
1 

 

 

 

 
 
 
 
 
ANALYSIS OF THE IMPACT OF THE ECONOMIC CRISIS 
ON THE IMPLEMENTATION OF STRUCTURAL FUNDS 
AND THE COHESION FUND IN THE CZECH REPUBLIC 

 

 
 

DECEMBER 2013 
 

 
 

 

 

 

 

 

 

  



2 

 

Content 

1 MACRO LEVEL ......................................................................................................................................... 3 

1.1 KEY FACTS ABOUT THE FINANCIAL CRISIS AND ITS ASPECTS ...................................................................................... 3 
1.1.1 General introduction ........................................................................................................................................ 3 
1.1.2 Global crisis in the world .................................................................................................................................. 4 
1.1.3 Impacts of the global crisis on the Czech Republic ........................................................................................... 5 

1.2 IMPACTS OF THE ECONOMIC CRISIS ON EACH LEVEL OF THE CZECH ECONOMY AND IDENTIFICATION OF THEIR MUTUAL 

RELATIONS ............................................................................................................................................................. 9 
1.3 IMPACT OF IMPLEMENTED FISCAL MEASURES AT THE MACRO-ECONOMIC LEVEL ON THE ECONOMIC CRISIS ..................... 13 
1.4 ECONOMIC CRISIS AS FORCE MAJEURE ............................................................................................................. 17 

1.4.1 Export orientation of the Czech economy ...................................................................................................... 17 
1.4.2 Foreign direct investment (FDI) ...................................................................................................................... 19 
1.4.3 High share of industrial value added in GDP .................................................................................................. 21 
1.4.4 Low research and development (R&D) expenditures ..................................................................................... 23 

1.5 ASSESSMENT OF THE LONGER-TERM IMPACTS OF THE ECONOMIC CRISIS .................................................................. 24 

2 MESO AND MICRO LEVEL ...................................................................................................................... 27 

2.1 IMPACT OF ECONOMIC CRISIS ON THE PRIVATE SPHERE IN THE CZECH REPUBLIC ........................................................ 27 
2.1.1 Impact of economic crisis on performance and credit financing .................................................................... 27 
2.1.2 Impact of economic crisis on research and development (R&D) sector ......................................................... 33 
2.1.3 Impact of economic crisis on innovation ........................................................................................................ 33 

2.2 IMPACT OF ECONOMIC CRISIS ON THE PUBLIC SECTOR .......................................................................................... 35 
2.3 IMPACTS OF ECONOMIC CRISIS ON FINANCIAL DRAWING FROM EUROPEAN FUNDS ..................................................... 37 

2.3.1 Key numbers ................................................................................................................................................... 37 
2.3.2 Project cancellation ........................................................................................................................................ 38 
2.3.3 Impacts on particular operational programmes ............................................................................................ 40 

2.4 FISCAL MEASURES ON MESO AND MICRO LEVELS ................................................................................................. 43 
2.5 CONCLUSION .............................................................................................................................................. 44 

SOURCES ........................................................................................................................................................ 46 

ABBREVIATIONS ............................................................................................................................................. 49 

  



3 

 

1 Macro level 

1.1 Key facts about the financial crisis and its aspects 

This chapter summarizes the key features of the global economic crisis and its impacts 
on the functioning of the Czech economy, which will be used in subsequent 
argumentation.   

1.1.1 General introduction 

Crises and macroeconomic cycles are an integral part of the development of any economy. When 
looking into the economic history it can be stated that although the form of crisis may change, its 
causes are rather similar (overheating of the economy, which occurs through price bubbles in 
various markets, supported by excess liquidity and high credit growth and underestimation of 
risks). The causes of the global crisis, the beginning of which dates back to the fall of the 
investment bank Lehman Brothers in September 2008, can be divided into three basic groups: 

• Microeconomic effects (weak regulation and supervision, poor risk management of banks 
and misaligned incentives of managers); 

• Macroeconomic effects (international imbalances, low interest rates); 
• Psychological effects (herd behaviour of investors). 

As a result of the above, short-term "risk" profits and bubbles arose in asset markets such as the 
mortgages, shares and financial derivatives markets. As early as 2007, massive defaults began on 
sub-prime mortgages in the U.S., which later led to instability in the U.S. financial sector. The 
problems in this sector started with the fall of Lehman Brothers and later spread throughout the 
world. This global contagion resulted in takeovers of banks by particular states, bankruptcies of 
banks, the end of the era of investment banking, increased deposit insurance and a general 
increase in moral hazard (Černohorský and Teplý, 2011). The expansive behaviour of many 
governments, central, investment and commercial banks in previous years ("cheap money 
without any awareness of future risks inflating the demand") has now been substantially corrected 
through "creative destruction" of the system (Schumpeter, 1942), which is when more and more 
bubbles in market imbalances, resulting from large excesses of demand, burst in quick succession. 

The impacts of the global crisis can be divided into two main categories which influence each 
other: macroeconomic impacts (in particular the impacts on gross domestic product (GDP), 
inflation, unemployment and repayment of loans) and microeconomic impacts (e.g. the impacts 
on particular risk groups and fields of economy, as shown in the following picture). 

Picture 1: Macroeconomic and microeconomic impacts of the economic crisis 

 
Source: EEIP (2010) 
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1.1.2 Global crisis in the world 

Despite the fact that the major problems began to appear in the U.S. in early 2008, as early as 
2002, the U.S. found themselves in macroeconomic imbalance and thus the crisis originated de 
facto in this period (becoming evident as external imbalance with increasing foreign trade deficit 
or internal imbalance resulting in abnormal growth of consumption and increased household and 
public sector indebtedness).  

The crisis manifested itself at first in the U.S.; Europe still (in autumn 2008) lived in the belief 
that the impact on the European economy would be merely short-term fluctuation. Nevertheless, 
the opposite was true and the current Eurozone crisis is proof of that, because it emerged that 
the long-term Eurozone problem is its economic heterogeneity and the different level of 
competitiveness in the northern wing (Germany, Netherlands, Austria and the Scandinavian 
countries ) in comparison with the southern wing (sometimes called the PIGS countries - 
Portugal, Italy, Greece and Spain). 

The common feature of the crisis solution was the massive intervention of governments around 
the world in the financial sector as well as in the real economy. However, they failed to avert the 
economic downturn in 2009 in many developed countries. Figure 1 not only illustrates the 
aforementioned economic downturn, but also shows a high correlation between the trend in 
economic output measured by the gross domestic product (GDP) of the Czech Republic and 
Germany (or EU countries). This connection with the EU as the primary trading partner stems 
from the position of the Czech Republic (CZ) as a small export-oriented economy. 

Figure 1: Dynamics of the GDP development in the CZ  and other selected countries in 2007-
2013 

 
Source: Ministry of Finance of the Czech Republic (MF CR) (2013) for 2007-2012, EEIP estimates for 2013 

The decline in GDP has, among others things, resulted in lower sales for firms, which usually 
reduces their realized investments. Low financial performance of firms can in extreme cases 
result in restructuring or bankruptcy of the company, which is usually associated with layoffs and 
higher unemployment. Figure 2 illustrates the macroeconomic and microeconomic impacts of the 
decline in GDP for companies and different population groups. 
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Figure 2: Impacts of the GDP decline on firms and p opulation 

 
Source: EEIP 

 

1.1.3 Impacts of the global crisis on the Czech Republic 

Features and specifics of the Czech economic crisis: 

1. Although at the beginning, according to expectations, the development of GDP growth 
should follow the V-shape curve, the recession eventually reached two bottoms (W-shape 
curve of GDP growth - see Figure 3). 

2. The onset of the second recession was much slower – in the first quarter of 2011 moderate 
growth was still expected. 

3. The recession in 2009 was caused by an external demand shock, while in 2011 and onwards 
export decelerated the economic downturn. 

4. In 2009, domestic demand slowed down the economic decline; during the second recession it 
was its main cause. 

5. The second recession came very soon after the previous downturn, which meant that a 
number of firms and households entered it with lower financial reserves. The accentuated 
role of debt in the previous financial crisis and permanent uncertainty regarding an acceptable 
resolution of Europe's problems as well as future development of economic policy meant 
that private demand would probably, even in the case of positive signals, react very carefully. 

6. As we have mentioned, the Czech economy is part of a global chain and was therefore 
dependent on the performance of its trading partners in the EU. 

7. The Czech government, like the governments in other EU countries, implemented fiscal 
stimulus packages to support the economy. Nevertheless, the support was insufficient and 
GDP declined by 4.7 % in 2009. But there was one major difference – neither the 
government nor the Czech National Bank have to support or rescue Czech banks, which 
proved highly robust during the crisis, mainly due to their high liquidity, capital reserves and 
the low share of investment in toxic assets (e.g. derivatives backed by mortgage-backed 
securities and collateralized debt obligations). 

8. In 2009, the Czech Republic ranked among the best performers, i.e. after Poland it was the 
country second least affected by the recession in Central and Eastern Europe. During the 
second recession it was the other way around – Czech GDP estimates showed worse results 
than in countries, which faced a similar or even greater degree of external uncertainty. 
(Semerák (2012)) 
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Figure 3: Real GDP growth in the CZ (%) 

 
Source: EEIP according to MF CR and CNB 

 

Figure 4: Comparison of the depth of both recession s in the CZ with the situation in the states 
of the Central and Eastern Europe (based on the gro wth of GDP in %) 

 
Source: EEIP based on Eurostat 

The latter factor meant the economic crisis might have affected Czech economic entities in a 
worse manner than in other economies with similar characteristics. At the time, when many 
entities had spent considerable funds on restructuring and addressing the negative effects of the 
crisis and were again hit by a second recession that followed soon after, they could hardly 
respond to further decline due to the lack of financial means. 

Figure 5 shows the development of key economic indicators during the crisis. Gross fixed capital 
includes mainly investment, which forms one of the components of GDP. Its development was 
correlated with the GDP trend, except that the decline in their volume was deeper. This higher 
sensitivity of investment to the crisis was caused by higher business risk, the conservative credit 
policy of banks and negative expectations of investors. The first decline occurred as early as the 
first quarter of 2009. The decline in investment meant a lower number of projects were realized, 
proposed or cancelled within particular individual operational programmes. 

The Czech economy has been influenced by the economic policy of the government. During the 
crisis it emerged that fiscal policy was too restrictive, which negatively affected not only 
economic growth (more precisely decline) as mentioned above, but also other macroeconomic 
indicators such as household consumption and the unemployment rate. As in other EU 
countries, the unemployment rate also increased in the Czech Republic - it went up from 4.4% at 

-6

-4

-2

0

2

4

6

8

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013f 2014f

%

GDP growth (%) - growth in %, const.pr.

-20.00

-15.00

-10.00

-5.00

0.00

5.00

10.00

15.00

2006 2009 2012

Latvia

Lithuania

Estonia

Hungary

Romania

Bulgaria

Slovakia

EU (27 countries)

Czech Republic

Poland



7 

 

the end of 2008 to 7.3% in 2010. Among the new population groups affected by the crisis were 
low-skilled and also low-wage workers. The rise in unemployment in most cases follows the 
development in GDP with some delay. In other words, even when the economy shows signs of 
recovery, unemployment still rises and begins to decline after further growth of GDP. Therefore, 
despite the fact that in 2014 economic recovery is expected, unemployment continues to rise 
(from this point of view there is some free space for projects with a positive impact on the labour 
market) and put pressure on expenditure in the national budget. 

