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1 Introduction: flexicurity in general 
 
The goal of this review is to provide a basic description of “flexicurity” elements in the institutional 
setup of the Czech labour market. We also review policy debates related to flexicurity and outline the 
ongoing agenda implementing elements of flexicurity on the Czech labour market.  
 
Although we do our best to provide insight on the existing level of flexibility and security built into 
Czech labour market regulation, we hesitate to draw strong conclusions because there is actually very 
little rigorous economic research on this issue in the Czech Republic that we could rely on. Overall, we 
sense that there is only a vague understanding of these issues in the Czech policy debate and, perhaps, a 
general lack of leadership in promoting flexicurity. There is little consensus building on flexicurity. In 
this regard, we find it significant that the word “flexicurity” is not used at all in either the recent 
National Reform Plan or the Analysis of Employment and Unemployment published annually by the 
MoL. The original Employment Plan for 2004-2006 mentions flexibility and security only in passing 
and in general terms.  
 
This is disturbing because the recent developments on the Czech labour market signal a grossly 
insufficient level of flexicurity. Specifically, both the long-term unemployment rate and incidence have 
been steadily increasing for several years in the Czech Republic and they have now reached levels that 
are above those reported for the EU-15 or Hungary and Slovenia, i.e. EU-8 countries with similar 
overall unemployment rates. This increase in Czech labour market segmentation occurs in spite of a 
continuous economic boom and can be attributed to declining outflows from unemployment. Among 
the prime culprits behind insufficient activation of long-term unemployed are low scale and ineffective 
ALMP policies coupled with the work disincentives implied by the Czech tax and benefit system.  
 
What is the flexicurity-related content of recent policy debates on the Czech labour market? We believe 
that the Czech general public continues to see a painful trade-off between security (identified narrowly 
with strong employment protection) and flexibility (identified with low employment protection).  
 
Correspondingly, social partners have starkly opposing views of flexibility. Trade unions generally 
oppose flexibility in employment relations. They fear that enforcement of the Labour Code stipulations 
in the Czech Republic is low and, hence, that higher regulatory flexibility would lead to widespread 
avoidance of standard employment conditions. Under this view, flexibility negatively affects wages as 
well as working conditions and results in “social dumping”. Czech trade unions are now actively 
fighting the use of employment agencies, individual “contracts of services”, certain forms of fixed-term 
or part-time contracts2 or pensioner or student employment, that is forms of employment that are 
sometimes used in place of regular permanent employee contracts and that substantially lower the costs 
of employment on the part of employers. When trade union representatives support promoting “flexible 
forms of employment”, they mean flexible regulations of working hours (working hours accounts, 
compressed work-week, home-based work, balancing family and work responsibility, etc.), but they 
oppose flexibility in hiring and firing and almost any form of employment potentially substituting for 
standard employee contracts.   
 
Employers, on the other hand, have a wider view of flexibility, which covers not only working-hours 
flexibility, but also within-firm mobility in worker assignments, and, most importantly, low-cost 
separations and hiring. 3   
 
Focusing on recent policies, trade unions had a major say in policy formation under the previous 
Social-Democratic government, which worked in close cooperation with personally linked trade 
unions, but showed little regard for preferences of employers. In particular, it enacted the new Labour 
Code (to become effective on January 1 2007) against the overt opposition of employer associations. 
Indeed, top representatives of the Trade Union Chamber often express their view that the stipulations of 
the new Labour Code will protect the existing scale and scope of employee security against the various 
                                                
2 For example, when part-time contracts require full-time output for part-time pay. 
3 Essentially, trade unions (employers) stress internal (external) numerical flexibility, where internal 
numerical flexibility is the difficulty/ease of changing the quantity of labour used in a firm without 
having recourse to either hiring or separations and external numerical flexibility is the difficulty/ease of 
hiring and firing employees and the extent to which fixed-term employment contracts can be used (EU 
2006). 
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“inventive” practices of employers aimed at achieving more flexibility in hiring and separations, such 
as the use of employment agencies for repeatedly hiring temporary workers.4 In contrast to the previous 
government, the current Civic-Democratic temporary government appears to side with employers, but 
has no effective power to carry out any reforms thanks to the stalemate in the Lower Chamber of the 
Czech Parliament.  
 
