confidence indicator is difference between answers growth (+) and decline (-) expressed in %

CSO, http://www2.czso.cz/csu/redakce.nsf/i/cr:_makroekonomicke_udaje
MFCR http://www.mfcr.cz/cps/rde/xchg/mfcr/hs.xsl/makro_pre.html

Wage index is expressed as % in given quarter relative the same quarter of the previous year

not available

CSO. http://www.czso.cz/csu/redakce.nsf/i/pmz_cr
Forecast by MFCR capture non-corporate sector and corporate sector with firms with 20+ employees.p p _ , y p p p
employees.

CSO, LFS, Average weekly hours of work
ESA, Monthly reports

dtto
dtto
dtto
dtto
dtto

CSO. LFS Quarterly Reports, sesonaly adjusted. Forecast by MFCR.
CSO. LFS Quarterly Reports, sesonaly adjusted. Forecast by MFCRy p , y j , p ( p p ) p p y g y
age group 15+.
dtto. Note that specific rates are computed for the population 15+ because rates for population 15-64 years of age are not published.

Macroeconomic productivity=GDP in c.p. per worker

 