Figure 5: Development of key economic indicators du ring the economic crisis 

  

 
 

Source: EEIP according to MF CR and CNB 

The Czech economy can be, in the long term, characterized as a low-inflation economy. Until 
2008, inflation moved in the interval from 2 to 2.8%. In 2008, it recorded an increase of 6.3%, 
which was caused by several factors - higher oil prices, increased demand for food from Asian 
countries and the government reform of public finances. Another peak was reached during the 
second recession. In 2012, increase in the rate of inflation was mainly driven by the growth of 
administrative measures, in particular by an increase of the reduced rate of value added tax 
(VAT). Since then the rate of inflation has been going down (see Figure 6).  

In November 2013, interest rates fell to technical zero to 0.05%. In this situation, the Czech 
National Bank (CNB) launched interventions in the form of a depreciation of the Czech currency 
(by about 5%). In this way, the CNB intended to support the rise in prices and higher rate of 
inflation (more precisely, inflationary expectations, which were below the CNB´s target). The 
expected impacts of this measure are summarized in the following table. 
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Figure 6: Development of inflation (%) 

 
Source: CNB 

 

Table 1: Expected versus real impacts of the CNB´s interventions  

According to the basic economic model prices should 
go up as well as demand for domestic goods in the short 
term. 

Import prices should increase and favour domestic 
goods and services (in comparison with foreign goods 
and services).  

Czech exporters should benefit from the weakened 
Czech currency and achieve higher profits. 

Growing prices and demand for domestic goods should 
increase collection of taxes (especially VAT and excise 
taxes). 

These changes are, even in the basic model, of a 
temporary nature and growing inflation (and inflationary 
expectations) should offset the initial impacts of 
weakened currency. 

In reality, the impacts presumed by the basic model 
will be probably more moderate or will not manifest 
themselves for these reasons: 

Business and consumer demand will react with some 
delay to the higher growth of prices and the relative 
decrease in prices of domestic goods (due to 
frontloading of shops). 

Higher import prices (and higher inflation and 
inflationary expectations) can result in weaker or 
postponed domestic demand. 

The weakened Czech currency will only partially 
support the price competitiveness of Czech export as a 
large part of it depends on imports. 

An unexpected change in the exchange rate does not 
contribute to a stable business environment and may 
decrease the willingness of companies to invest into 
export branches or increase the incentives of the private 
sector to substitute the Czech crown for the Euro. 

Higher inflation decreases the wealth of Czech 
households and their willingness to spend money. 

Source: Jansky, P., IDEA CERGE-EI 

As can be seen from the table above, the intended side effect of the CNB´s intervention is to 
support Czech exporters. The weakening of the Czech currency should be good news for 
exporters and bad news for importers. Nevertheless, in light of the high import intensity of 
Czech exports (see Figure 7) and the high proportion of subcontractor deliveries to 
manufacturers of final products abroad, the question is whether it is possible, through 
implementation of this measure, to affect in a positive way either the growth of exports from the 
Czech Republic or the overall economic growth of the Czech Republic in the long term (this 
would then have a positive impact on the implementation of operational programmes and the 
drawing of money from European funds). 
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Figure 7: Import intensity of exports 

 

Source: Ministry of Industry and Trade (MIT) 

 

1.2 Impacts of the economic crisis on each level of the Czech economy and 

identification of their mutual relations 

The impacts of the economic crisis were passed from the macro to the micro level. The 
progress of the crisis with the aforementioned features demanded significant fiscal 
consolidation (either in the Czech Republic or in neighbouring countries), which 
negatively affected the public and private sector. The entities then suffered from a lack 
of available funds that could be invested in projects co-financed by the EU. Problems 
arose also at the level of particular projects, where unwanted behaviour appeared, for 
instance in the form of moral hazard. 

The current global crisis significantly affects both public and private entities and hence indirectly 
influences the implementation of projects financed by European funds. For more precise 
specification of the impacts, three levels of risks resulting from the current crisis can be 
distinguished: macro, meso and micro. These risks affect the stability of the national economy of 
the Czech Republic (macroeconomic level of risk), financing of entities (meso-economic level of 
risk) and the selection and implementation of projects financed by European funds 
(microeconomic level of risk). The following figure illustrates the relationships between these 
risks and shows the relation financial crisis → impact on the Czech economy → impact on 
budgets → impact on markets → impact on the subsidy environment and subsidy drawing. 
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Picture 2: Three levels of risks of subsidy drawing  from European funds 

 

Source: EEIP  

Globalization of returns and risks meant that no sector or territory was protected from deep 
slowdown or decline. The ongoing global crisis has affected de facto the whole world and also hit 
the Czech economy because the Czech Republic is an open export economy; a proxy indicator of 
the ratio of exports to GDP is about 80% and more than 30% of exports go to Germany. 

Although governments in most countries implemented comprehensive anti-crisis measures, 
ultimately no country was able to avoid a decrease in domestic demand and export capacity (due 
to a decline in foreign demand) and the related decline in GDP growth. The impact of the crisis 
on particular EU economies was differentiated. Due to the stability of its financial sector, the 
Czech Republic was influenced less by the development in the financial sector than by the 
development in the real economy. The CZ felt mainly the consequences of the fact that it is fully 
integrated into the European and world economy. The development of Czech GDP was 
negatively affected by the economic downturn in EU countries, especially the recession in the 
German economy, to which the Czech economy is strongly linked. 

Picture 3: Macroeconomic risks resulting from the c risis 

 

Source: EEIP 

The drop in production and the resulting decline in revenues from taxes paid to the state budget, 
increased spending in the social sector (unemployment benefits, etc.) and last but not least 
substantial government spending on fiscal stimulus packages resulted in record budget deficits in 
most EU countries. 

The crisis of public finances is associated with a lack of investor confidence and the rising costs 
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of debt refinancing. To restore confidence, it is necessary to implement appropriate consolidation 
measures. 

The BCG (2011) study defines four possible ways to consolidate public finances: 

• Savings and gradual debt repayment; 
• Fast economic growth – a rather difficult option since hardly any fiscally expansionary 

measure has such a high fiscal multiplier by which additional budget revenues from 
economic growth would exceed expenditures or at least ensure faster growth of GDP 
than growth of national debt; 

• Debt restructuring; 
• Inflationary policy – this measure will, in the long term, increase inflation expectations 

and central banks may have problems with restoring these expectations to the optimal 
target of 2% inflation. 

Whereas in 2009, a number of EU Member States adopted pro-growth measures (including an 
increase in government spending), in 2010-2011 consolidation measures prevailed (including 
reduction of government spending) as many governments began to perceive the crisis in public 
finances more acutely than the economic crisis. Apart from the general increase in the tax burden 
in the EU Member states, a trend of shifting taxation from labour to consumption and an 
increase in property taxes can be observed (EC (2011)). A similar trend can be observed in the 
Czech Republic (see chapter 1.3 Analyzing fiscal measures). 

Large government debts and permanent deficits of public budgets and similar consequences of 
crisis have a negative impact on the business environment through a number of mechanisms. 
According to the basic macroeconomic identity, the aggregate expenditures consist of four key 
components: 

Aggregate expenditures = consumption (C) + gross investment (I) + government 
spending (G) + net export (NX) 

One of the main effects is passed through government spending (G), which falls during the crisis 
in public finances. The crisis situation results in lower public expenditures as well as the 
conscious decision of the government to consolidate public finances and reduce public spending. 
The decline in public expenditure is then reflected for example in lower public purchases of 
goods and services, less money invested in transport infrastructure or less funds for investment 
and other incentives. 

Within public spending large uncertainty is also associated with revenue, and mainly with taxes. 
Taxes could be theoretically increased either across-the-board or selectively or otherwise 
modified, which would have a negative impact on the performance and competitiveness of Czech 
companies. 

Because of the crisis of public finances abroad one can expect lower exports and thus also lower 
net exports (NX). Lower purchases of foreign governments are reflected in the demand for 
goods and services from Czech suppliers. Despite the high level of openness of the Czech 
economy, this impact should not be underestimated; it is desirable to monitor the trends in public 
finances in the Eurozone and other EU countries and in the world. 

The impact on investment is mainly through crowding out of private investment (I) by 
government expenditure. As the governments have to borrow more and more money to pay off 
existing and new debts they attract investors who would otherwise save their money through the 
private sector, either directly or via bank. This crowding out effect further exacerbates the 
uncertain conditions in the credit market and generally corporate financing. 

The impact of the crisis of public finances on consumption (C) is rather indirect - consumers 
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reduce their consumption because of the uncertainty and expectations of higher taxes in the 
future due to the large current government deficits. 

The consolidation of public sector is accompanied by a decrease in the available financial 
resources of the state and public administration authorities. Limited investment ability to 
act together with the effort to reduce public deficit decreases the availability of financial 
means for public interventions to the economy, including business activities. 

Given the principle of participation, i.e. the requirement to take part in the financing of the 
project, the decreased availability of funds within any type of entity is the key factor influencing 
the possibility to draw on money from European funds. 

In addition to problems with co-financing, adverse economic conditions also bring difficulties in 
the form of insufficient fulfilment of indicators that should be achieved within the project. 

When we talk about the problems of entities with an insufficient volume of free funds to realise 
the project, we are working with meso-economic risks. Issues connected with the meso-economic 
risks are primarily concerned with the analysis of financing and co-financing of projects 
supported by the European funds, with an emphasis on firms, public administration authorities, 
banks and public funds. 

Picture 4: Meso-economic risks – issues connected w ith project financing 

 
Source: EEIP 

The ultimate level of risk is microeconomic. These risks show themselves either at the level of 
particular projects that are or will be financed by European funds and or at the level of various 
thematic or regional operational programmes (OP). Risks at the meso and micro levels will be 
addressed in detail in Chapter 2. 
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Picture 5: Microeconomic risks – internal – selecti on and project implementation 

 
Source: EEIP 

 

1.3 Impact of implemented fiscal measures at the macro-economic level on 

the economic crisis 

Due to the nature of the economic crisis, consolidation measures were eventually 
favoured over pro-growth measures. Fiscal consolidation ultimately had a rather 
procyclical impact. This only further weakened the financial position of companies 
(which, due to low performance, lacked internal resources or had limited access to 
bank loans for project co-financing) and public authorities (which were affected by 
budget cuts to potentially available funds). 

As we have mentioned, the government's attitude towards the type of necessary measures 
changed during the economic crisis. In December 2008, the government responded to the 
ongoing crisis in the Czech Republic by the declaration of the Strategy of Preparedness and 
Acceleration of Growth (SPAG) within which it set out four key targets: to restore public 
confidence in the financial sector, to prevent and eliminate risks arising from the global financial 
crisis, to find the impulse for economic growth and to find tools to stabilize the economic 
environment and increase its flexibility. On January 8, 2009 following the Strategy the 
government established the National Economic Council (NERV) as an expert advisory and 
consultative body of the Government of the Czech Republic in the field of the economy. 

