The Eurasia Center

[image: image1.png]


1800 Connecticut Avenue NW

Washington, DC 20009



www.eurasiacenter.org 

Email: Eurasiacenter1@cs.com
[image: image2.jpg]The EURASIA CENTER




                   Czech Republic: Economic Overview
Path to EU Accession:
After becoming a Soviet proxy state following World War II, Soviet troops invaded Czechoslovakia and cracked down violently on anti-Soviet demonstrations.  The Czech Republic became independent from Czechoslovakia on January 1, 1993.  In 1999, it joined NATO and became a member of the European Union in 2004.

Positive Indicators:

· The Czech economy is one of the most developed and organized economies in Eastern and Central Europe; strategic location in the center of Europe, an ideal cost structure and a skilled labor force.

· The Czech Republic was the first post-Soviet country to receive an investment-grade credit rating from an international credit institution.

· Real GDP grew by 4.6% in 2005, and similar growth is expected in 2006.

· IMF shock therapy following the “velvet divorce” that led to the Czech Republic’s independence has resulted in the near complete elimination of government price controls, increased foreign investment, increased domestic production and consumption and a stable exchange rate.

· In order to reduce the national budget deficit, the government passed increased Valued Added Taxes and expanded requirements for social benefits in 2004.

Economic Structure:

· The Czech Republic is one of the more successful of the former Soviet republic in Eastern Europe.  Growth in the past five years has been strongly helped by exports to the Republic’s EU trade partners, particularly the top export destination, Germany, which received 33.5% of Czech exports in 2005.

· The Czech Republic is a recipient of EU development funds totaling $2.6 billion from 2004-6, which will, if effectively used, promote growth of economic output.

Political Considerations:
· The Czech parliament consists of a House of Deputies and a Senate.  The Senate was restored in 1996 after being abolished in 1939.  There are 81 Senators who hold 6-year terms.  One third of Senators are elected every 2 years, on even-numbered years, by majority vote.

· The House of Deputies has 200 members who hold 4-year terms.  The last elections (which are proportional based on party) were in 2002 for the House.

· The respective coalitions of the Czech Social Democratic Party, which has been in rule for the past 8 years and oversaw the Czech Republic’s accession to the EU, and the right of center Civic Democratic Party each won exactly 100 seats in June 2006 parliamentary elections, leading to a stalemate still being worked out.  The chamber has been unable to elect a new speaker, which is the key step in forming a new government.  Expectations that this election would lead to a more stable political atmosphere in the Czech Republic have not been met.

Attractions:

· Tax Relief: Legislation passed in 2004 permits full tax relief for 10 years for new manufacturing companies and partial relief for 10 years for manufacturing companies that are expanding.

· Job Creation Grants:  The government will supply as much as 200,000 Czech koruna per job created by firms in the Czech Republic, depending on the location of the firm.

· Job Training Grants: The government will pay 35% of the cost of training or retraining for employees in districts where the unemployment rate is greater than the national average unemployment rate.

Troubled Spots:

· Budget Deficit: The estimated public debt of the Czech Republic in 2005 was 25.9% of GDP.

· Absortion of EU Funds:  Of the 300 million euro earmarked by the European Union to the Czech Republic in structural assistance funds in 2004, only around 18% has been used as of July 2006, while the remainder must be used before the end of the year.  This failure to make use of the funds may pose problems when more funds are allocated for the next period.
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