Finally, we note that the “security” policy discussion in the Czech Republic is mainly concerned with 
employment protection and regulation, but relatively little attention is paid to “security” implied by 
effective activation measures that allow workers who lose their jobs to quickly switch to another 
employment. There is generally little discussion of the different types of ALMP measures and their 
effectiveness; much of ALMP policy discussion is about the total ALMP budget. This stems, in a large 
part, from the lack of useful knowledge about the costs and benefits of various types of programmes. 
On the other hand, life-long learning is becoming an increasingly discussed topic, as reflected in the 
recently enacted State Skill Certification policy (see our previous reports and the next section). 
 
The only research institute which studies flexicurity is RILSA of the Ministry of Labour (MoL), but 
their research is currently in a preliminary stage; they have surveyed the existing international literature 
and described the flexicurity practice in EU member states, while findings on the Czech Republic 
should become available during 2007. 
 
 

2 Description and analysis: the four elements 
 
In this section, we provide a brief assessment of the current situation followed by an overview of recent 
policy changes for each of the four main elements of flexicurity in the Czech Republic. First of all, we 
note that according to Employment in Europe 2006 (EU 2006), the Czech Republic features a lower 
degree of security (similar to other neighbouring new member states) while maintaining an 
intermediate level of labour market tax distortions and employability in the EU-wide comparison.  
 
1st element: Contractual arrangements 
 
Let us first focus on dismissal protection. From among the 18 countries covered by OECD (2004) 
Employment Protection Legislation (EPL) indicators, the Czech Republic ranks third in terms of 
strictness of the conditions for the dismissal of individual employees on regular (permanent) contracts. 
Only Slovakia and Portugal featured stricter individual dismissal rules in 2003. On the other hand, 
Czech Employment Protection Legislation (EPL) is much less strict for temporary contracts and is at an 
intermediate level in an EU-wide comparison when it comes to regulating collective dismissals.  
 
The large discrepancy in Czech EPL between temporary and permanent contracts may be one of the 
reasons for the concerns of trade unions regarding the use of temporary contracts mentioned in the 
previous section; it also implies a high risk of labour market segmentation, where temporary workers 
face a small chance of gaining permanent employment. So far, however, the Czech Republic still 
features a low share of temporary contracts in an EU-wide comparison (EU 2006). This could be due to 
the strong labour demand in recent years and/or the efforts of trade unions to limit the use of temporary 
contracts. Specifically, a recent policy change in this area promoted by trade unions has been the 
introduction, in October 2004, of a maximum cumulative period of two years for which fixed-term 
contracts can be signed. Similarly, the maximum length of employment that can be mediated by a 
labour agency with a single employer has been set at 12 months. 
 
Czech costs of dismissing an employee with a long firm-specific tenure are at an intermediate level in 
an international comparison, but, surprisingly, these costs do not decline with shorter tenure as is 
common in most developed countries. The fact that dismissal conditions are not graded according to 
the duration of employment provides a powerful detriment to hiring new workers when employers face 
high uncertainty in demand for their output. This is particularly important because employment 

                                                
4 Currently, there appears to be insufficient enforcement of the existing regulation of employment 
agencies, which provide dozens of thousands of workers to major employers including shop chains. 
Workers are apparently hired under conditions that may violate the Labour Code. The enforceability of 
Labour Code stipulations (a system of inspections, etc.) is a major agenda for Czech trade unions.  
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durations of less than 10 years (shorter tenures) dominate in the Czech Republic according to the EU 
(2006), which is due in a large part to the massive reallocation of workers during early pro-market 
reforms. Therefore, the majority of current Czech jobs are affected by rather costly dismissal 
protection.5 Next, the World Bank Doing Business indicators suggest that the difficulty and costs of 
hiring in the Czech Republic are also unusually high in the OECD comparison, matched by, for 
example, Portugal.  
 