According to the SPAG, the government adopted within the first phase (October 2008 - January 
2009) measures with an expected stimulus of 2.6% of GDP (CZK 98.8 bn) and with an impact 
on public budgets corresponding to 0.85% of GDP (CZK 32.2 bn). Within the second phase 
(January - March 2009), another set of ten groups of measures with an expected stimulus of 2.1% 
of GDP (with an impact on public budgets corresponding to 1.1 % of GDP) was implemented. 
The anti-crisis plan included both spending measures and measures to increase competitiveness, 
both fiscal and institutional (e.g. the amendment to the Insolvency Act). A number of executive 
measures (faster VAT refunds for electronic applications) helped to improve the business 
environment. These mainly executive measures were quick to implement and at the time lay 
within the political agreements with the Social Democratic opposition extended by a car 
scrapping subsidy and a series of social measures to mitigate the impacts of the crisis: 



14 

 

prolongation of unemployment benefits, tax credit for a dependent child, increasing premiums 
for children and extension of the range of their recipients etc. (for more details see the following 
table). 

Table 2: Measures proposed within the Anti-Crisis P lan reflecting the SPAG (CZK bn) 

Measures 
Revenues and expenditures of public budgets 

Revenues 
(RPB) 

Expenditures 
(EPB) 

(R-E)PB 

Realized and approved measures 
   

1 Use of financial means from reserve funds 
 

-1.5 -1.5 

2 Increase in SME credit guarantee -0.5 
 

-0.5 

3 Support of entrepreneurs in agriculture 
 

2.3 -2.3 

4 Freeze of operating expenditures in individual budget 
chapters  -6.5 6.5 

5 More resources for the Program for Rural 
Development   

0.3 -0.3 

6 Investment in R&D beyond the approved proposal of 
the state budget  0.3 -0.3 

7 Increase of investment into transport infrastructure 
 

7.2 -7.2 

8 Increase in salaries of the state employees 0.4 2.7 -2.3 

9 Increase in expenditures on direct payments - co-
financing  

1.0 -1.0 

10 Reduction in the rate of sickness insurance contribution 
and state employment policy 

-18.4 
 

-18.4 

11 Reduction in the tax rate on corporate income -6.0 
 

-6.0 

12 Increase of the Czech Export Bank´s registered capital  
  

0.0 

13 Increase in insurance coverage of EGAP 
  

0.0 

14 Amendment of the Act on export insuring with state 
support    

0.0 

15 Fiscal incentives to support R&D  1.9 -1.9 

16 Reduction in advances of income tax 
  

0.0 

 
Total I 

  
-32.2 

Proposed measures 
   

l Discounts for employers on social security premiums 
and contributions to the state employment policy 

-18.0 
 

-18.0 

2 Abolishment of the obligation to pay in the deposits on 
income tax   

0.0 

2 Faster depreciation of assets in the first and second 
depreciation group 

-9.4 
 

-9.4 

3 Broadening of the application of VAT deductions for 
cars  

-2.4 
 

-2.4 

4 Faster return of VAT 
  

0.0 

5 Guarantees and support of SME credit 
 

2.1 -2.1 

6 Subsidy programme for decreasing the energy efficiency 
of buildings  

6.0 -6.0 

7 Strengthening of PANEL subsidy programme 
 

0.6 -0.6 

8 Increased spending on transportation services 
 

2.0 -2.0 

9 Postponement of advances  1.0 -1.0 

 
Total II 

  
-41.5 

Source: National Anti-Crisis Plan 

The Czech National Bank also responded the economic development and in the period from 
August 2008 to May 2009 cumulatively reduced the monetary policy rate by 2.50 percentage 
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points to 1.25% and also adopted some additional measures to boost economic growth, 
particularly in response to the decline in market liquidity (repo operations with the acceptance of 
government bonds as collateral etc.). 

The aforementioned steps contributed, to some extent, to mitigation of the impacts of the crisis; 
nevertheless they could not fundamentally change the economic development of the Czech 
Republic in the coming years. As early as the end of 2009 it was clear that the public deficit 
would abruptly deteriorate in comparison with the situation in the Czech Republic in previous 
years. The Ministry of Finance estimated the structural balance in 2009 at an absolute value of 
CZK 220 bn, which represented -5.5% of GDP (ESA). 

Within the process of preparation of the state budget, the Ministry of Finance identified other 
macroeconomic risks: increasing unemployment and with this associated pressures on social 
spending in 2010 or increasing debt servicing costs. Based on these facts the Ministry of Finance 
estimated that if no measures were immediately adopted, the government deficit could have reach 
CZK 230 bn, or 7% of GDP (ESA) in 2010. 

This could potentially have caused a major change in the stability rating of the Czech economy 
on international markets with potential consequences such as a downgrade of the country rating, 
increased financing costs and debt servicing costs, and loss of prestige of the economy, which 
was considered to be the factor that could overcome the crisis without excessively burdening 
future generations. (Convergence Programme 2010) 

Therefore, as in many other EU Member states which in 2009 adopted pro-growth measures 
(including higher government spending) and subsequently adopted consolidating measures, in the 
Czech Republic in 2010-2011 consolidation measures also prevailed (including a reduction in 
government spending). The crisis in public finances began to be understood as a more acute issue 
than the economic crisis. (EC (2011)) 

When assessing the scope of public debt of the Czech Republic it is widely acknowledged that, in 
comparison with a number of established market economies, debt was significantly lower in the 
CZ. The EU27 average public debt in 2009 stood at 73.6% of GDP, which was more than 
double in comparison with the Czech Republic. However, it should be noted that there are large 
differences among particular states in terms of the risks associated with maintaining economic 
performance and thus credibility among investors that debts will be properly repaid. The example 
of Hungary illustrates these risks: despite a level and rate of debt growth comparable with 
Germany, a loss of investor confidence resulted in serious economic problems in the case of 
Hungary. The question is therefore to what extent it is possible to regard established market 
economies as an adequate benchmark for comparison. In this context, such a high rate of public 
debt growth means real danger for the sustainability of macroeconomic development of the CZ 
in the medium and longer term. (BermanGroup (2010 )) 

The measures adopted for 2010 concentrated on revenue and expenditure. Both VAT rates and 
excise taxes were increased, property taxes doubled, and certain anti‐crisis measures previously 
adopted were abolished, such as discounts on social security contributions for employers.  In 
addition, the ceilings for health and social security insurance contributions were raised. Spending 
was adjusted by reduction in selected social benefits, freezing of pensions and cuts in the wage 
bill and positions in the government sector. There was also an overall reduction of expenditures 
in the state budget’s particular chapters. The total amount of discretionary measures for 2010 
reached 2.2% of GDP. (Convergence Programme 2012) 

In 2011, another package of changes balanced evenly between revenues and expenditures was 
added (amounting to app. 1.6% of GDP). The wage bill in the state administration was reduced 
by 10% and the wage bill of institutional officials was also lowered. On the other hand, funds for 
teachers´ and physicians´ wages were increased. Moreover, some social transfers were also 
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eliminated or their extent reduced. Last but not least, general cuts in certain expenditures of the 
state budget were made, thus non-mandatory regular and capital expenditures also decreased. In 
terms of revenue, the social security contribution rate was maintained and, for example, 
motorway toll rates were increased. These measures helped to reduce the structural deficit by a 
significant 1.6 p. b. to 2.6% of GDP, resulting in a total deficit of 3.1% of GDP. The year 2011 
was crucial for adopting and amending legislation to reform the pension system and rework the 
health care system. In January 2012 a fundamental amendment in the field of public 
procurements was passed. (Convergence Programme 2012) 

The detailed structure of discretionary measures and the development of government deficit and 
debt is shown in Table 3 and Table 4. 

Table 3: Structure of discretionary measures (in % GDP) 

 
2010 2011 2012 

Direct taxes 0.3 0.5 -0.3 
Indirect taxes 0.8 0.0 0.6 
Other revenues 0.1 0.3 0.2 
Social benefits 0.3 0.2 -0.1 
Government sector wages 0.2 0.2 -0.1 
Other expenditures 0.5 0.4 0.4 
Total impact on balance 2.2 1.6 0.7 

Source: EEIP according to the MF CR 

 

Table 4: Development of fiscal indicators (%) 

Indicator (%) 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

General government 
deficit/GDP 

-6.5 -6.7 -2.8 -3.2 -2.4 -0.7 -2.2 -5.8 -4.8 -3.3 -4.4 

State budget 
balance/GDP 

-1.8 -4.1 -3.2 -1.8 -2.9 -1.8 -0.5 -5.1 -4.1 -3.7 -2.6 

General government 
debt/GDP 

27.1 28.6 28.9 28.4 28.28 27.9 28.7 34.2 37.9 41.0 45.7 

State debt/GDP 15.4 18.3 20.2 22.2 23.9 24.4 26.0 31.3 35.5 39.2 43.4 

Source: Czech Statistical Office (CSO) 

Figure 8 depicts the final impact of fiscal measures on the development of GDP and shows 
whether or not the government managed to act in such a way as to correct for the effects of the 
economic crisis. The impact of fiscal discretion on GDP is calculated using fiscal multipliers 
estimated by various authors. The average impacts of fiscal discretion on GDP according to both 
the bottom-up and top-down methods tell qualitatively the same story. The impact of the 2009 
anti-crisis package is estimated at 0.9 - 1.5% of GDP, in 2010 the impact of discretion was 
between -0.8% and -1.0% of GDP due to the austerity package, and in 2011 the impact of further 
consolidation on GDP is estimated at -0.5% to -0.6% of GDP. 

The stabilisation effect of fiscal discretion on the business cycle is assessed by comparing the 
impacts of fiscal discretion on GDP with the output gap estimates. Fiscal measures stabilise the 
economy if the contribution of fiscal discretion is negatively correlated with the output gap. As 
the following figure shows, the periods of desirable counter-cyclical fiscal policy are relatively 
short (only 2001, 2003, 2007 and 2009), while the periods of pro-cyclical fiscal policy are 



17 

 

dominant and longer-lasting (2002, 2004 - 2006, 2008, 2010 - 2011). Fiscal policy was therefore 
mostly pro-cyclical and was counter-cyclical in only some years (CNB (2012)). The government 
thus stabilized public finances, but contributed little to the dampening of the effects of the 
economic crisis and the creation of an environment favourable to drawing money from the 
European funds to the extent desirable. 

Figure 8: Output gap and the impact of fiscal discr etion on GDP (% of real GDP) 

 
Source: CNB 

Note: P...discretionary revenue, V1...deviation from trend of adjusted total expenditure, V2... deviation from trend of ratio of adjusted 
total expenditure to GDP, TD...average impact of discretions identified by top-down method, PF...using production function, KF...using 
Kalman filter. 

 

1.4 Economic crisis as Force Majeure 

The key characteristic of the Czech economy is its openness (one of the highest in the 
EU), both from a foreign trade point of view and from a foreign direct investment 
(FDI) point of view. The economic crisis was therefore brought to the Czech economy 
from the outside. Because of the high share of foreign capital in Czech companies, the 
position of the CZ in the value chain and a weak R&D sector, Czech firms had limited 
room for manoeuvre to take steps that would eliminate the negative impacts of the 
crisis. 

The structure and content of this chapter is based on the specifics of the Czech economy 
identified below: 

1. Export-oriented economy (export/GDP ratio of about 80%); Germany has more than a 30% 
share in Czech exports; 

2. High degree of dependence of the Czech economy on business decisions made abroad; 
3. High ratio of industrial value added to GDP (app. 30%); 
4. Relatively low expenditure on research and development (R&D) – the CZ has not managed 

to establish a strong R&D sector comparable with those in other developed European 
economies. 

1.4.1 Export orientation of the Czech economy 

The Czech Republic is a small open economy highly dependent on the economic situation in the 
EU, especially in Germany (see Figure 9). Measured by the ratio of exports to GDP, the Czech 
Republic ranks among the most open economies in Europe (see Figure 10). 
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Figure 9: Correlation of the economic development i n the CZ and Germany 

 

Source: KB, EcoAlert  

 

Figure 10: External openness of EU countries (expor t/GDP in %) 

 
Source: EEIP based on Eurostat 

The poor state of public finances in the EU had a major impact on the expected fiscal policies of 
European countries, which had to implement austerity measures. These austerity measures had a 
negative impact on GDP, which led to a decline in demand for goods from the Czech Republic. 
The decline in net exports had a negative impact on the Czech economy and thus on the public 
finances of the Czech Republic. At a time when globalization of sales and risks caused a transfer 
of the crisis to a number of sectors and territories, the Czech Republic had difficulty protecting 
itself from "importing" the crisis. It can be therefore stated that the economic crisis was brought 
to the Czech Republic from the outside. This was true for both the direct impact of the crisis in 
the form of a drop in external demand and the effects resulting from the general uncertainty in 
the region. Solution of the crisis lay well beyond the reach of the economic policies of the Czech 
government; the recovery of the Czech economy was conditioned by the recovery of world 
growth and trade in general, and particularly in the Eurozone. (NERV) 

When looking at the structure of Czech exports by countries, the most important export partner 
of the Czech Republic is, since 1993, neighbouring Germany. In 2008, German exports 
accounted for nearly 32% of Czech exports. Another important partner in 2008 was Slovakia 
with a 9.5% share of Czech exports, followed by Poland, France and Great Britain. The same 
territorial structure of export was exhibited in 2013 (see Figure 11). Development in the Czech 
Republic therefore depends primarily on Germany. 
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Figure 11: The most important export partners of th e CZ – January 2013 (%) 

 
Source: CSO 

It might seem positive that during the crisis the CZ exported only a small share of its production 
to the countries most affected by the financial crisis, the United States and the United Kingdom 
(with a 1.7% and 4.8% share of Czech direct exports). Unfortunately, these countries were the 
second and the third largest export partner of export-oriented Germany, which itself suffered 
from a decline in foreign demand. The promising Russian market with a 2.7% share of Czech 
exports also fell into recession, as did Dubai and many others, until the rapidly evolving crisis 
developed in countries dependent on exports of goods and raw materials or foreign debt. 
Declines in fragile alternative markets, which lacked a strong stabilizing domestic demand, 
threatened to be even deeper than markets in developed countries and adaptation with devalued 
currency exchange rate increased cost competitiveness. 

1.4.2 Foreign direct investment (FDI) 

The Czech economy is open not only in terms of foreign trade, but also in terms of foreign direct 
investment due to which foreign investors control more than 95% of large financial and 70% of 
non-financial companies operating in the country. In this way, the CZ has become highly 
dependent on business decisions made abroad. Successful development since 2000 is largely the 
result of a wave of decisions of many foreign companies to locate part of their activities in the 
Czech Republic. This wave also included extensive building of new production capacities. The 
point of saturation was reached in 2007 when it started to be difficult to find new employees. 
Table 5 and Figure 12 depict inflow of foreign direct investment (FDI) into the CZ. The 
dynamics of worsening the total net investment position of the Czech Republic significantly 
slowed down during the crisis (when compared with the period 1995-2005). In connection with 
this, the growth of the share of FDI in the structure of foreign investments in the CZ also 
decreased (BermanGroup (2010)). 
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Table 5: International investment position of the C zech Republic (CZK mil. / %) 

CZK mil. 1995 2005 2006 2007 2008 2009 2010 2011 2012 

Assets 782,004 1,875,404 1,888,248 2,118,641 2,374,739 2,318,510 2,422,960 2,539,542 2,672,361 

out of which % 

       
  

Direct 
investment 
abroad 

1.18% 4.73% 5.55% 7.30% 10.21% 11.73% 11.55% 10.38% 10.82% 

Portfolio 
investment 

2.57% 24.94% 28.18% 29.20% 21.27% 19.68% 18.71% 17.76% 18.37% 

Financial 
derivatives 

0.00% 2.27% 2.83% 3.28% 6.67% 5.15% 4.66% 5.91% 3.52% 

Other 
investment 

48.55% 29.30% 28.67% 30.43% 31.70% 30.47% 32.20% 34.31% 35.28% 

Liabilities  723,102     2,712,846     2,971,926     3,536,558     3,919,768     4,046,351     4,253,355    4,357,165    4,575,924    

out of which % 

       

  

Direct 
investment in 
the CZ 

27.04% 54.98% 56.08% 57.46% 55.86% 57.12% 56.65% 55.18% 56.82% 

Portfolio 
investment 

17.28% 16.14% 16.42% 15.73% 12.96% 16.15% 18.36% 18.36% 18.86% 

Financial 
derivatives 

0.00% 1.17% 1.23% 1.53% 4.08% 2.80% 2.35% 3.08% 2.52% 

Other 
investment 

55.68% 27.71% 26.27% 25.28% 27.10% 23.93% 22.64% 23.39% 21.80% 

Source: CNB 

 

Figure 12: Inflow of FDI in 1995 – 2009 (FDI/GDP %)  

 
Source: BermanGroup (2010) 

The territorial structure of the origin of FDI shows that in 2011 only three countries counted for 
55.5% of the total FDI in the Czech Republic (see Table 6). Therefore, the economic 
development of the Czech Republic has been heavily dependent on the situation in these three 
countries (Germany, the Netherlands and Austria) which has fundamentally influenced 
investment and other strategic decisions of firms that have dominated a critical part of 
production capacities of multinational corporations located in the Czech Republic1.  

                                                 
1 In the case of a high share of the Netherlands (as well as Luxembourg and Cyprus) it should be taken into account that part of 
the inflow of FDI originates in Czech investment companies that have moved their headquarters into these countries which are 
attractive for company headquarters. 



21 

 

Table 6: FDI in the CZ by country of origin as of D ecember 31, 2011 (CZK ths.) 

 
Registered 

capital 
Reinvested 

profit 
Other capital Total % 

World 1,239,750,279 919,935,548 244,465,594 2,404,151,420 100.0% 

Netherlands 318,324,177 291,409,057 49,770,645 659,503,880 27.4% 

Germany 177,925,154 161,416,664 19,439,215 358,781,033 14.9% 

Austria 127,758,331 153,774,178 34,664,316 316,196,825 13.2% 

Luxembourg 83,963,199 1,765,412 62,089,739 147,818,350 6.1% 

France 71,668,817 65,437,147 -11,277,096 125,828,869 5.2% 

Switzerland 43,929,184 64,047,238 8,277,464 116,253,886 4.8% 

Cyprus 43,085,651 46,456,267 -2,461,853 87,080,065 3.6% 

US 32,319,463 45,629,725 3,141,309 81,090,497 3.4% 

Spain 55,717,931 20,712,328 -480,053 75,950,205 3.2% 

Belgium 26,047,166 47,191,047 1,897,259 75,135,472 3.1% 

SR 41,305,413 17,128,401 15,105,811 73,539,626 3.1% 

UK 46,708,041 -17,512,216 28,099,118 57,294,944 2.4% 

Source: CNB 

 

1.4.3 High share of industrial value added in GDP 

The Czech economy is characterized by a high share of industrial value in GDP (app. 30%); only 
in Romania and Norway does industry play a more important role (see Figure 13 and Figure 14). 
This is due to the aforementioned massive inflows of FDI, which resulted in a process known as 
secondary industrialization. 

Figure 13: The share of industrial value added in G DP – comparison of EU Member States 
(2012) 

 
Source: EEIP based on Eurostat 
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Figure 14: The share of industrial value in GDP (%)  in the period 2006 - 2012 

 
Source: EEIP based on Eurostat 

Due to the process of secondary industrialization, Czech Republic export is currently based on 
two models: 

• a model of custom-made production of components and sub-assemblies for foreign 
companies, which then assemble products in their country (this holds for Germany, Austria, 
the Netherlands etc.);  

• a model of European companies especially using geographic proximity and lower unit costs 
to relocate their production and assembly activities to the Czech Republic, while the related 
strategic management, trade and development remain outside the country. 

In both of these models, the export performance of companies in the Czech Republic depends 
on activities and decisions made abroad. 

In the case of the first model, Czech companies do not have sufficient ties to the markets of final 
customers. Their future development is therefore highly dependent on the capabilities and 
success of foreign companies which have their components produced in the CZ. This indirect 
form of dependence on multinational corporations is quite widespread in the Czech Republic. 
The problem here is that firms in such a position have substantially limited room for innovation. 
In the second model, dependence is even higher since the Czech firms are directly controlled 
from abroad. 

We will now give a summary of some other facts. Approximately 90% of exports from the Czech 
Republic go to developed market economies. This may indicate a potential to occupy demanding 
foreign markets. However, the vast majority of exports go to a limited number of countries 
within the EU. A concentration of exports in geographically close countries is economically 
reasonable and can be found in most countries. However, any assumption regarding the ability of 
local firms to occupy demanding foreign markets does not fit with the completely different 
balance with other developed market economies. The difference between a highly positive 
balance with EU countries and a highly negative balance with most other developed market 
economies supports the conclusion that the highly positive balance with most EU countries is the 
consequence of the location of production capacities of foreign (mainly European) companies in 
the Czech Republic and the ability to occupy demanding foreign markets is then based on 
activities located abroad. In other words, the development of the trade balance is much more the 
result of the activities of multinational corporations than the result of the highly developed skills 
of local firms to occupy demanding foreign markets. 
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The territorial limitation of the trade balance surplus almost exclusively to nearby European 
countries shows that the functional specialization of the Czech Republic within world trade can 
be characterized as a production base for European markets and the surrounding area, the extent 
and the nature of use of which are controlled from abroad (see Figure 15). The endogenous 
business sector is still weak and its development is strongly dependent on the demand of 
subsidiaries from multinational corporations located in the Czech Republic and its surroundings 
(BermanGroup (2010)).  

Figure 15: Position of the Czech Republic in value chains 

 

Source: EEIP 

In a situation where the recovery in world trade in most developed countries loses momentum 
and the export performance of firms in the Czech Republic to these markets falls, one possible 
solution is to start to exploit new opportunities both in Central Europe and beyond. As a result 
of the aforementioned facts, the potential of Czech companies is considerably limited in this area. 
This also means a limited capability to eliminate the negative impacts of the economic crisis on 
Czech firms and a low ability to put into practice growth-oriented projects supported by 
European funds. 

1.4.4 Low research and development (R&&&&D) expenditures 

The key aspect of the ability to deal with the adverse economic situation of countries with which 
the Czech Republic has a positive trade balance is flexibility supported by the innovation activity 
of affected entities. In the situation where the Czech Republic’s R&D sector was not strong in 
comparison with the R&D sectors of other European countries, and the Czech Republic 
occupied one of the last ranks among EU Member States when looking at the share of R&D 
expenditure in GDP (see Figure 16), the CZ was placed at a considerable competitive 
disadvantage in the field of R&D and innovations. 
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Figure 16: Share of R&D expenditure in GDP (%) (201 2) 

 

Source: EEIP based on Eurostat 

 

1.5 Assessment of the longer-term impacts of the economic crisis 

The development of drawing from European funds - which will depend on the performance of 
the Czech corporate sphere and sufficient funds in public administration so that all entities would 
be able to participate in co-financing of proposed projects and fulfil the requirements of the 
European Commission (EC), and would have an incentive to put forward new projects and re-
include for instance innovation activities among their priorities - will be primarily affected by 
future macroeconomic development. The expected dynamics of basic macroeconomic indicators 
are captured in Figure 17. 