Unfortunately, these weaknesses of contractual flexibility are not remedied by the new Labour Code, to 
become effective from January 2007. For example, the conditions for the dismissal of employees will 
remain practically unchanged. Although the notice period for redundancy is reduced from three to two 
months,6 severance payment is increased from two to three monthly salaries. In fact, the new Code 
mainly codifies all of the existing amendments and contains little change in the main EPL provisions 
(both in terms of the OECD and the World-Bank indicators).7 Hence, it is likely that the adverse impact 
of individual permanent-contract EPL on job creation and labour market segmentation (long-term 
unemployment) in the Czech Republic will continue to be higher than in other OECD countries except 
for Portugal. This is particularly so as one may expect an improvement in the enforcement of all 
Labour Code stipulations. 
 
Clearly, there are important dimensions of contractual flexibility that are not captured by the EPL 
indices discussed above. Czech trade unions gained substantial influence over industrial relations 
practice under the last two Social Democratic governments. For example, the MoL gained more power 
to extend the coverage of industry-level collective agreements to those firms that are not in employer 
associations and where trade unions do not exist. The new Labour Code further strengthens the trade 
union’s position by stipulating that trade unions can close a plant or prevent overtime work when health 
or worker safety are in danger and that employers can set wage orders only if they are empowered to do 
so by trade unions.8  
 
2nd element: Active labour market policies 
 
The scale and scope of ALMP in the Czech Republic is extraordinarily low; furthermore, it is not 
integrated into comprehensive activation strategies including job search requirements. We doubt that a 
simple expansion of spending on ALMP would lead to large effects given that very little is known 
about the effectiveness and targeting of existing ALMP measures. 
 
According to the EU (2006), the Czech Republic spent about 0.1% of GDP on ALMPs between 1997 
and 2004. The 2006 total budget for active labour market policy of the MoL has increased by 6.2% 
compared to 2005. Spending on passive policies (PLMP) is actually similarly low (mere 0.3% of GDP) 
but it should be noted that the unemployed and their households are eligible for other types of means 
tested and non-means tested welfare benefits, which are not included into the PLMP budget.  
 
The fact that ALMP programmes are not subject to rigorous impact and cost/benefit analysis is slowly 
becoming recognised in policy debates. Recently, initial steps were taken to ensure that at least simple 

                                                
5 These facts are important for interpreting the World Bank Doing Business indicator of firing 
difficulty, which is based on long tenures (20 years of service) and is therefore unjustly favourable for 
the Czech Republic. 
6 Note that this reduces the time that workers have to look for new jobs before becoming jobless. It has 
been argued that the longer advance notification period in Denmark gives employees there enough 
advance time to look for another job or participate in retraining, in effect shortening intervening 
unemployment.  
7 See the Alignment Study of the Czech National Bank (hereafter AS-CNB) for the calculation of the 
OECD indicators and the study of Šmejkal, V. “Podmínky zam�stnávání a konkurenceschopnost”, 
presented at the November 2006 conference of the Czech Economic Society, for an evaluation of the 
Doing Business indices under the new Labour Code and Šmejkal, V. (2006 a,b,c). AS-CNB discusses 
the degree of contractual flexibility in the Czech Republic in the international perspective using 2003 
OECD indicators and focuses on Austria, Germany, Portugal, Slovenia, Poland, Slovakia, Hungary, 
and the Czech Republic. 
8 The new Labour Code is supposedly based on the principle that “what is not forbidden is allowed”, 
but then it explicitly forbids almost all imaginable arrangements outside of its narrow interpretation. 



 6 

descriptive data on the structure and targeting of ALMP becomes available. An empirical study 
providing insight on the efficiency of existing ALMP is expected to be released by the end of 2006. 
 
In summary, there is little ALMP in the Czech Republic, and what there is may provide little 
improvement in employability of the unemployed. Integration of ALMP into activation strategies 
including job search requirements and rigorous testing of programme effects are both required in order 
to justify any increase in ALMP spending. However, such increases are unlikely to occur given the 
rapidly deteriorating fiscal situation of the Czech state. 
 
The only new policies, which are to some extent related to ALMP, are numerous new programmes 
sponsored by various EU funds. (See, e.g., the references made in the last NRP.) The only information 
available on these new programmes is on spending and the number of participants; we are not aware of 
any survey providing information on their actual impact.  
 