Figure 17: Prediction of key macroeconomic indicato rs (based on Kolokvium 04/2013 2) 

Real GDP growth (%) Real growth of gross fixed capi tal (%) 

 
 

  

                                                 
2 The survey on macroeconomic predictions, MF CR, April 2013 
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Real growth of household consumption (%)  Real grow th of government consumption (%) 

 
 

Rate of unemployment (%) Average rate of inflation (%) 

  

Source: MF CR 

In principle, the following development is expected3: 

• Generally weak domestic demand due to ongoing fiscal consolidation and only gradual 
recovery in external demand will lead to a decline in the Czech economy this year. Economic 
activity will be still slowed down by the decline in gross capital formation; on the contrary, 
positive contributions will be recorded in net exports and household and government 
consumption. 

• In 2014, the economy will grow due to recovery in external demand. 
• The current recession will be reflected in the labour market reflected as an increase in the 

unemployment rate (also because of the delay in development mentioned in section 1.1.3). 
• Consequently, wages will increase only slightly in the private sector as accelerated dynamics 

will not occur until 2014 waiting for more significant recovery in economic activity. Wages in 
the public sector will continue to grow at a moderate pace. 

• Consumer prices should rise at a very moderate pace. 
• According to the notification of the Ministry of Finance from the end of September, the 

general government deficit for 2013 should reach 2.9% of GDP, which is also the target 
value for the year 2014. 

The impacts of the economic crisis affecting the future development of the domestic economy 
can be identified even at micro level. These are mainly a change in behaviour of the private 

                                                 
3 Based on the prediction of the MF CR 
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sector, which more thoroughly monitors the costs of its activities, creates cash reserves and 
invests less (while in the period before the crisis even speculative investment projects were 
undertaken, at present money is invested often only in the necessary recovery of assets). The 
change in economic behaviour is obvious from the low growth in demand for corporate loans. 

On the other hand, the positive effects of the economic crisis must also be mentioned. The crisis 
forced less efficient firms to exit the market, letting only viable businesses and projects survive. 
These businesses are now starting to expand and potentially acquire competitors that were 
weakened by the crisis. For such companies the possibility to draw EU funds may be a significant 
opportunity to expand their activities. 
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2 Meso and micro level 

2.1 Impact of economic crisis on the private sphere in the Czech Republic 

2.1.1 Impact of economic crisis on performance and credit financing 

Companies in the Czech Republic as well as across Europe were, from the onset of the financial 
crisis in 2008, exposed to a wide range of macroeconomic shocks. The primary indicator of 
transmission of the global crisis to the Czech Republic was the drop in exchange rate of the 
Czech crown, which caused problems to exporting firms. Other impacts were reduced demand 
for products of Czech firms and more difficult access to credit financing. 

The first sign of the impact of the economic crisis on the Czech private sphere was the decline in 
EBIT (Earnings before interest and taxes) in 2008 in all size groups of companies (for more 
detailed data see Table 7), indicating reduced demand. In 2009, a decline in sales followed. 

Table 7: Impact of the crisis on companies by size in 2007 - 2010 

Micro Enterprises 2007 2008 2009 2010 

Sales 20% 7% 3% -3% 

EBIT 34% -7% -9% -12% 

Number of employees 0% -3% -7% -7% 

Employees costs 12% 10% -5% -2% 

Cost per 1 employee 8% 6% 1% 3% 

Value added 23% 1% -9% 1% 

Sales per one employee 8% 1% -11% 3% 

Labour productivity 14% 2% -13% 5% 

Unit labour costs -2% 9% 5% -3% 

Margin 22% -4% -14% 2% 

Tangible fixed assets 32% 5% 2% 0% 

L1 8% 7% 2% -1% 

     
Small Enterprises 2007 2008 2009 2010 

Sales 19% 6% -14% 5% 

EBIT 22% -6% -31% 6% 

Number of employees 2% 2% -5% -3% 

Employees costs 14% 14% -4% 1% 

Cost per 1 employee 8% 9% -1% 2% 

Value added 15% 7% -11% 1% 

Sales per one employee 10% 0% -10% 3% 

Labour productivity 11% 4% -11% 7% 

Unit labour costs -2% 5% 9% -1% 

Margin 16% 7% -16% 2% 

Tangible fixed assets 9% 8% 1% 0% 

L1 11% -1% 15% -10% 

     
Medium Enterprises 2007 2008 2009 2010 

Sales 13% 4% -12% 6% 

EBIT 19% -20% -22% 28% 

Number of employees 3% 1% -8% -3% 
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Employees costs 12% 11% -5% 2% 

Cost per 1 employee 8% 9% 0% 5% 

Value added 13% 2% -9% 3% 

Sales per one employee 11% -1% -9% 6% 

Labour productivity 9% 1% -2% 7% 

Unit labour costs -2% 8% 2% -1% 

Margin 9% 4% -14% 5% 

Tangible fixed assets 9% 4% -4% -1% 

L1 9% -6% 24% -7% 

     
Large Enterprises 2007 2008 2009 2010 

Sales 12% 2% -8% 10% 

EBIT 12% -22% -16% 7% 

Number of employees 2% 3% -9% 0% 

Employees costs 11% 7% -1% 3% 

Cost per 1 employee 10% 6% 2% 4% 

Value added 10% 0% -6% 6% 

Sales per one employee 9% 0% -3% 5% 

Labour productivity 10% -2% 1% 11% 

Unit labour costs 0% 8% -1% -1% 

Margin 18% 9% -3% 1% 

Tangible fixed assets 2% 0% -2% -1% 

L1 -1% -5% 17% -1% 

Source: EEIP for SPD (2012) 

As shown in Figure 18, the crisis first hit industry. In 2010 there was a partial recovery in 
industrial production; nevertheless, after a slight recovery, decline again followed (though more 
moderate in comparison with the previous recession). Sales in the services sector followed a 
similar trend, but remained until 2012 in red numbers, although last year they recorded an 
increasing trend. The growth of sales in the construction industry has remained negative since 
2009. 

Figure 18: Sales in industry, construction and serv ices in the CZ, 2006 - 2012 

 
Source: CSO 

-20

-15

-10

-5

0

5

10

15

20

2006 2007 2008 2009 2010 2011 2012

y-
y 

ch
a

n
g

e
 %

Sales in industry Sales in construction Sales in services



29 

 

Not only that sales fell, but because of the decline in demand entire companies got into trouble. 
In 2009, a sudden 27% increase in the number of bankruptcies of legal entities and entrepreneurs 
was recorded. The number of bankruptcies rose gradually until 2012, but the pace of growth 
slowed to 7% per year. The trend in the number of bankruptcies is illustrated in Table 8. 

Table 8: Number of bankruptcies, 2008 - 2012 

  2008 2009 2010 2011 2012 
Number of bankruptcies 1,141 1,448 1,601 1,778 1,899 
y-y change in number of bankruptcies   27% 11% 11% 7% 

Source: Creditreform 

The immediate reaction of companies (depending on their size) to the economic crisis in the 
Czech Republic is illustrated by key economic indicators in Table 9. Because of the decline in 
sales, in 2009 many companies were forced to reduce production, workforce or average cost per 
employee. Labour productivity as an indicator of competitiveness decreased in large enterprises 
as early as 2008, and in small and medium-sized enterprises (SMEs) in 2009. In this respect, the 
crisis was first felt by large enterprises. Micro companies coped with the crisis in the worst way – 
they experienced a decline in sales even in 2010. 

Table 9: Economic indicators during the crisis 

  

  

Source: EEIP for SPD (2012) 

The decrease was recorded even in investment (especially in medium and large enterprises), 
which is often covered by bank credit (see Table 10). 

Table 10: Gross fixed capital formation, annual cha nge 2007 - 2011 

NUTS II 2007 2008 2009 2010 2011 

Prague 22% 8% -18% -8% 2% 

Central Bohemia 1% -3% -11% 5% 18% 

South-West -3% -9% 19% -7% -13% 

North-West 31% -2% 1% 23% -7% 

North-East 18% 16% -16% 7% -4% 

South-East 22% -4% -10% -2% 2% 

Central Moravia 8% 0% 5% 2% -10% 

Moravia-Silesia 8% 25% -22% 5% 2% 

Source: CSO 

Bank loans – in general for non-financial corporations in the Czech Republic – make up almost 
50% of debt financing, and their share is more or less stable over the years (see Figure 19). The 
situation is even more pronounced for SMEs (favouring bank credit) according to the OECD 
(2006). Within the EU bank (credit) financing for SMEs represents almost 80% of their debt. For 

Micro Enterprises 2007 2008 2009 2010

Sales 20% 7% 3% -3%

Number of employees 0% -3% -7% -7%

Cost per 1 employee 8% 6% 1% 3%

Labour productivity 14% 2% -13% 5%

Medium Enterprises 2007 2008 2009 2010

Sales 13% 4% -12% 6%

Number of employees 3% 1% -8% -3%

Cost per 1 employee 8% 9% 0% 5%

Labour productivity 9% 1% -2% 7%

Small Enterprises 2007 2008 2009 2010

Sales 19% 6% -14% 5%

Number of employees 2% 2% -5% -3%

Cost per 1 employee 8% 9% -1% 2%

Labour productivity 11% 4% -11% 7%

Large Enterprises 2007 2008 2009 2010

Sales 12% 2% -8% 10%

Number of employees 2% 3% -9% 0%

Cost per 1 employee 10% 6% 2% 4%

Labour productivity 10% -2% 1% 11%
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this reason, this chapter will focus on an analysis of the credit market in the CZ – aimed at SMEs, 
which are frequent recipients of sources from the EU funds and are often initiators of 
innovations – during the financial crisis and its potential impact on drawing of resources from the 
EU funds. 

Figure 19: Changes in financing structure for non-f inancial firms in the CZ in 2007 - 2012 

 

Source: CNB 

2.1.1.1 Quantitative analysis of bank loans to enterprises in the Czech Republic 

The volume of bank loans provided to non-financial companies in general increased from 2005 
to 2008. In 2009, this growth almost stopped due to the financial crisis and in 2010 the volume of 
bank credit went down. In 2011 there was a slight recovery but in 2012 it again decreased in line 
with the development of the economy as a whole. The tendency to lower borrowing is therefore 
visible from the onset of the financial crisis (see Figure 20). 

Figure 20: Dynamics of credit financing for non-fin ancial companies in the CZ, 2005 – 2012 (%) 

 

Source: MF CR 

Note: NPLs...Non-performing loans 

Specifically, for SMEs new loans decreased as early as 2008 according to the OECD (2013). 
Moreover, from 2007 there was a marked trend towards a decreasing share of loans provided to 
SMEs in total new loans. This indicates that relationships with and knowledge of existing clients 
was important for banks during the financial crisis and that they suffered from primary distrust 
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towards new clients. New clients appeared to be risky during the crisis, which affected mainly 
SMEs that are also the beneficiaries of EU funds and their subcontractors. This development in 
the Czech Republic followed the trend in other EU countries (see Figure 21 and Figure 22). The 
CZ was thus no extraordinary exception. The dynamics of loans provided to SMEs are illustrated 
in Table 11. 

Figure 21: Trend in loan production in Europe and U S 

 
Source: Societe General Group (2013), M. Dřímal 

 

Figure 22: Corporate investment in Europe 

 
Source: Societe General Group (2013), M. Dřímal 

 

Table 11: Dynamics in loans provided to SMEs in 200 7 - 2011 

  2007 2008 2009 2010 2011 

SME business loans y-y change in % n/a -14.3 -15 -14.8 3.6 
Share of new SME loans in total business 

loans (flows) in % 
24.6 19.3 18.8 17 18.1 

Source: http://www.oecd.org/cfe/smes/Scoreboard_2013_extract_chapter2.pdf 
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One indicator of the health of the Czech economy is the share of loans in default4. From the 
perspective of the economy, solvency is particularly important for large enterprises (including 
foreign ones) which pay clusters of tens of subcontractors and thus propel demand, as in the case 
of the automotive or construction industry. At a time when large firms are endangered by the loss 
of competitiveness and customer demand, they often shift much of the risk to their 
subcontractors, who must accept for instance delayed payments and may get into a difficult 
situation themselves. 

The development of the above-mentioned indicator was as follows - in 2008 the NPL ratio 
reached 3.6%, while in 2009 it went up to 6.2%. Another problem was the increase in delay in the 
repayment of loans. 

2.1.1.2 Qualitative analysis of bank loans to enterprises in the Czech Republic 

The quantitative analysis in the previous chapter identified some potential problems of 
enterprises and also the low willingness of banks to provide loans during the crisis. Nevertheless, 
the qualitative aspect of the problem is also very important, as it reflects the real situation of 
enterprises when speaking about availability of bank loans. 

In February 2009, the Chamber of Commerce of the Czech Republic conducted a survey, in 
which 1,364 of respondents took part, with the aim of assessing the satisfaction of entrepreneurs 
with access to bank credit financing. They answered the question: "Do you agree that banks do 
everything they can to make money accessible for companies and entrepreneurs as quickly and 
easily as possible?" 70% of respondents answered negatively, and only 12% positively. 
Furthermore, nearly 69% of respondents mentioned that in the last three months a bank had 
changed the terms of existing loans; 35% of interviewees said that this change was an increase in 
interest rates on operating loans. 

Figure 23 shows the development of access to finance for innovative companies. While in 2006 - 
2008 the lack of external financial resources was considered a problem by 15% of technically 
innovating firms, in 2008 – 2010 (after the onset of the crisis) 18% of respondents gave a positive 
answer to this question. It should be noted that their opinion on other factors limiting the 
introduction of technical innovations during the financial crisis remained almost unchanged. 

Figure 23: Factors limiting introduction of technic al innovation in 2006 – 2010 (% of technically 
innovative enterprises) 

 

Source: http://www.czso.cz/csu/2012edicniplan.nsf/p/9605-12 

                                                 
4 Credit that are not repaid for more than 90 days 
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From the aforementioned facts it follows that after the onset of the financial crisis, innovative 
and competitive companies as well as weaker players had problems with obtaining or maintaining 
bank financing. On the one hand, they could apply for support from the EU funds if their 
projects were consistent with the objectives of the SF and CF, and they were often innovatively 
capable, but on the other hand, the above-described position of banks undoubtedly reduced the 
willingness of banks to provide loans to beneficiaries of support from the SF and CF for new 
projects. Financing problems appeared as early as 2008, and the largest decline in bank loans 
came between 2009 and 2010. 

2.1.2 Impact of economic crisis on research and development (R&&&&D) sector  

A review of industrial investment in research and development for 2010 published by the 
European Commission shows a decrease in investment by EU leading companies in research and 
development in 2009. The Czech Republic saw a similar trend. In 2009, R&D expenditure by 
companies decreased by 1.7%. In 2010, it grew again by 6% with growth returning to the pre-
crisis level of 14% in 2011. Nevertheless, in 2012 it dropped again to 12% (see Table 12). 

Table 12: R &&&&D expenditure by private sector, 2005 - 2012 

  2005 2006 2007 2008 2009 2010 2011 2012 

Investment in R&&&&D (CZK 
mil.) 

22,604 25,838 29,345 29,249 28,743 30,564 34,717 38,790 

y-y change (%)   14% 14% 0% -2% 6% 14% 12% 

Source: CSO 

When speaking about R&D expenditure, in 2008 and 2009 the economic crisis hit most large 
enterprises, where R&D spending substantially declined. In 2010, it began to grow again with the 
next downturn in 2012. For SMEs, a slight decline in the growth of R&D expenditure was 
recorded in 2008-2010. Since 2011 this expenditure has been rising again, but at a slower pace. 
The impact on large enterprises and SMEs is illustrated in Figure 24. 

Figure 24: R &&&&D expenditure by size of enterprises, 2005 – 2012 ( y-y change) 

 

Source: CSO 

 

2.1.3 Impact of economic crisis on innovation 

The economic crisis had a significant impact on innovation and innovative companies. While in 
2008 the share of enterprises with innovation (regardless of the type of innovation) grew, after 
the onset of the crisis it dropped considerably. Most affected were companies with process 
innovation. On the contrary firms with product innovation were not influenced much. The share 
of innovative enterprises in the total number of enterprises in 2004 - 2010 is depicted in Figure 
25. 
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Figure 25: Share of companies with some innovation in the total number of companies, 2004 – 
2010 (%) 

 

Source: CSO 

This fact is related to the decrease in the cost of innovation. Due to the economic crisis, mainly 
small enterprises reduced the cost of innovation - by about 50%. Medium and large enterprise 
showed a decrease of about 30% in 2010. Figure 26 shows the development of the cost of 
innovation for technologically innovating firms. 

Figure 26: Cost of innovation for technically innov ating companies, 2008 and 2010 (CZK mil.) 

 

Source: CSO 

From this development it is evident that the loss of financial means invested by 
companies in research and development in the years 2008 and 2009 was significant: from 
2007 to 2009, R&D expenditure decreased by about CZK 602 mil. Specifically for SMEs, 
innovation expenditure decreased by 50 %, and for medium-sized and large enterprises 
by more than 30 %. Consequently, the share of enterprises introducing innovations went 
down. 
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2.2 Impact of economic crisis on the public sector 

The reaction of public administration on the impacts of the economic crisis reflected the 
situation in fiscal policy and measures approved by the government in the period concerned. As 
was described in chapter 1.3, pro-growth measures were adopted by the government in 2008-
2009. In the following years, however, a change in priorities occurred, consolidation tools were 
given preference over the pro-growth policies and the government pushed through drastic cuts 
with a significant negative impact on public budgets. Together with the fiscal consolidation of 
public sector, the financial means of the state and public administration authorities decreased and 
their investment potential reduced. 

We have addressed fiscal measures on macroeconomic level in chapter 3.1. Therefore, this 
chapter will focus on the lower level, particularly on the budgets of regions and municipalities. 
The following is a brief summary of the key facts of the impacts of the economic crisis on public 
budgets: 

• tax revenue decreased; 
• revenue from administrative fees went down; 
• in 2009, it was still possible to cover part of the decrease either from income in previous 

years or by investment reduction; 
• further decline in tax revenue in 2010, however, led to a substantial reduction in investment; 
• public authorities cut operating costs; 
• economic entities reduced operational and investment subsidies for their daughter 

companies. 

The situation with regard to the revenue and expenditure of public authorities and their structure 
is captured in Table 13 and Figure 27. 

Table 13: Revenue and expenditure of regions, munic ipalities, voluntary unions of 
municipalities and Regional Councils of Cohesion Re gions (CZK mil.) 

Indicator 2005 2006*) 2007 2008 2009 2010 2011 2012 

Revenue total 334,706 359,506 371,484 396,852 396,633 424,707 404,104 378,849 

Tax revenue 168,519 172,939 187,430 204,238 180,335 187,984 187,161 191,009 

Non-tax revenue   27,349 29,476 30,415 32,184 33,290 33,456 

Capital revenue 10,918 12,639 13,083 16,281 14,411 13,946 9,349 9,490 

Subsidies received   143,628 146,874 171,466 190,389 174,266 144,879 

Expenditure total 326,907 363,428 362,069 381,836 422,576 425,896 406,805 377,322 

Current expenditure   246,083 266,717 273,078 288,369 305,684 313,541 309,088 285,583 

Capital expenditure 80,824 96,712 88,991 93,467 116,892 112,355 97,717 91,740 

 Source: CSO 

*) Excluding Regional Councils of Cohesion Regions until 2006 
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Figure 27: Revenue and expenditure of regions, muni cipalities, voluntary unions of 
municipalities and Regional Councils of Cohesion Re gions (CZK mil.) 

 
Source: CSO 

*) Excluding Regional Councils of Cohesion Regions whose total revenue in 2006 was CZK 41.4 mil. in the form of investment   
subsidies from regional offices' budgets; expenditure was CZK 37.5 mil.; revenue minus expenditure made up CZK 3.9 mil.  

Specifically, the figure above shows that after growth in revenue and expenditure in the 
aforementioned budgets in 2007 and 2008, a breakpoint occurred in 2009 when total revenue 
decreased because of the sharp decline in tax revenues. In contrast, spending continued to rise. 
This decline was partially offset by an increase in transfers, but between 2011 and 2012 such 
compensation was no longer possible. From a long-term sustainable management point of view, 
a growing dependence on transfers (in fact subsidies) is not desirable, as their inflow may not be 
regular and reliable. 

Therefore, public budgets finished the year 2009 with large deficits. The increase in total 
municipal debt was fuelled by the growth in loans in 2008 - 2009. Development continued as 
follows: 

• municipal total credit increased in 2009 – 2010, but the pace of growth was slower; in 
2010 and 2011 the total sum of loans almost stagnated – this was a sign of gradual 
depletion of credit potential as increasing debt lowered the credibility of applicants and 
thus the availability of credit;  

• regional loans went down in 2009 – 2010. 

The data on the total debt of regions and municipalities are summarized in the following tables.  

Table 14: Data on the total debt of municipalities in the CZ in 2005 – 2012 (CZK bn) 

Indicator 2005 2006 2007 2008 2009 2010 2011 2012 

Loans 43.7 47.1 46.7 47.4 55.8 59.9 60.9 68.3 

Communal bonds 23.5 22.9 22.6 22.7 14.7 15.8 14.0 13.8 

Received repayable 
financial aid and other 
debts 

11.8 10.9 9.9 10.0 10.1 7.6 7.5 7.9 

Total 79 80.9 79.2 80.1 80.6 83.3 82.4 90.0 

Source: MF CR 

According to the Ministry of Finance, loans that were provided to municipalities by financial 
institutions were used for financing reconstruction and construction of technical infrastructure 
(local roads, sewerage, sewage treatment plants and water pipeline systems), pre-financing of 
investment projects co-financed from EU funds and regeneration and construction of housing. 
Municipalities also used these funds for renovation, insulation and expansion of educational 
facilities, sports facilities and other amenities. 
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Table 15: Data on the total debt of regions in the CZ in 2005 – 2012 (CZK bn) 

Indicator 2005 2006 2007 2008 2009 2010 2011 2012 

Loans 1,8 6,5 9,4 11,9 17,4 16,6 19,6 22,2 

Received repayable 
financial aid and other 
debts 

1,1 1,2 1,0 2,7 3,5 2,5 2,7 2,3 

Total 2,9 7,7 10,4 14,6 20,9 19,1 22,3 24,5 

Source: MF CR 

The regions used loans for the following purposes. Some regions continued to draw loans 
provided by the European Investment Bank, with which they pre-financed and co-financed 
investments in regional infrastructure, tourism, science and research. Other loans were drawn for 
the purpose of pre-financing investment projects or road repairs (MF CR). 