3rd element: Life-long learning systems 
 
Participation in life-long learning (LLL) remains at very low levels in the Czech Republic compared to 
EU-15 economies, although it is not dramatically different from that in other new EU member states, 
according to a recent study by the National Observatory (NVF, 2005). Although the participation of 
highly educated Czechs in LLL is close to the EU-25 average, less educated Czechs participate much 
less in comparison to less educated individuals in other EU countries. Finally, low skilled and 
disadvantaged people in the Czech Republic essentially do not participate at all. Similarly, compared to 
most other European countries, the participation of Czech unemployed in LLL is at very low levels, 
which is likely to be the consequence of the limited scope of retraining services offered by the Labour 
Offices (limited ALMP funding), limited provision of LLL possibilities provided by existing network 
of schools, and the fact that the benefit parameters of the Czech welfare system exert little activation 
pressure on the unemployed.  
 
The building of a credible life-long learning system is in early stages of development. A recently 
approved bill intends to facilitate the acquisition of further qualifications and life-long learning. The 
bill, which focuses on certification of skills acquired outside of initial education is supposed to increase 
both the demand for these skills by employers (who will rely on the state certification to recognize 
valuable skills) as well as the demand by workers to improve their skill level. The system of 
certification should be constructed next year and the success of the bill depends on the quality and 
suitability of the system’s implementation.  
 
A closely related phenomenon is the lack of tertiary education on the Czech labour market. The Czech 
Republic features some of the highest secondary school completion rates in the OECD and some of the 
lowest tertiary completion rates. Only about one in ten of Czech adults hold a college diploma and 
there is, therefore, obvious scope for additional tertiary education. Unfortunately, the public tertiary 
education system, which could provide such up-skilling, remains in short supply, despite a sizeable 
growth of the university sector during the last decade. It may be particularly hard for workers outside of 
the few college towns to access Bachelor programmes.  
 
The main positive development in this area therefore comes from the establishment of the so-called 
higher professional schools, which typically provide two years of education leading to various 
specialised diplomas in professional fields. Although a number of these schools could be considered as 
providing tertiary level education, they operate in the framework of secondary schooling and cannot 
award Bachelor degrees. A framework for potential reforms of the tertiary education system has been 
proposed by the recent OECD (2006b) Thematic Review of Tertiary Education in the Czech Republic, 
which is the subject of recent local policy debates.  
 
Thanks to a rapidly shrinking cohort size of students, there is increasing room for substantial expansion 
of LLL activity within the secondary existing school system. However, reforms, which would open up 
the unused secondary-school capacity to LLL, have been slowed down by the uncertain term of the 
current temporary government. Similarly, the share of general curriculum secondary programmes 
remains low in the Czech Republic, which is important for the efficiency and incidence of LLL to the 
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extent that general skills provided by these programmes (e.g., IT literacy and knowledge of languages) 
are an important factor supporting life-long learning.9  
 
 
4th element: Modern social security system  
 
The overall level of labour taxation in the Czech Republic is comparable to that of Poland and was 
traditionally particularly high for low-wage earners.10 In conjunction with the generous level of social 
transfers (welfare benefits) available, such high taxation of low-wage earners makes for a powerful 
welfare trap. Using net replacement rates 11 to measure the extent to which the combination of taxes and 
benefits affects the financial gain from work and thereby the motivation of unemployed or inactive 
persons to enter employment, AS-CNB shows that the incentive to accept employment for short-term 
unemployed in the Czech Republic is similar to that observed in other EU countries. However, the 
financial motivation for seeking jobs among long-term unemployed is weak in the Czech Republic in 
international comparison, especially for low-income families with children. 
 
Are there any policies that would make work pay? A recent positive policy change in this area was the 
reduction of the personal income tax (PIT) rates in the two bottom tax brackets and the introduction of 
child-related tax deductions somewhat reminiscent of the earned income tax credit used in, for example 
the U.S. These changes, effective as of 2006, make work income higher in comparison to welfare 
income and are, therefore, likely to support labour-market participation of low-wage workers. 
Unfortunately, this positive change was thwarted to some degree by the increases in certain types of 
welfare benefits introduced in the 2006 pre-election spending frenzy (see our recent quarterly reports 
for details). A related pro-work policy change from 2004 was to introduce stricter conditions for 
qualifying for unemployment benefits. This may have led to the higher increase in disability pensions 
in high-unemployment areas that was recently recorded.  
 
The modifications to the Czech welfare system, described in our recent quarterly reports and effective 
as of January 2007, were originally expected to increase incentives of unemployed to search for and 
accept jobs. Unfortunately, the parameters of the new system were made more generous than originally 
proposed by the MoL during the legislative process in the parliament in the pre-election months of 
spring of 2006. Simulations performed by AS-CNB suggest that this small-scale welfare reform is 
unlikely lead to a major improvement in incentives; net replacement rates will actually become higher 
for families with children. We note that the reform also shifts some of the activation responsibility (and 
financial motivation for activation) from state-run labour offices to municipalities. It is not clear yet 
how effective the implementation of this part of the new scheme will be in practice.  
 
The previous social democratic governments intended to make work more attractive relative to welfare 
receipts by repeatedly increasing the statutory minimum wages. This strategy brought statutory 
minimum wage floors closer to effective wage floors implied by the level of benefits that a jobless 
family can receive. There is little analysis available providing credible evidence on the actual impact of 
the statutory minimum wage on either low-wage employment or labour market participation. Finally, 
we note that a cap on payroll contributions, a standard measure in most EU countries, is still missing in 
the Czech Republic. 
 

                                                
9 There may also be some long-run positive effect on LLL participation from the 2005 Schooling Act, 
which opened space for more liberal curriculum formation at primary and secondary schools. It is being 
hoped that new curricula will better develop general cognitive skills which are needed for life long-
learning ability and will be less focused on passive adoption of information.  
10 Based on international comparisons, Czech tax revenues rely too much on direct labour taxation and 
the corresponding tax wedge (taxes including social and health insurance contributions) is relatively 
high. According to the OECD (2006a), the net total “tax” position (i.e. the personal income tax and 
payroll contributions minus the received support and benefits) of a single childless employee in the 
Czech Republic was the ninth highest in the OECD in 2005. 
11 Net replacement rates (NRRs) measure the extent to which the combination of taxes and benefits 
affects the financial gains from work and thereby the motivation of unemployed or inactive persons to 
enter employment. The indicator is defined as the ratio of net household income when the person under 
consideration is jobless to that when the same person has a job. 
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A recently approved pro-flexibility policy, whose introduction is likely to be delayed until 2008, is the 
change in the sickness insurance scheme aimed at shifting monitoring and incentive-setting agenda of 
short-term illnesses from state to employers.12 The new legislation puts the financial responsibility 
where the ability to monitor and prevent short-term sickness is – at the workplace and is therefore 
expected to reduce the widespread misuse of the generous sick-leave benefit system by workers as well 
as firms.  
 
High performance workplace practices (HPWP) 
 
We believe that only the Czech Society for Human Resources Development (http://www.lidske-
zdroje.org/) is active in promoting HPWP, but there is little no national-level campaign. 
 
 
3 Governance: partnership and funding  
 
As of mid December 2006, that is more than 6 months after the parliamentary election date, the Czech 
Republic still has no viable government and the chances of a pro-reform government are slim, as is the 
prospect of holding early elections in the foreseeable future. Most of the high-spending policies 
adopted during the pre-election months survived the recent debates and will become effective as of 
next calendar year. The approved government budget for next year therefore calls for a record-tying 
deficit of CZK 100 billion.  
 
This political stalemate results not only in policy inaction but also in a lack of policy planning. The 
Social Democratic party continues to support high-redistribution policies and uses the recent robust 
economic growth as an excuse for the lack of welfare and pension reforms. The Civic Democratic 
Party, which won the summer elections, does have plans for reforms, including a flat-tax regime, but 
these reforms do not appear realistic given the distribution of seats in the parliament. There is next to 
no consensus building on overdue fiscal and other reforms and little cooperation between trade unions 
and employers. In this context, flexicurity is a potentially very useful concept. We believe that the 
notion of flexicurity could provide a framework for consensus building between the opposing Social 
and Civic Democrats. It ought to be introduced into policy debates by social partners. So far, there has 
been little use of the concept in policy debates. 
 