Revenues redistributed from the state budget and revenues from regional and municipal activities 
accumulate in regional and municipal budgets as decentralized monetary funds. The 
redistribution of these funds within the budget then depends on consensus of self-government. 
The budget serves as a source of financial means for normal operation of the public authority 
(non-investment expenses) and development activities (capital expenditure). Distribution of 
money between these two types of expenditure is determined by the priorities and objectives of 
the public authority. As the result of economic development and state fiscal intervention, these 
priorities were partially reassessed during the economic crisis. This had a significant impact on 
implementation of EU funds. Most public administration bodies faced problems with the 
continuation of investment projects because of lower revenues to their budgets and subsequent 
poorer access to credit (not only in terms of the possibility to obtain loans, but also in terms of 
poorer contractual conditions as a result of the poorer economic situation of applicants). A part 
of investment projects was also postponed. 

2.3 Impacts of economic crisis on financial drawing from European funds 

2.3.1 Key numbers 

The impacts of the economic crisis on the Czech Republic and especially on the private sector 
influenced the total amount of funds drawn from the Structural Funds (SF) and the Cohesion 
Fund (CF). Out of the total CZK 800 bn allocated to projects supported by the SF and CF in the 
programming period 2007-2013, app. CZK 350 bn has already been drawn. The extent of 
implementation differs among programmes and ranges from 68% (Regional Operational 
Programme (ROP) North-East) to 22% (ROP North-West). Figure 28 and Figure 29 give an 
overview of the implementation of European funds. 
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Figure 28: The state of implementation, as of Novem ber 6, 2013 (CZK bn) 

 
Source: MoRD 

 

Figure 29: The share of certified financial resourc es in total allocation of particular operational 
programme in the programming period 2007-2013, as o f November 6, 2013 (%) 

 
Source: MoRD 

 

2.3.2 Project cancellation 

The extent of implementation of Structural Funds and the Cohesion Fund is negatively affected 
by the number of projects cancelled during the economic crisis. A project can be cancelled at 
several stages of its implementation. Whether the project is cancelled on the applicant´s request 
after the signature of the financing agreement or after the signature of the registration document, 
financial resources are blocked within the relevant operational programme until the time of 
cancellation. Then a new call must be launched within the relevant operational programme and 
financial resources reallocated. The experience of the Ministry of Regional Development shows 
that when several projects are cancelled at the same time (for example at the end of the year), it is 
almost unrealistic (either because of the lack of time or the lack of applicants) to prepare a new 
call, approve it, announce it, collect projects, assess them, prepare financing agreements, sign 
them and implement the projects in the same year. Then the situation occurs that the allocated 
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funds are not spent and accumulate. 

Table 16 shows projects which were cancelled early in the administrative phase. In this regard, 
the following operational programmes were hit hardest: OP Education for Competitiveness (OP 
EC), OP Human Resources and Employment (OP HRE), OP Research and Development for 
Innovations (OP RDI), OP Enterprise and Innovation (OP EI) and OP Environment (OPE). 

Table 16: Projects excluded from the administration , as of November 11, 2013 

  OPT OPE OP EI OP RDI  OP EC 
OP 

HRE 
IOP OP TA 

Withdrawn applications 
as a share in all 
applications (%) 

27% 28% 26% 46% 54% 64% 9% 14% 

Withdrawn applications 
as a share in allocations 
of all applications (%) 

5% 35% 36% 41% 59% 48% 25% 21% 

Source: MoRD 

Note: Available data show only projects cancelled after the signature of the financing agreement; many projects were cancelled as early as in 
the phase of administration. 

In 2008, more than CZK 100 bn was allocated to more than 3,500 projects, out of which more 
than 10% were later cancelled. Given that in recent years the proportion of cancelled projects did 
not exceed 4%, it is clear that this may be a consequence of the onset of the economic crisis (see 
Figure 30). 

Figure 30: Financial resources and number of projec ts including the cancelled ones, 2007 - 
2013 (CZK / %) 

Source: http://www.strukturalni-fondy.cz/cs/Informace-o-cerpani/Seznamy-prijemcu 

Note: These statistics include also projects that were cancelled by the contracting authority 

In 2007 and 2008, projects were created in the expectation of continually growing demand and 
easy access to external financing in the future. However, after the outbreak of the crisis it was 
clear that demand and sales would decrease and overall uncertainty regarding future economic 
development would increase. At the same time, uncertainty over the availability of external 
financing grew; many private or public entities were not granted bank loans and many projects 
had to be cancelled. In the following years, companies responded to this situation and adjusted 
their projects accordingly. The same held for the public sector. Figure 30 shows that four times 
more projects were implemented with the same allocated sum, i.e. smaller, less risky projects were 
selected in the time of the crisis. 

  

0

20,000

40,000

60,000

80,000

100,000

120,000

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

2007 2008 2009 2010 2011 2012 2013

m
il

. C
Z

K

C
a

n
ce

ll
e

d
 p

ro
je

ct
s 

a
s 

%
 o

f 
a

ll
 p

ro
je

ct
s

Finalised and ongoing projects (right axis)

Cancelled projects with allocated funds in the corresponding year - the 

cancellation was completed in any of the following years (left axis)

0

2,000

4,000

6,000

8,000

10,000

12,000

0%

2%

4%

6%

8%

10%

12%

2007 2008 2009 2010 2011 2012 2013

N
u

m
b

e
r 

o
f 

fi
n

a
li

ze
d

 a
n

d
 o

n
g

o
in

g
 

p
ro

je
c

ts

C
a

n
c

e
ll

e
d

 p
ro

je
c

ts
 a

s 
%

 o
f 

a
ll

 p
ro

je
c

ts

Finalised and ongoing projects (right axis)

Cancelled projects with allocated funds in the corresponding year - the 

cancellation was completed in any of the following years (left axis)



40 

 

2.3.3 Impacts on particular operational programmes 

The impact of the economic crisis on the drawing of resources within individual operational 
programmes is illustrated in Figure 31, which shows the share of particular OPs in the total 
number (sum) of cancelled projects in the reporting period. The most projects were cancelled 
within the OP EI. When we look at the sum of resources allocated for the cancelled projects, we 
should also include Operational Programme Transport (OPT). OPE is not included in Figure 31 
because of specific administration procedures within the process of project approval. It is 
therefore analyzed in a separate chapter which presents data that take into account the specifics 
of OPE. 

Within the OP EI, 4,266 applications worth a total of CZK 60.9 bn were excluded from the 
administration process on the applicant´s request or because of failure to meet the call 
requirements (as of November 6, 2013). Withdrawn applications accounted for 26% of the total 
number of applications and 35.8% of the sum of financial means in all applications. 

Figure 31: Structure of operational programmes by n umber of cancelled projects and total sum 
of allocated financial means 

Number of projects  

 

Sum of allocated financial resources (CZK mil.)  

 

Source: http://www.strukturalni-fondy.cz/cs/Informace-o-cerpani/Seznamy-prijemcu 

Note: These statistics do not include OPE with its specific administration procedures within the process of project approval. 
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2.3.3.1 Operational Programme Environment (OPE) 

OPE has some specific features in comparison with other operational programmes. Within this 
operational programme projects were largely cancelled not after the signature of the financing 
agreement (i.e. after the allocation of resources to the project) but in the earlier phase. That is the 
reason why OPE is not included in the aforementioned statistics and is analyzed in a separate 
chapter. In the case of OPE, the registration documents must be completed before signing the 
agreement based on which financial resources are reserved for the project. Unfortunately, the 
applicant can withdraw from the project at any time before the contract is concluded, and the 
experience of the Ministry of Regional Development is that companies do so very often at the 
last minute. 

The trend in the number of projects cancelled before the contract was concluded (i.e. at the stage 
of application registration, approval of the registration document or decision) is shown in the 
following table. The period of cancellation of many projects began in 2010; in 2011 there was a 
slight decrease (although the number of cancelled projects still significantly exceeded the number 
in 2008 and 2009), and in 2012 and 2013 the number of cancelled applications again significantly 
increased up to 542. 

Table 17: Number of projects cancelled within the O perational Programme Environment  

 
2008 2009 2010 2011 2012 2013 

Cancelled application – decision 
on granting subsidy 0 0 1 1 5 6 
Cancelled application - approved 
project 10 19 46 104 86 336 
Cancelled project - applicant 36 18 211 92 142 200 
Total cancelled projects 46 37 258 197 233 542 

Source: EEIP based on http://www.opzp.cz/sekce/504/prehledy-schvalenych-projektu/ and data provided by the MoRD 

The argument that the volume of these withdrawn applications is significant from the perspective 
of implementation of the OPE is supported the fact that these cancelled projects accounted for 
almost 50% of the total sum allocated for OPE since 2007 (data as of June 18, 2013). 

The following table shows that most projects were cancelled under Axis 3 (Subsidies for 
sustainable use of energy sources). What is alarming is the substantial sum of resources allocated 
to projects cancelled under Axis 1. From this point of view, Axis 1 together with Axis 3 
represents 46% of resources allocated for cancelled projects in total or 48% of resources 
allocated for projects within OPE.   

Table 18: Projects cancelled within the OPE accordi ng to Axis (number / CZK) 

  
Number of cancelled projects 2007 - 

2013 
Sum of funds allocated for cancelled 

projects 2007-2013 (CZK) 

Axis 1 159 17,661,972,837 

Axis 2 211 13,828,695,660 

Axis 3 475 8,343,000,269 

Axis 4 132 11,357,922,772 

Axis 5 24 727,470,132 

Axis 6 277 3,415,134,704 

Axis 7 19 448,184,179 

Axis 8 12 52,208,850 

Source: EEIP based on http://www.opzp.cz/sekce/504/prehledy-schvalenych-projektu/ and data provided by the MoRD 
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Both Axis 1 and Axis 3 are for public sector applicants: municipalities and towns are encouraged 
to apply for grants under Axis 1, and municipalities, towns, regions, contributory organisations, 
universities, non-profit organisations and business organisations owned by municipalities and 
towns are encouraged to apply for grants under Axis 3. This indicates that the financial resources 
granted within OPE under these axes have a substantial impact on public budgets and vice versa 
(public budgets have a significant influence on the possibility to implement OPE).  

The following table illustrates the development of investment and related expenditure of regions 
and municipalities (which are used among others to co-finance projects within OPE) from 2007 
to 2012. This expenditure increased until 2009. In 2010 there was a decline that lasted until 2012. 
This trend follows the adoption of discretionary measures in 2010 and beyond (see chapter 1.3). 
Consequently, it corresponds with the significant number of cancelled projects within OPE since 
2010. It is therefore quite probable that many projects were cancelled because of reduced capital 
expenditure among municipalities. 

Table 19: Investment and related expenditure in reg ions and municipalities (CZK mil.) 