During 2006 several isolated and usually small-scale pilot projects funded by ESF and aimed at 
improving employability of workers were launched. Several of them are discussed in the NRP. One 
project worth mentioning is that the MoL, in a partnership with the Chamber of Commerce, launched a 
pilot project of employment services support, which is to be parallel to the existing district labour 
offices. The project is run within the Operational Programme Human Resources Development. It is not 
clear to us why the funds are not spent on the under-staffed Labour Offices themselves.  
 
4 Conclusions 
 
What are the key challenges for the Czech Republic with respect to the current flexicurity situation? 
The first challenge is to find a leader who would introduce flexicurity as a major issue of national 
policy debates. Employer associations in particular could fill this role. The most pressing specific 
policy challenge concern the Czech Republic’s complicated and generous welfare system, which 
provides very little activation pressure as well as activation support for unemployed workers.  
 
Given the political stalemate and the starkly opposing views of the two major political parties (as well 
as social partners), it is particularly hard in the case of the Czech Republic to ask about policy 
strategies that would have the best chances of success. We believe that the notion of flexicurity could 
actually provide a common ground for negotiating a much needed consensus for major reforms in the 
country, which is currently divided 50:50 between a high-protection high-redistribution policy 
programme and its polar opposite.  
 
                                                
12 The responsibility for sick-leave benefits during the first 14 calendar days of sickness is to be 
transferred from state to employers, who, in return, see their relevant payroll contribution rate 
decreased by almost 2 percentage points. 
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It may be particularly hard to formulate sweeping reforms of the tax and benefit system or to lower 
dismissal protection for short-tenure workers. On the other hand, we believe that useful progress can be 
made on several technical fronts even if broad political consensus is not achieved:  
(i) there is clear need to introduce thorough impact analyses of the existing ALMP programmes 

in order to evaluate the possibility of their re-design and the potential for spending increases;  
(ii) there is potential for integrating the administration of welfare and unemployment services, 

which would allow the use of ALMP-participation requirements in activation strategies; 
(iii) there is clear potential for agreeing on how to use the excess capacity of the secondary 

schooling system for expanding LLL and there could also be some progress made in 
reforming the tertiary sector, even though the latter issue is clearly more contentious. 
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5 Statistical tables 
 
 
Employing Workers Indicators 

Region or 
Economy

Difficulty of 
Hiring 
Index

Rigidity of 
Hours 
Index

Difficulty of 
Firing 
Index

Rigidity of 
Employme

nt Index

Hiring cost 
(% of 

salary)

Firing 
costs 

(weeks of 
wages)

Czech Republic 33 20 30 28 35 22
Hungary 11 80 10 34 35 35
Poland 0 60 40 33 21 13
Slovakia 17 60 40 39 35 13
Portugal 33 60 60 51 24 99
Austria 11 60 40 37 31 56
Germany 33 60 40 44 19 69
United Kingdom 11 20 10 14 11 22
Denmark 0 40 10 17 1 10
OECD 27 45 27 33 21 31

Indicators:
* difficulty of hiring a new worker (Difficulty of Hiring Index), 
* restrictions on expanding or contracting the number of working hours (Rigidity of Hours Index), 
* difficulty and expense of dismissing a redundant worker (Difficulty of Firing), 
an average of the three indices (Rigidity of Employment Index), and 
* cost of a redundant worker, expressed in weeks of wages (Firing Costs). 
Higher values in the table indicate more rigid regulations. 

From http://www.doingbusiness.org/ExploreTopics/EmployingWorkers/
Employing Workers
This topic measures the flexibility of labor regulations. It examines the difficulty of hiring a new worker, rigidity of rules on 
expanding or contracting working hours, the non-salary costs of hiring a worker, and the difficulties and costs involved in 
dismissing a redundant worker. 
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