CZK mil. 2007 2008 2009 2010 2011 2012 

Investment and related expenditure 69,635 75,450 97,425 93,708 81,071 72,479 

y-o-y growth   8% 29% -4% -13% -11% 

Source: MF CR 

The total number of unimplemented projects was increased also by projects cancelled by private 
entities. The impact of the crisis on their performance and the reasons for withdrawing from the 
projects are described in Chapter 2.1. We can take the amount of environmental investment in 
the corporate sector as an indicator of lower activity in the field of the environment. As the 
following table shows, in 2010 there was a 4% decline in investment in the environment by the 
Czech corporate sector. The worst situation was in the area of the protection and remediation of 
soil, groundwater and surface water and waste management, which declined by 32% and 16% 
respectively. By contrast, in the area of wastewater treatment, decreased investment growth was 
recorded in 2010 but it did not reach negative values. 

Table 20: Investment into the environment by the Cz ech private sector  

  

Environmental 
protection 
investment 

total 

Air and 
climate 

protection 

Waste water 
treatment 

Waste 
management 

Soil, ground-
water and 

surface water 
protection 

Reduction of 
noise and 
vibration 

(excluding 
protection of 
workplaces) 

Landscape 
and 

biodiversity 
protection 

2008 2% -35% 25% 23% 20% -18% -6% 

2009 16% -5% 13% 5% 32% 8% 38% 

2010 -4% -2% 6% -16% -32% -14% -6% 

2011 10% 35% 7% -1% 32% -12% -6% 

2012 3% -14% 23% -13% -18% 24% -28% 

Source: CSO 

Individual projects were often associated with significant sums of money (CZK hundreds of 
millions), which were blocked and cannot be retransferred to the EC. Examples of projects of 
this scale are shown in Table 21 which clearly shows values of CZK hundreds of millions. 
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Table 21: Selected projects implemented within the OPE, which were cancelled after 
registration document was signed but before the agr eement was concluded (CZK) 

Project name 
Total sum of funds, which could not 

be reported to EC by PCA (CZK) 

Modernising the landfill ECOLOGIE Ltd. through the construction 
of integrated centre for waste management 

197,976,900 

Modernising AMFM heating plant – decrease of NOx, SO2 and solid 
contaminating particle emission  

77,665,715 

Information system ENVIVoda 101,210,724 

Decrease of NOx emissions of K7 boiler 182,952,215 

Centre for glass sorting and recycling 153,673,751 

Sewerage system Praha-Horní Počernice 86,020,653 
WWTP intensification and sewerage of local parts of the City of 
Rychnov n. Kn. 

86,010,388 

Skalice nad Svitavou, Jabloňany – sewerage system and WWTP 81,117,367 

Petřvaldy – sewerage system 151,297,126 

Karviná – sewerage of uptown 75,949,518 

Source: MoRD 

 

2.4 Fiscal measures on meso and micro levels 

Since 2009, it was clear that the economic crisis would influence the implementation of Structural 
Funds and the Cohesion Fund. Therefore, several measures were proposed, which were aimed at 
elimination of the expected negative crisis impacts and obstacles to smooth implementation of 
the OP. In 2009, the MoRD - NCA (National Coordination Authority) undertook a 
comprehensive survey of legislative barriers impeding the smooth implementation of operational 
programmes, which resulted in the definition of specific legislative proposals of operational 
legislative measures. These measures included simplification of the approval process, 
simplification of administrative procedures with a positive impact on financial planning and 
management and simplification of administrative procedures when performing control activities 
and resolving discrepancies. 

Following these measures, 15 legislative and other changes were proposed, most of which were 
submitted to the government as early as 2010. Their approval meant a significant reduction in the 
administrative burden and simplification of drawing resources from the European funds. In 
addition, further steps to improve the situation in the extent of implementation on the level of 
individual OP were taken. Despite these steps, the total amount of financial resources allocated 
for the Czech Republic from the SF and CF in the programming period 2007-2013 will not be 
probably exhausted and the impacts of the economic crisis in the form of project cancellation will 
outweigh the effects of approved measures. 

The Ministry of Regional Development, based on its experience and responses from applicants, 
identified the following reasons for withdrawal from projects: 

• changing investment priorities - the need of savings and sufficient cash flow of applicants - in 
times of austerity measures it was necessary to reduce the amount of investment to a minimum; 

• non-transferability of subsidy programme - for example from a subsidiary to a parent company; 

• lack of available free funds; 

• poorer access to credit financing; 

• cuts in the implementation plans of the applicants. 
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Nevertheless, the measures certainly made the implementation of the Structural Funds and 
Cohesion Fund more efficient. In the future, these steps may help to overcome the impacts of 
the economic crisis in the Czech Republic, but only in the case of a non-reduction in the sum of 
allocated funds due to insufficient drawing of financial resources in this period. Here it should be 
pointed out that further steps to improve the implementation of the SF and CF in the 
programming period 2014 - 2020 have been undertaken. Suggestions for further simplification of 
the administration process from 2012 are listed in the following box. 

Box 1: Principles of simplification for applicants and beneficiaries when drawing EU 
funds in the programming period 2014-2020 

• Calls for submission of project applications - it is necessary to unify and make more transparent the 
documentation for calls. To create an integrated system of documents for applicants and 
beneficiaries, to reduce the number of individual documents and focus on comprehensibility. 
Unification will be achieved also through a common website where basic information on ongoing 
and planned calls and related documentation (manuals, methodological guides) will be available. 

• Preparation and submission of project applications - when preparing the project more intensive 
communication between the potential beneficiary and managing authorities (intermediate body) is 
necessary, long before the submission, and not only in the area of the formal prerequisites, but also 
in the area of substantive focus of the proposed project, and to strengthen the principle of 
partnership in this way. 

• Project selection and evaluation – it is necessary to set the assessment and selection criteria in such a 
way that they would be primarily focused on the evaluation of the quality and outcomes of projects 
reflecting the 3E principle (economy, efficiency and effectiveness) and the strategy of the 
programme. It is necessary to set unified access of all managing authorities (intermediate bodies) 
when announcing assessment results, especially if the applicant is not successful; rules should be 
established for publishing and forwarding the documents and assessment reports of evaluators 
concerning the evaluation and selection of projects so that the applicant would be able to learn from 
its mistakes. 

• Implementation of the project – it is recommended that lump expenditure be used (percentage rate 
for indirect costs, unit cost, lump sums); nevertheless, it is necessary to set transparent rules for their 
setting, application, evidence and control, according to the applicable Czech and European 
legislation; it is appropriate to define the types of interventions (types of projects), where it is 
desirable. It is appropriate to carry out ex-ante control of public tenders during project 
implementation, i.e. before the announcement of the contract and contract signature; this has an 
effect on the elimination of problems with the deductibility of certain expenses and irregularities. 

• Monitoring system – it is recommended to ensure the exchange of information for instance through 
working groups in which, at the central level, stakeholders representing all types and levels of 
control would take part, and within which the plan of inspections carried out at the level of the 
governing body (intermediate body), and if necessary in cooperation with the audit authority (and 
other relevant entities) would be coordinated. (Source : http://www.strukturalni-fondy.cz ) 

 

2.5 Conclusion 

The Czech Republic will not probably be able to exhaust all resources from the SF and CF in the 
programming period 2007-2013 because of the failure of fulfilling the n+3/2 rule. The 
consequences of the economic crisis that the Czech Republic experienced will have a significant 
effect. There is no doubt that this crisis had a significant negative impact on the Czech economy 
that began to show itself to a lesser extent in 2008, then fully in 2009. 

As shown by the data on companies in the Czech Republic, the economic downturn influenced 
enterprises significantly in 2009, causing many planned projects to be cancelled or adjusted to the 
new situation. Uncertainty about the future development of the Czech economy prevented firms 
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from launching new projects, for instance with the support of financial resources from the SF 
and FS, as well as in subsequent years. The same held for the state and public administration 
authorities. 

During the crisis, enterprises faced reduced demand and poorer access to credit financing. Their 
sales decreased, they were not able to receive new bank loans and many projects had to be 
cancelled. These facts were most visible in the R&D and innovation sector, where in 2009 
projects were massively cancelled or postponed, as the company concentrated on other priorities, 
such as sufficient cash flow, etc. This situation affected the implementation of the SF and CF, 
within which projects related to R&D and innovation are also supported. As it turned out, during 
the crisis investment and R&D expenditure were one of the first expenses that companies cut. 

Change in priorities occurred also within public authorities which were adversely affected by the 
consolidation of public finances. 

The analysis of the projects with resources allocated from the SF and CF showed that the 
number of cancelled projects followed the unfavourable situation of enterprises and public 
authorities in the Czech Republic, with this indicator pointing at one of the main reasons for 
insufficient implementation of the SF and CF in the programming period 2007 - 2013. Over-
optimistic projects from the pre-crisis period and subsequent adaptation to the new conditions 
resulted in the situation that approximately 10% of all projects submitted in 2008 were later 
cancelled. 

The crisis hit OPE and OP EI the most. OP EI had to deal with a drop in demand and financing 
of R&D and innovation. OPE suffered primarily from the need to block financial resources for 
projects before the contract was concluded. In the case of cancellation of the project, it was then 
difficult to flexibly respond and provide resources to other entities. 

From the above mentioned points, we may assume that in the programming period 2007 – 2013, 
the Czech Republic will not probably exhaust the financial resources available from the SF and 
CF also because of the unexpected nature of the economic crisis, which hit the economy and 
private and public entities very hard.  
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Abbreviations 

CNB  Czech National Bank 

CSO  Czech Statistical Office 

CDO  Collateralized debt obligations 

CF    Cohesion Fund 

CZ  Czech Republic 

EBIT  Earnings before interest and taxes 

EC    European Commission  

ERDF   European Regional Development Fund  

ESF   European Social Fund 

EU  European Union  

EUR    European currency  

IOP    Integrated Operational Programme  

MBS  Mortgage Backed Securities 

MF CR   Ministry of Finance of the Czech Republic  

MA    Managing Authority  

MIT   Ministry of Industry and Trade 

MoRD   Ministry of Regional Development 

MSC2007   Monitoring system of the Structural Funds and the Cohesion Fund  

NCA   National Coordination Authority 

NERV   National Economic Council 

NSRF    National Strategic Reference Framework  

OP    Operational Programme / Programmes  

OP CC  Operational Programme Cross-Border Cooperation  

OP EC   Operational Programme Education for Competitiveness  

OP EI    Operational Programme Enterprise and Innovation  

OPE     Operational Programme Environment  

OPF   Operational Programme Fishery 

OP HRE   Operational Programme Human Resources and Employment  

OP PA   Operational Programme Prague – Adaptability  

OP PC   Operational Programme Prague - Competitiveness 

OPT     Operational Programme Transport 

OP RDI   Operational Programme Research and Development for Innovations  

OP TA   Operational Programme Technical Assistance  

PCA    Payment and Certification Authority   

PSP  Chamber of Deputies of the Parliament of the Czech Republic 

R&D  Research and Development 
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ROP    Regional Operational Programme / Programmes  

ROP SE   Regional Operational Programme South-East  

ROP SW   Regional Operational Programme South-West  

ROP MS   Regional Operational Programme Moravia-Silesia  

ROP CB   Regional Operational Programme Central Bohemia  

ROP CM   Regional Operational Programme Central Moravia  

ROP NE   Regional Operational Programme North-East  

ROP NW   Regional Operational Programme North-West  

SB    State Budget  

SEF    State Environmental Fund 

SF    Structural Funds 

SFTI    State Fund for Transport Infrastructure 

SHDF   State Housing Development Fund  

SMEs  Small and Medium Enterprises 

SPAG  Strategy of Preparedness and Acceleration of Growth 

 

 

 

 

 

 


